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SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

MONDAY, NOVEMBER 21, 1938

UNITED STATES SENATE,
SUBCOMMITEEE OF THE COMMITTEE ON FINANCE,

lVashington, D. 0.
The subcommittee met, pursuant to call, at 10 a. m. in room 312,

Senate Office Building Senator Clyde L. Herring (chairman) presiding.
Present: Senators Clyde 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.
Despain will make.

(The resolution referred to is as follows:)

IS. Res. 21ts, 75th Cong., 3d aess.)

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 largest measure of general economic welfare enjoyed by any people in the
world; and

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: Therefore be it
Resolced, 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 profit 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 establishing 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 compensatory tax
exemptions and tax rewards when profit sharing is voluntarily established; (e)
to the consideration of any other recommendations which may prove desirable
In pursuit of these objectives; and be it further

Resolved, 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 such 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, stenographic, and other assistants; to require by subpena
or otherwise the attendance of such witnesses and the production 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 per one hundred
words. The expense of the committee, or any duly authorized subcommittee,
which shall 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 sharing, a historical review of its growth in industry, and an
outline of the objectives of this survey.
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STATEMENT OF DONALD DESPAIN, DIRECTOR OF SURVEY, SUB.
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 a
basis of understanding of the subject which is to be discussed in these
hearings.

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 competitive capitalistic system under which the United States has attaii)ed
the largest measure of general economic welfare enjoyed by any people in the
world; and

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 sharing 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 purloe.

Practically all the literature on the subject is limited by the defini-
tion set forth by the International Cooperative Congress 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 sumspaid 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 Dot 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 different 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
specifically provides for setting aside 5 percent of the net profits of
the company before taxes, in a fund to be accumulated for the pur-
pose of providing retirement benefit,; 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 plan, 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, disability, 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, provide 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
under profit-sharing plans, and as such must also be considered profit-
sharing.

As a result of this approach, it became apparent that any satisfae-
tory and complete analysis of profit-sharing systems must include all
employee-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 a 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 included 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 niot 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 employee 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 a pension fund, thus insuring the old-age 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, gentlemen, could you deny to that
institution the reward authorized by the Government for the volun-
tary creation of profit-sharing plans?

Over 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 annually, 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 though the varying types 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 employees, 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 sharing, discrimination will result.

In all these cases it is quite apparent that the governmental body,
having the power to grant the rewards, 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 employees 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 such a 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 judge; 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 tle 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.

Wehave 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.

If 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-
ployer and employee which is the 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 of profit sharing
in one form or other.

HISTORICAL SUMMARY OF PROFIT SHARING

The principle 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 1775.
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So far as is known, the first systematic plan of profit sharing was
inaugurated in 1794 by Albert Gallatin in his glass works in the State
of Pennsylvania. Gallatin, who served as Secretary of the Treasury
under Presidents Jefferson 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 "Leclairo" plan
and the long-time operation of his programnr has brought to Leclaire
the credit of being the "Father of profit sharing." Leclaire 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 untif his death in
1872. His financial success was spectacular and lie became one of
the noted "captains" of French industry. However, it was not due
to his personafrise 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 difficulties; he knew their weak-
nesses and their impulses 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 Inanugement 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 seemed to be
that labor looked no further than the job and that it worked and
traveled like Napoleon's anny-"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 appear 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 policies 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
plans were generally developed by railroads and public utilities. The
first 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 existing in the railroad industry. The first formal public-
utility pension plan was probably 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 1900 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
front. 1921 to 1930 some 130 plans were established. Of the approxi-
mately 420 formal plans created prior 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 even
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 SHARING 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 builders, 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. 0.
Nelson Co of St. Louis, initiated direct profit sharing in the com-
pany, which continued without interruption for 49 years until the
recent great d p ression 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. In 1886 the Procter & Gamble Co. of Cincinnati intro-
duced into the industrial field a profit-sharing and general employee
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relations program which in its 52 years of operation has probably
attracted more attention and study than any other plan in American
industry. Col. William Procter was the recipient of widespread
criticism from his fellow industrialists for proposing and adbpting
the advanced and progressive philosophy 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
annually. 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
them 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 Eastman Kodak Co., with some 24,000 employees, in 1912;
the Edison Electric Illuminating 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
1916, the Sears, Roebuck & Co., of Chicago, having a normal employee
group of over 30,000, initiated a plan under which the company pays
5 percent of its net profits which has prevailed against war periods
and depressions. Even in 1931 this company paid $1,000,000 into its
profit-sharing fund.

In 1918, after experimenting with nearly a dozen different forms
and types of employee relations over a period of 18 years, the Joslyn
Manufacturing & Supply Co. of Chicago, adopted a "profit-sharing-
saving-retirement fund" plan, which, although operating 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 employee relations plan of profit-sharing including a
most generous medical and hospitalization program. Since ite
adoption this company has distributed more than $12,000,000 in
profits, has never suffered from labor trouble, but on the contrary
had 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 ear.

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

The more recent addition to the family of profit-sharing companies
is the Westinghouse Electric & Manufacturing Co. of Pittsburgh,
with more than 40,000 employees, which inaugurated a most distinc-
tive and comprehensive plan in 1036.

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

As an illustration of the experience of one company having a
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 employees in the corporate structure, without at the same
time so weakening that structure as to endanger its progress s 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
direction. Any real partnership can only be based on the laborer first becoming
a capitalist himself. 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 company, lost hope and energy and
delivered to his employment only part of the value he was capable of delivering
under happy conditions.

Senator VANDENBERG. W'lio is it you were just quoting?
Mr. DESPAIN-. I did not give the name. That was Mr. Joslyn's

analysis of the philosophy that caused him to adopt their.plan.
A review of the progress made in industrial profit sharing brings

forth certain significant facts. First, profit sharing for wage earners
prevails about equally throughout the country between small estab-
lishments and large organizations. 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 noncom petitive opera-
tions; in institutions with high labor cost ratios as wel as low labor
costs; in widely disintegrated organizations as well as closely inte-
grated operations. The progress 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 steady
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 field 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
brilliantly successful plans from which the sound basic principle
underlying the subject may be found.

CONFUSED IDEAS ABOUT PROFIT SHARINO

Profit sharing has been the victim of both prejudice and misundei-
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," mubh 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 andthe 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 misundor-
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 operation 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 profits 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
can testify that no such condition prevails in the operation of their
plans.,

Too prevalent is the concept of emplors that profit sharing
involves a division of profits on the 50- 50 basis with employees. Such
a concept has had no place in the minds of those conducting this
survey. In fact, from a poll of thousands of individuil-emipoyees
throughout the Nation, an insignificant percentage of employees have
expressed their idea of a division of profits on any such basis. On the
contrary, 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 concision and opinion that because more proft-sharing plans
have been discontinued or abandoned tha have survived thorefore
the principle of profit sharing is unsatisfactory and impractical.

It might be stated that the same fact is true of corporations, with
even a greater 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. Har S.
Denn'isn, 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 century in studying our
industrial problem. Mr. Dennison says: I

"In tackling any oomplex problems, I think it extremely wise for us to recognize
that betterment Is a process--that betterment cannot be simply installed. We
should recognize that it has got to start slowly, that it has got to grow.

"Experiment, hai-e been going on for thousands of years, but we cannot call
them experiments-we have usually called 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 thaii it cost us in money."

The analysis applied thus far by your staff to the study of discon-
tinued and abandoned profit-sharing plans in the Umted 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
that practically all of the discontitued plans would, of necessity,
have failed.
- It also hs been c t " ' prooffers little incentive for

direct produti0 s is possibly true in instances where only
immediate d production was considered orfthere the installation
of a plan for that purpo . In such inonces the obvious
intent of . e plan wouldAImos nsu a failure. %the other hand
our dat indicate t crtainypes plans whe perly appli
do def tely pro yi ine tive i a f more significa and broader
sense The mony o tho. . utives emplo who have
foun the formula fT t Vn a , g thpncip e fit sharing
is wl-nigh unanimous t w n prope applied to
the, xisting condition heter th em ce is profitrle or not,
cre improved em o ee'*ttitud ea person interest,
individual an grt6 f-im supervion, and a
defi *te teducton of r' diffict

T record of p sha eWpm shows bo complete
failu!s and b liaf o _ sul n of pro sharing to
a conrer requlke intellig lete, st y. T many erlook and
ignorepychological featur-e ch a as rtant ' not more s6
than t dollars or perwtages ivol . cip profit sharing
is ground in the Itioe Ame n system. To
widen its 1 se, increase bership of its p 1icipants, and in-
still persona nsciousness of the individual's aceand responsi-
bility in the p system, is to mobilize an eatable defense of the
American capital #stem.

AN UNPREJUDICED- SARCH FOR A PRACTICAL FORMULA

In conclusion, gentlemen of the corniittee,' I would again repeat
that we have conducted this survey and study without regard to
prejudice and with an open nind toward the hope 6f discovering posi-
tive and constructive facts for the development of an authoritative
and accurate record of experiences for the guidance of American
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 structure of a program, but
that he is vitally interested in recognition, participation, and security.
We-have sought to be practical rather than technical; realisticrather
than theoristie, although our stody has not overlooked 4py of the
theoretical aspects involved in the subject matter. We have ap-
proached the study of the principle of "profit sharing not with the

110313--39---- 2
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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 appears 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 good management, nor that it can make up for the lack of per-
sonility in management; its introduction cannot transform an un-
successful and poorly managed business into a highly successful and
prosperous one.

We have 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 HERRINo. 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 employees to confer with us. We have had
splendid cooperation from everyone approached.

As the first witness we have invited r. Deupree, the president of
Procter & Gamble Co. He has very kindly come today and I should
like Mr. Deupree 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 andhis 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 free 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
profit sharing, I would like to do so. If I get astray you can tell me.
I made some memoranda coming down.

I 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 established profit sharing in our company.i

Mr. Procter had a view something like this, which is fundamental
to me and that is, that back in 1886, he had these thoughts, 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 willing and capable to work
should have work, if one could give it to him. He believed in a steady
job and an opportunity of the man getting the best out of himself.
ie felt that a workman should be a good citizen, and that anything

that could contribute towards that would be a helpful thing in our
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whole economy. So lie 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, hero is an original statement that has
practically never been altered:

"In originating and continuing this plan it was and is the dcalre of the company
to encourage thrift among all its employees and to favor those who remain con-
tinuously in its cmnploy. 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 ust out of college, and lie kept it up
until his death 5 years ago, and we tried to follow him.

Now, profit sharing was first started with a cash payment.
Senator KING. Was it a corporation or partnership?
Mr. DEUPREE. It was a partnership until 1890. When they

al rted the profit sharing it was a partnership, just the two families.
0 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 m cash.

That 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 will 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 5 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 paving profit-sharing dividends in cash, he worked
out a plan whereby the profit-sharing dividend was credited to the
employees' accounts for a 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 full, 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 lip is regulated in proportion to the employee's contribution, or is
it related to your profits?

Mr. DEUPREE. It is not distinctly related to our profits. It has a
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
5 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
percent after 15 years' service, and is 15 percent from there on. The
limit is 15 percent of his wage.

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

Mr. DEUPREE. That is correct, sir.
Senator KING. Have you found any objections by your employees

to the plan in the various forms in which it has been submitted?
Mr. DEUPREE. I think we could say that there has been no great

objection. There have been, of course, men who would like to
receive the profit sharing in cash right from the start, but our experi-
ence has told us that that is not good; it does not accomplish the thing
that we think is fundamental for him, that is, the sense of saving and
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.

Senator HERRING. 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 years--6 years of the profit-sharing plan-and then he gets
his pr6fit-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 VANDENBERO. 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. DErPREE. Our profit sharing is 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. In oiher 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 group.

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

Senator ' ANDENBERG. Yes.
Mr. DEUPREE. Theoretically, and practically, in 6 years he has

a paid-up account of $1,600. I he i has bought company stock he
gets of course, the stock dividend, whatever it may be, like any other
stockholder. It is regular stock.

Senator IlERRINO. Does he get it during the 6 years?
Mr. DEUPREE. It is credited to him. I think f ought to make this

clear. In order for a man to remain in our profit-sharing plan, lie
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 ie should sell half of his stock and continue in the
profit-sharing plan; but lie 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 mon e. 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 d, 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, a very fair prevaiiiig wage, aud anything else is plus.

Now, you take the man, at the end of 6 years, that has a $1,600
estate, instead of paying 5 percent into the phan 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-
cant more cash available than lie 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,
and he becomes an accumulator, he commences thinking about his
home.

We have had a pension plan for 40 ears. 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 bate
to say it in this way, but it is nothing else but that-a capitalist.
Ile has accumulated something. lie has stuck to his community
and he becomes a pretty good citizen. When he gets through work-
ing, say at 05, he has a reasonable estate waiting for him, he has his
ola-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
are in addition to the profit sharing
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Mr. DEUPREE. Oh, yes; yes, 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 ire 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-
vidual 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 thatitwould be absurd to attempt ever to dictate a stand-
ard formula to American industry; is that your view of it?

Mr. DEUPREE. Senator, I would say literally it is impossible.
Senator VANDENBERG. Of course it is.
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 tiey came
out with just that statement. I 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 aro different phases of
different businesses, there are different problems in each industry.
I do not think any human being can pass a law that would get
anywhere in forcing or attempting to force any such thing as steady
employment, or even profit sharing. The problem is too individual.

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

Mr. DEUPREE. I do not believe there is any other answer to it.
Senator HEnMNo. Your annual pay roll is not dependent on the

profit sharing, it is entirely separate from your profit sharing?
Mr. DEuPnEE. Absolutely, sir. We have to pay the prevailing

wage in the different communities.
Senator HEnRiNG. You have an annual wage plan, do you not,

where they get 48 checks per year?
Mr. DEUPREE. 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. We have guaranteed to the employees, after they have been
with us-a man has to be with us 2 years before lie enters that plan,
but all employees over 2 years are guaranteed at least 48 weeks'
work per year, and we have done that.

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

Mr. DEUPREE. It is literally impossible. It cannot even be applied
to some phases of our business. We crush cottonseed in the South.
If there is a big crop wo have a year's crush, or maybe 10 months,
and if we have a light crush, 4 months or 5 months, and there is no
way in the world that we can control it. It just cannot be done.

Senator VANDENBERG. Did you ever have any strikes during those
50 years?

Mr. D9UPREE. 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
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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." We 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. Our statement 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. W hen you say trouble, not literally trouble, but they are
constantly 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. DEUPREE. I think profit 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 ere part of the company, and the success
of the company is helpful to ihem, and I think it has contributed
largely to it.

Senator KING. Do any considerable numbers of them, after they
acquire stock ownership, attempt to dispose of it, or do they prefer
toehold it and enjoy the dividends that result?

Mr. DEUPREE. Ido not believe, Senator, I percent disposes of it..
le 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. I 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. DEUPREZ. Well, those employees under $2,000 own about
$6,000,000 worth of stock.

Senator VANDENBERG. Out of what total?
Mr. DEUPREE. 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-sh aring plan. You see, when we make over $3,000 a year-
it used to be $2,000-we go out of the profit-sharing plan. I would
think the employees wouldown a good deal more than that, including
the men whohave been in profit sharing and have gone out of the plan.

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

Mr.D EUPREE. 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 KiNG. So that those starting in at the bottom of the ladder,
so to speak, may have the expectation of some time reaching the
higher rungs of time ladder?

Mr. DEUPREE. Yes. Wb do not employ an executive. Maybe
that will give you the answer.

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

Mr. DEuPREE. I do not believe I can answer that, Senator. It is
all so tied in with a company, its policies, its plans, and its procedures.
I was trying to think of myself. I (to not know that profit sharing was
the means of my going through the company. I like the company,
I like 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 (1o.

Senator HERRING. Of course, it encourages continued employment?
Mr. DEuPRE. That is true.
Senator HERRING. And through continued employment they get

advancement?
Mr. DEuPfr.E. Even in our factories the average length of service

is something like 83 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. DEUPREE,. 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 simply participated and was helpful at times when the asso-
ciation might be in a little trouble. Th ere 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. We 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 you 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 I 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 thinking 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 a tremendous thing.

Senator VANDENBERO. 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 particularly
I had the view that if a man had a plan that gives his men steady work
some reasonable number of weeks per year, 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 him 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 saying 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 starts right in 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 each
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 a man has a performance that shows it is not costing
anything like that lie 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.

Senator VANDENBERG. 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 wasyour question?
Senator HERRING. I say, 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 employer, 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 VANDENBEno. 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. Theie is no collision?
Mr. DEUPREE. No. All men do not like the deduction, because,

for instance, our men have to pay 5 percent of their wage in their
profit-sharing plan, and this is just another "duck" as they say down
South; it is another deduction in that sense. That is a question
naturally. Men do not like deductions from their salary, but it is ad
done for their future security, and I think they are digesting it.

Senator KINo. 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. DEUPREE. I will say we have not found it.
Senator KINo. The labor organizations have not objected to the

plan, as far as you know?
Mr. DEuPREE. No.
Senator KiNo. The outside organizations?
Mr. DEUPREE. 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. DEUPREE. Yes, sir.
Senator 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 KINo. Have you any extra copies of that?
Mr. DEUPREE. 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.

Senator KING. You may leave it with the clerk when you have
finished.

Senator HERRING. Just go right ahead, Mr. Deupree.
Mr. DEuPREE. Now, I have finished my story, Senator. I did not

want to go into too much detail on any of these things.
Senator VANDENBERo. 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

I percent a month to 1 percent, depending on the way you think.
Senator VANDENBERo. As compared to other industries in that

area, that is amazingly low, is it not?
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Mr. DEUPRE. I think it is low, Senator.
Senator VANDENBERG. Is that the result of your profit-sharing

plan and your other social attitudes?
Mr. DEUPREE. Unquestionably.
Senator VANDENBRGO. 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 are just as positive as though we could
measure it, in our own mind, that the employee, knowing that he
has a job and that he is a part of us and we are a part of him, he is
friendly and interested ini accepting suggestions for improvement,
the result of which is that even with all of these plans and the cost
to *a is somewhere between 15 and 20 percent of his wage, 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 perhour, 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. I am sure it has contributed, but I cannot put my finger
dn it.

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

Mr. DEUPREE. I would say that it is, yes; definitely; but I do
wish you gentlemen would appreciate that a 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 I have got to give you a return. Now, business has got to
be successful before it can start doing these things.

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

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

Senator KINO. Certainly.
Mr. DEuPrtEE. And you probably would have to be in one of these

businesses that have at least some topsoil.
Senator KINo. The men on the ship must be loyal to those in their

occupation, but you must have a captain on the ship.
Mr. DEIPREE. Yes; you must have management.
Senator HERmIo. Is there anything further?
Senator NINO. 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. DEUPREE. Yes, sir.
Senator KINo. Are they eager to follow the footsteps of their father

to find employment with your company?
Mr. DEUPREE. Now, I cannot answer that categorically, Senator,

I can only say we encourage it. An employee's child certainly has
first consideration, and we have a great number in all phases of the
business.

Senator KINo. 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. DEUPREE. W e 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. W'e appreciate your work.

Mr. DEUPREE. Thank you, Senator.
Senator HERRING. We will adjourn until 2 o'clock, at which time

we 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. ni., pursuant to recess.)
Senator HERRING. Mr. M. B. Folsom, treasurer, Eastman Kodak

Co., Rochester, N. Y.
Mr. FoLsom. 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. FoLsoM. That is true.
Senator HERRING. 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. FOISOM, TREASURER, EASTMAN KODAK
CO., ROCHESTER, N. Y.

Mfr. Fotsoxi. I am very glad to be here at the invitation of the
subcommittee and describe the industrial-relations program of our
company, 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 paid 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 lr. 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 payment 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
be 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, a
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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 participate in the earnings of the business after a
reasonable return had been paid to the stockholders on their invest-
nient, and after all expenses had been met.

We 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 HERRINO. Does it fluctuate or is it a percentage, a fixed
percentage?

Mr. FOLSOM. 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 formula is well
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 year, 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 $S 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 in the last 5 years

If an employee had been with us for 5 years he got an average of
approximately 5 weeks' wages. lie got a check on the 1st of March,
figured for his individual ease; and if a man had been with the com-
pany for 5 years it amounted to about 5 weeks' pay, and if he had
less than 5 years' service, it was proportionately less.
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During this year our business declined because of the business reces-
sion, and the profits declined and the dividends we have declared this
year 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, insteadof 2% percent, which it was this year.

Senator VANDENBERG. Do the employees understand this formula
thoroughly?

Mr. FoLsoM. Yes; it has been in effect so long, and it is printed in
all our company 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. FoLsoM. 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 participate are those who have been with
us for less* than 6 months' time. The dividend amounted, in this
country, to $2,900,000, 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.

Senator VANDEkBERG. In how many years?
Mr. FoLsoM. Since 1912. And $36,000,000 has been paid to em-

ployees in this country.
The rate has fluctuated quite widely during the past few years,

particularly during the depression. ' . w.
Our rate in 1930, was 2Y percent; that is, 2% percent of the wages

for the last 5 years. It stayed at that level during 1931 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,
1% percent, and last year 2%/ percent, which reached the peak rate
that we had before the depression.

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

Mr. FoLsoM. Of $8.
We 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 year we had no wage dividend, the

employees realized why it was so, because the earning 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 of
that suspension and low payments during two or three years, the
employees really appreciate and 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. FOLSOM. We didn't get any. There might have been some,
but we didn't hear of any. The employees fully realized why it was
so. 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 profits, that there is a compensatory rest-
lessness which wipes out all the previous advantages.

Mr. FOLSOM. We didn't have that experience at all. We had this
Elan in operation from 1912, up to 1934, and the employees knew

ow it worked, and received their wage dividends every year. They
knew the formula and they had seen the common stock dividends
come down and down, and they knew that when they got down
below $3.50 there wouldn't be any wage dividend, but we didn't
hear 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 percent, I think they
appreciated that more, probably, than they did some of the larger
dividends we had previously paid 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 for 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 say that the employer should pay for
the benefits of those workers lie 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 to
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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 unemployment.
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-sharing
plan, it would not be the purpose to collect taxes but rather it would
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 purpose.

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

Senator HEaRING. 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. FOLSOM. Yes; they do go up and down together, the stock
dividend and the wage dividend.

Senator HEnaING. 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 that Mr. Eastman had in mind, when lie 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 plait was not
taking care of the pension problem, and it was necessary to adopt some
sort of a 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 didn'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, a 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 and 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, there 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 going 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 fom 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. We said, "From now
on, instead oi 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 2Y percent
itas 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 pan.

Mr. Foysoxi. We had this plan, of course, before the Social Security
Act went into effect. We hrd it since 1928, and we changed the plan
so that in the future the eniploy, ee 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
lie was before 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 lie didn't make before.

Now we find that our retirement-annuity plan has worked out quite
well, and accomplishes its purpose. We have had a number of people
retire under it, and it is a good business investment because we can
retire a 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
hin 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 maximum of 26 weeks in I ear. We also have vacations with
pay for our factory workers, as wel as the office workers. We have a
medical department which looks after the general health of the em-
ployees. e 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
easyv terms.

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

I 1' 0513-39--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
yea;-s, 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 (indicating],
which shows the method which we use. I think that business now
generally is becoming much more interested in this question of stab-
ilizing 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 a 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. It starts in 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 year'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 (indicating] and
as a result this line here (indicating), which is stock inventory, 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 putting
it in inventory. And from that time on, starting in March or April,
the sales curve goes above the production curve and the stock comes
down and reached 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
cOnditions, and we have been able to forecast our sales quite accu-
rately.

This chart (indicating] 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
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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
lav-offs amounted to only 300. This year the record was not quite so

ood because we had a decline in business the first part of the year.
This 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 the 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. We also can utilize a hi gher percentage of our plant.
If we had a 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 force, and kept them steadily employed except
during the period of severe depression.

Senator HERRIo. Have you had any labor troubles?
Mr. FOLSom. No, sir.
Senator HERRING. None whatever?
Mr. FOLsoM. No, sir. Our labor turn-over has averaged less than

10 percent for a number of years. That is considerably less than the
average for the country as a whole.

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

Mr. FoLsoM. 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 number.

Senator VANDENBERG. Yes.
Mr. FOLSOM. 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-over in our
Rochesterplant-i haven't got many figures for other places--was 8
percent. That 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 forest and try to bring abmtit 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
the men have had service of over 10 years, whicI gives us a very stable
force.

Now, here I would like to summarize our whole program-I have an
Employees' Guide Book, which I thought you could keep, if you would
care to. On the 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.

Then 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 case. 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, varybig with the length of service, with a maximum
of 26 weeks in I 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 13% years'
salary for workers with more than 5 years' service, and 1 year's salary
for workers with lass than 5 years' service.

In ease of unemployment, we had our own voluntary unemploy-
ment plan, or had it 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 employees an additional life insurance if
they participated in the cost of it, they to pay part and the company
to pay part. But with the 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. FoLsom. We know it is a very important part of the program,
but we can't say that it is more important than the others, or bow
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 profit 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
if ter 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.

Senator VANDENBERG. 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 VANDENBERO. When, for instance?
Mr. FOLSOM. The sick-benefit plan came in 1920, and the retire-

ment annuities and insurance plans came in 1928, and then the unem-
ployment-benefit plan in 1931, and the vacation-with-pay plan came
last year.

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

Mr. FOLSOM. That was at the very beginning and we used, as I
have indicated, pait of the wage dividend, 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 exempt .jn 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
onlyWe, 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. FOLSOM. 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 profit sharing, and
it would be very difficult to draw the line, and say what was wages and
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 company 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 biing 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 greater interest is created in it.

Senator VANDENBERO. Would you also say, Mr. Folsom, that there
might be no validity in incentive taxation used to encourage plant ex-
pansion?

Mr. FoISoM. Yes; I am inclined 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 HERRING. We are glad to have your expressions. You
understand we are not committed to that; it is something we are look-
inginto.

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.

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

Mr. FOLSOM. Yes; and we don't think that you should adopt any
employee-benefit plan unless it is a matter of good business, and we
feel that our pension plan, our sick-benefits plan, our wage-dividend
plan, is a good business investment, and we have had enough exper-
ience, over the years, so that we are pretty well convinced of that.

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

Mr. FOLSOM. Oh, yes; we shouldn't consider any of these as a sub-
stitute for wages.
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This book I have here will give you the details of all these various
plans, and I particularly call your attention to the first two pages,
which contain a letter written by Mr. Loveoy, 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
explains to the employees the general policies of the management, in
connection with this whole progam.

Senator VANDENBERG. Let'shave one of these books marked as an
exhibit for the committee.

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

Senator HERRING. Do you have any other suggestions?
Mr. Fowom. None, unless you have more questions.
I would 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

WAGB DIVIDEND PLAN AND INDUSTRIAL RELATIONS PROGRAM OF EASTMAN
KODAK 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. adopted a profit-sharing plan and has paid
a wage dividend to employees each year since then, with the exception of the
depression year, 1934. Tile 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 employees 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 possible; and a
definite intention on the part of management to see that all employees receive a
"square deal."

This 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 succeed. 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 loyal, 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 also has the purpose of encouraging continuity of service.

Although the wage dividend Is dependent upon the company's earnings being
sufficient to warrant payment and Is subject to annual authorization by the board
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 requirement of the formula 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 iot
taken into account by the company 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. Employees participate in
proportion to their earnings for the previous 5 calendar years. All 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 ou 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 year 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 ii 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 1938 therefore was 

2
3 percent (one-

half of 1 percent multiplied by $4,50) of the 5 years' wages. For employees of
5 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 payment in
March 1939 will be at the rate of 1 percent of the 5 years' wages. This will be
equivalent, for employees of 5 years' service or more, to about 3Y weeks' average
wa es.

The 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 to employees in this country. The rate and
amount of the dividends paid in recent years are as follows:

Wage dlvitend- Waze dividend-
United States only United States only

Rate' Amount Rite I Amount

Percent Percet
1930 ....................... 2 4 $, M 0,000 135 .......................... i tw00, 000
1931 ....................... 2 2,170,000 1937 .......................... I N1 60, 00
1933 ....................... 2} 2,170.000 I37 ....................... 11 I, 70, 000

1934 ........................................... 1939 .................. 1 4 900.00

I Applied to wages paid during the preceding 5 year.

Throughout the years the plan 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 1931, 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 company, 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 , 1929. It Is underwrittenby 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 retirement 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 company 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.

This 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 received under the original company plan.

Provision is 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 emergency. 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 disability caused by
illness or accident not covered by workmen's compensation payable up to 26
weeks in any one year. Vacations with pay are provided for both office and factory
employees. 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 large percentage of the entire year's output being sold
in the summer months. The management has given close attention to this
problem 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 summer 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 ay-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
measure the results In dollars 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 subcommittee is the en-
couragement of profit sharing by the Federal Government by incentive taxation.
We do not 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,
but 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 alply a method
of determination that would avoid in all cases a possible tendency to lower wage
rates to offset profit sharing.

We are convinced from our 26 years' experience that profit sharing is a very
desirable and effective 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 a large extent mutual. This spirit of cooperation is reflected in the
attitude, efficiency, and longer service of the worker and in corresponding benefit
to the company. . . Fosom.
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Senator HERRING. General Wood?
Gen. Robert E. Wood, president of Sears, Roebuck & Co., Chicago,

Ill.
General, I want to say to you that we want to express our apprecia-

tion for your cooperation, and the cooperation Tour 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. WOOD, PRESIDENT, SEARS,
ROEBUCK & CO., CHICAGO, ILL.

Mr. WOOD. 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 course, 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.

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

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

Senator VANDENBERG. Of the profits that have been mide?
Mr. WOOD. 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 through death, discharge, or marriage.
Those employees contributed to the fund out of their savings, $f0,929,-
067. They received cash, or stock, when they left the company, to
the value of $49,422,489. So they got almost 5 to 1 on their savings.
That takes care of those that have left.

Today 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. 01 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 I and the younger employees anywhere between 1% to I 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 and also the appreciation of values.



PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION 37

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
help the employee to accumulate something against old age or dis-
ability.

In'tbe period 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 years' service that didn't get at least 2 years' annual
salary. In other words, they didn't go on the bread line.

Senator HEtRiNo. Was that paid at one time or monthly?
Mr. WOOD. 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 ou the type of profit sharing. For instance
you take a railroad-they have to invest $5 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 business 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. We give cash bonuses de-
pendent on profits, to plant managers, store managers, buyers, and
key 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.

From our observations we think that the greatest fear of the worker
today is his insecurity in the midst of a very complex industrial civili.
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. WOOD. 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 hive 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 I 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
I 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.

:,enator VANDENBERG. Is there any disappointment or uneasiness
caused by the fluctuation in your stock values?

Mr. WooD. I don't think so, Senator, largely because of these old
employees. They have seen it vary, 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 accumulaied
for them, they have got the part that the employees 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
a 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 employees, there wasn't anyone in the fund
that didn't have considerably 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
go out x% ith more than he put in. There never has been a disappointed
employee 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. WOOD. We have been considering it. Of course, during the de-
pression when the stock was low, we felt very safe in buying it. Now
we are getting to the point where we feel perhaps we ought to possibly
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 inNestment o this fund-because it is, I think,
now the third largest investment trust in the country, $45,000,000-
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. WooD. 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 tiem 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. WOOD. Yes; and that is another mooted question. We have
people who went out of the fund in 1929 with as much as $60,000 and
have 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 put it in 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. WOOD. 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 again.
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.

Originally they permitted anyone to go in up to the extent of 5 per-
cent of their salary, but we felt that was giving too much to the higher-
salaried employees, so we set an arbitrary line of $5,000, a $5,000
salary, which means a $250 contribution. I have 190 shares in the
fund, and my file clerk, who has been with the company 19 years,
has 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. WooD. If it could be developed.
Senator VANDENBERG. I notice in your very excellent letter of q,

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 w
discuss that at all? We would be greatly interested.

Mr. WOOD. Not being a tax expert, I haven't developed those.
Senator VANDENBERG. That is the reason why we might stand a

little show of getting somewhere.
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Mr. WooD. 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 iit a sense-but I believe more em-
ployers might do it with an incentive. What appeals to me in your
general idea, Senator, is this: You take a great many industries, new
industries, and, generally speaking industries follow a p'ttern-
something new is developed, we will say, like the harvester and the
reaper. A new industry, it takes it, and is efficiently managed-
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 a good many pass out of the picture.

Now, in the early days of any industry, when a great deal of vioney
is made, the worker gets his wages, but he doesn't get any of the velvet.
I 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 up with a piece of paper that isn't worth much.

Mr. WooD. 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 any thing, 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 he wins, it is worth something; and if he
loses, he is not out any money.

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

Mr. WOOD. 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. We reserved the
right, but we kept on contributing both. Last year we contributed,
I think it was $2,600,000 to the profit-sharing fund and $2,600,000 to
the social security; so we put aside, altogether, about $5 000,000 be-
tween our own fund and the profit-sharing 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. WOOD. 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 youi to
amount to anything?
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Mr. WooD. 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 days.

Senator HERRING. There have been quite a lot of them in Minne-
apolis?

Mr. WOOD. Yes.
Senator HERRING. What has been the labor turn-over, do you know,

General, about on an average?
Mr. WOOD. 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. WOOD. 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 VANDENBERG. 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. WooD. 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 entire y fair for one firm trying to do the right
thing and the other not following along.

Senator HERRING. There is no great difference between the wages
paid?

Mr. WOOD. No; if anything our wages are a little higher.
Senator VANDENBERG. Well, there is a point-that is what I am

getting at-there is a point in this relationship where there ought to
be a leveling compensation.

Mr. WOOD. 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 employers into profit sharing.

Senator VANDENBERG. Have you thought at all how that could be
done?

Mr. WOOD. No; 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. WOOD. 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.

Senator HERRING. You treat it as an expense, of course?
Mr. WOOD. Yes; say of $2,500,000, we get credit for say 15 percent,

or $375,000, but that still leaves us $2,125,000 more than the other
fellow.

You ask, Senator, about the feeling. Now as I say, 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 employees in our company, and
I lay a good part of the credit to this fact. The employees know we
don't have to do it. I go up every year at the close of the year when
we publish our annual report; I have a forum with about 1,500 em-
ployees-anybody can come there-and I explain the balance sheet.

Senator H ERRING. There is never any question about it, they are
satisfied and content?

Mr. WOOD. 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 com panies are, I think the only way
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. le is more or less on his own. These employees, even in these
little places, are interested. They feel they iave a stake in the
company.

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

Mr. WOOD. 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 HERRING. Well, if you have anything else you would like
to suggest, we would be glad to hear you, General.

Mr. WOOD. 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.

Senator VANDENBERG. There isn't any standard formula that could
possibly be created?

Mr. WOOD. 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 industries 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 HERmNo. And might not satisfied employees aid in the
profits, by increased efficiency and a lessening of sabotage and losses
of different kinds?

Mr. WooD. I think that is so.
Senator HERRiNo. Doing away with strikes and the loss of some

$42,000,000, I think, in the last few years?
Mr. WOOD. I think it would help greatly. Of course, a lot depends

on the good faith of the management. If 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 I percent. You have got
to stick with it.

Senator VANDENBERO. Might you not get some approach to the
incentive-taxation idea through the Social Security Act taxes, pay-
roll taxes?
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Mr. WOOD. You might give a credit on your Social Security taxes,
a part, perhaps, of what you contribute to your profit-sharing fund.

Senator VANDENBERG. Exactly.
Mr. WOOD. That would seem the easiest and most feasible way of

doing it.
Senator VANDENBERG. That is not so difficult, is it?
Mr. WOOD. I don't see any difficulty in it.
Senator VANDENBERG. Well, it gets a little simpler as we go along.
Mr. WOOD. You take our particular case: We pay $2,600,000 in

social security to the Government; we pay $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 operations, wouldn't he?

Mr. WOOD. Yes, sir.
Senator VANDENBFRG. lie certainly would.
Senator HERRINo. And if it promotes increased efficiency and lowers

the cost of business, it might increase taxes, which the Government
would collect from the ultimate business made more prosperous?

fr. WOOD. It might.
Senator HERnING. Well, I think that is everything, General.
We want to again tell you how much we appreciate your coopera-

tion.
Mr. WooD. 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?
Se ator VANDENBERG. I certainly would.
Mr. WooD. I just picked these at random.
For instance, tbi girl is en ePployee 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 $55 she got 23&
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. Ile had $3,900; his salary is $3,900. le
received for that $195, 10% shares of stock. That made it about $730.
He got nearly 4 to 1. He has put in $1,433, and he has received 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.

Senator VANDENBERG. Each employee has one of these separate
cards?

Mr. WOOD. 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.

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

TUESDAY, NOVEMBER 22, 1938

UNITED STATES SENATE,
SuBcoMMnrFE oF THE CoMmirrEE ow FINANCE,

Wah ington, D. C.
The subcommittee met, pursuant 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.

Vandenberg.
Senator HERINo. 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
in your own 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. Fu ,s. If it is agreeable to you, 1T 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 bit of simple philosophy.
It seems to me to be far more practical to approach our problems
whether they be personal, corporate, or political, along channels of
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-

ulsion 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.
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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
a 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 maybe proposed if I do not agree with them, but I certainly
favor strongly the survey which your committee is making and I cani
see the possibility of great good in properly worked out and safe-
guarded plans 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.

What 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 I"
If the deprecation 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
project. But if only a relatively small portion of the original cost
has 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.

Progres.;ve businessmen everywhere advocate reasonable and regu-
lar charges for depreciation-4hey 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 happen 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 company
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 possible 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 lie pleases in his own books, although
he may only include in his tax return that stipulated percentage as
-uled 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 spent 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 hell) them to weather the 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 are the figures which back up the chart, and they will be
filed with the other information.
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(The chart and figures referred to are as follows:)
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Mr. FuTi.F. There are other applications of the idea of incentive
in taxation along somewhat simil-ar lines. The extension for ex-
ample, of merit rating in unemployment insurance under the Social
Security Act as a requirement upon all State kcts 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 am very sure that you would receive ready and willing
cooperation and doubtless many practical suggestions.

Obviously there are pozibilities for the use of tax incentives asdirect aids in the relief of unemployment. I believe such methods
should be attempted 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.
Of 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
suggest is that you could secure genuine and valuable assistance by
asking certain of our large national business associations such as the
National Association of Manufacturers, the Chamber of Commerce
of the United States of America, and perhaps others, to appoint
special conunittees to study this subject and to report to your coin-
mittee.

Senator HERINo. Do you have a pension-insurance plant
Mr. FULLER. Yes.
Senator Hamxo. And also profit sharing?
Mr. FULLER. Our own company plans are about like this sir: We

pay regular salaries and wages that slightly exceed, I believe, 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 production, and various other things, creates for the
company. ire 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 a 2 weeks vacation salary to every
employee of the plant. There are many other varieties of employee
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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 kee)
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 65, 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
to us. Women 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. So the employee may receive a pension 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 is 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 lan.

As you and as Senator Vandenberg know, I am on the Social Se-
curity Advisory Committee, and I 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 HFnauwo. 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 o;f profits, of course ?

Mr. FuLLER. I should not compare them at all, sir, for this reason:
The profit-sharing plan, as I 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 t'he economy
which the employee makes between the company and himslf. I have
often expressed that this way, sir: If 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.
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 goose
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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tile average, or whatever we call the standard, we then divide what
they save with them.

Senator IERRING. As a sort of speed-up incentive?
Mr. FULLER. 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 wanit that to go into the
picture.

Senator H .RRIo. You established your pension plan in 1928,
wasn't it?

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

Senator tEHzNo. Did you have any definite purpose in it I
Mr. FULLE'U. Simply the desirability of a pension scheme. At that

time-I have forgotten the exact number-we had 35 or 40 old em-
ployees whom we had pensioned. They were pensioned on a more or
less hit-or-niiss basis.

Senator HERRING. Do you think it accomplished the object you had
in mind at that time'

Mr. FULLER. Yes.
Senator HnimNo. You are satisfied with it, then?
|r. FULIn. Reasonably so. I do not think any plan of that kind

ever is as liberal as the recipient would like it to be.
Senator PEERINo. All of this is supported out of profit in the end?
Mr. FuLLuR. Oh, yes. Of course, on the question of profit sharin.1sir, it depends entirely on what you mean by the words "profit sharing.

You cannot share profit if you do not have the profit.
Senator HFRIiNG. No.
Mr. FULLER. Very frequently the companies where there are no

profits are the ones where the employer and employee have to work
the hardest.

Senator HRimo. Don't you think profit sharing will help to in-
crease profits?

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

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

Senator VANDENBERG. I wanted to ask Mr. Fuller particular - 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.

Mr. FuLLa. Yes, sir.
Senator VANDENBERO. In connection with the compensation laws.

Do you think the present unemployment-insurance laws provide ade-
quate benefit?

Mr. FULLER. I would not feel competent to answer that, Senator.
Senator VANDENBERG. Would it not be advisable to provide a surplus

reserve through setting aside profits for employees in good years to
augment the unemployment-insurance laws?

Mir. FULIER. It would be very desirable. Whether it is economi-
cally practical or not, I do not know.
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Senator VANDENBERG. In other words, you are not at war with the
objectives?

Mr. FULLER. Not at all.
Senator VANDENBERG. You simply question the practicability?
Mr. FULER. 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
practicability, if we can do it.

Senator VANDENBER0. Senator Herring and I 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 I 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. FULLn. That is right.
Senator VANDENBERO. I do not want to anticipate your evening

address; but if you will permit me to read one sentence from it I
think it is so strong that I would like to have it in the record. M'ay
I quote a sentence from your manuscript ?

Mr. FuLE. Yes, sir.
Senator VANDENBERG (reading):
Is it not logical to assume that If "the power to tax Is the power to destroy",

that likewise, if properly applied, the power to tax might be the power to
construct?

I take it that you believe in that thoroughly?
Mr. FULLER. Very definitely.
Senator VANDENBERG. Then in your statement this morning you

carried the possibilities of the application of ti-at theory even to the
extent of meeting the direct unemployment problem through incen-
tive taxation.

Mr. FuLLYR. Yes.
Senator VANDENBERO. 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
Government taxation rather than through a supplemented dole
system?

Mr. FULLER. 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. bo I make
myself clear in that regard ?

'Senator VANDENBERG. Ves; and again I completely agree with you.
Have you given any thought to the fashion in which this thing might
be done?

Mr. FULL. 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. FuLu (interposing). I would go beyond that.
Senator VANDENBERo. That it would even be probable?
Mr. Fir .Yes.
Senator VANxDEnBER. 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 expenditures ?

Mr. Fui.n. I agree with you in every one of the words you used.
I would not agree if you said all unemployment, because I think that
is too far, but if you said a major portion or a very large portion-I
do not know what the word "major" exactly means--if you say a very
large portion I agree with you entirely.

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

Mr. FuLLER. I believe, sir, so far as we have a social'security lan
in this country which I personally believe in-I do not mean I 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 some 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 place to put
it. You will find most industrialists will agree on that score.

Senator VANDENBERG. 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?

Mr. FuLLER. Yes, sir. I think that is very definite. I think that the
American Institute of Accountants, and the Comptrollers' Institute,
these would be of great 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-
nomic 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 VANDENBERG. Of course; I completely agree with you.
Senator HERuIo. A member of the staff nakes this suggestion.

You made the statement that we cannot share profits unless we have
them, and that is true. Let me ask you if it is not possible, unless we
continue a 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. FuLLE. Anything I would say on that would be purely sur-
mise. I personally think that the thin needs very careful and thought-
ful study gentlemen. I do not think these are things to whic:i you
can simply 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 VANDENBERG. You have been pretty firm and pretty definite
in your unbelief that incentive taxation will meet, in full, the unem-
ployment proposition.

Mr. FULLER. That is right.
Senator VANDENBERG. I assume you would expect that whatever

revenue the Government temporarily lost in taxes through the pay-
ment of these compensations would be far more than offset by the
revenue from the enhanced general productivity of the American
system?

Mr. FULLR. Vell, the Government of the United States is in busi-
ness just as we individually are in our companies. 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 as 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 oe some temporary slight falling
off of revenues, whicl 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
times has been a little too short. We ought to look further into the
future.

Senator VANDENBERo. 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. Fuj.mi. We have got so much circulation now it is almost
embarrassing.

Senator VANDENBERG. That is all.
Senator HERRINo. Thank you, Mr. Fuller.
Senator VANDENBERG. Mr. Fuller, would you object if I put your

evening speech into the record?
M r. FULLER. Not at all, as long as you do not release it now.
(The address referred to is as follows:)

INCEN TIE TAXATION AND ITs STIMsULUS -o Businss

An address by Walter D. Fuller, president, the Curtis Publishing Co., before joint
banquet of Maryland Association of Certified Public Accountants, Baltimore
Chapter of the National Association of Cost Accountants and Credit Men's
Association of Baltimore City, Emerson Hotel, Baltimore, Md., November 22,
1938

On May 18, 19 , 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 social objec-
tives through compensatory tax exemptions and tax rewards.

The subcommittee was promptly appointed. It consists of Senator Clyde Y,
Herring, of Iowa, chairman, with Senators Edwin C. Johnson of Colorado, and
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Arthur I. 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 last summer and has been proceeding apace. Thou-
rands 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. Despaln, the director:
"We have had a %ery Interesting experience in developing this survey, especially

with reference to the study of Incentive taxation. The first Inquiries dispatched
to industrial executives and lax experts brought an almost unanimously negative
reaction. We had simply projected the inquiry as to whether taxation might be
used from an incentive angle as a departure from the punitive manner in which
we have heretofore operated. We simply asked for original thought. We fully
appreciated 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 us, and
I might say at times amused us, is that after replying to these original negative
reactions with letters presenting premises 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 tax authorities from coast to coast.

"Within the past 10 days we have had daily visits from individuals and
committees from the foremost business groups and industrial organizations in
the country. These men have come to seek further lifting of the curtain on this
fascinating subject. In the vernacular, their general expression Is, 'You've got
something there.' There is no question about It-we have started something on
this subject 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 a 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
philosophy 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 Nation.

"Existing programs of taxation penalize success and offer no hope of relief
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 is safe to say that few men In America would have dared to predict in
the year I9M8 that within 10 years Industrial and business operations would be
under the domination of Washington as it is todpy. 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
tomorrow may bring forth.

"Simultaneously, a social problem has arisen which has been fomented and
fanned by a campaign which for the first time in our history has created class
distinction and class consciousness in America. The cleavage is growing. As a
result of this arraying of class against class, let us consider some of the out-
standing paradoxes to be found in America today.

"In the greatest Naation of individual capitalists on earth-a Nation made
superlatively great by capitalism-we find prevailing a condemnation of capi-
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 scorned with contempt and re-
Jected with popular rage only a few years ago.
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"We witness if Nation made great upon the principle that 'production is
wealth' being lured into believing that we can 'have more by producing less' and
even get 'something for nothing.'

"We see the greatest property-owning people on earth believing they can 'pro-
tact their own property by destroying their neighbor's.'

"During the strike epidemic of 1037 we witnessed thousands upon thousands
of workers whose very bread anld 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 170O, being denounced as unsuccessful, a
failure and necessary of complete change.

"In just 10 words, H1. 0. Wells has recapitulated our national condition-The
situation in America is a race between understanding and catastrophe.'

"Capitalism, private enterprise. individual initiative-the vitals of the Ameri-
can system-hang in the balance. Make 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 semiofficial. In other
words, the subject of incentive taxation that I am talking about is not a mere
personal idea-it is a thought that is definitely going places. Gentlemen of your
professions and connections will be deeply interested, I am sure.

Let iA look at the situation which all of us in business are facing.
.Most of our troubles 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 presnt products would do. What we need are concrete ideas for such
an accomplishment.

Relief, W. P. A., social security, and so forth, are all defensive tactics and
who ever won a battle by defense? I hesitate to quote the trite old statement
that "the best defense is a strong offensive," but it is true. Iet's reserve the
discussion of economic theory to its proper place: let's regard necessary de-
fensive tactics like relief 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 bands to it.

We can do it individually 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 familiar 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? Here are some of their findings. 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 the smallest income--those with incomes up to
$750 a year-showed an average income of $826 against expenses of $830, or
an excess of spending over income of about 33 percent. It is not possible to tell
exactly the number of urban families in this country whose incomes are less than
$],5*0 a year, but it Is a big group-certainly well over 50 percent and probably
about 00 percent of the national population.

How this great mass of people spend consistently more than they receive
is a puzzle, but it seems to be the case. Money from relatives, deferred pay-
ments on credit purchases, relief money from various private agencies, bor-
rowed money, previous savings, unpaid grocers' and doctors' bills, etc., 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 American 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 Social Security Act, and it Is now evident that the $1,100
figure is too high-it looks as though the average ineonse is nearer $900. These
are facts, not theories or opinions. Thus facts show that well over half
of the urban population of this country spends more each year than they receive.
How can you expect much popular concern over the balancing of the National
Budget when all these millions of personal 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
home for the 822,00 families in the city studied, the annual 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 03 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 enormous segment of our population at the bottom of the income scale
spend for food and housing alone over 100 percent of their income.

The significance of these figures cannot be denied. 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, somehow, 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
you and mae, both directly and through our great associations. 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 easily 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-
tribution bring In their train, are In part the answer to our problems.

We all hope for a real solution, I am sure, but we had better be about our
business in this connection, because If we don't do it, then these millions of
peopl' I have been describing, through the Government of this country, are
going to raise 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 citizen is a solid and constructive individual and thinks much the
same 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 short steady progress, and If Government
finally does the job, then look out, for we may easily nd 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 happiness of your children and
mine may be completely obliterated.

We have our chance; let us make the most of it.
How can we obtain the advantages of private Initiative, of Individual in-

centive, and reasonable rewards to those who accomplish desirable results with-
out at the same time reducing all of us to a standardized mediocrity?

Why has America made progress far beyond that of any other nation in the
world? Why is the national wealth of every man, woman, or child In America
today about $500, as against an average wealth of all other nations of the world
of but $30 a person? Why does America 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 have as large a total Income as all
450,000,000 families in all the rest of the world combined?

Following are some figures quoted from a speech by Arthur Kudner:
"Let us look at some Income figures, ba.ed 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 Is Just reversed; 26.8
percent have Incomes over $1,000, 73.2 percent under that figure. In France
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the ratio Is 23.3 percent over to 76.7 percent under; In Germany It is 18.1
percent over to 81.9 percent under; In Norway it is 15.4 percent over to 84.0
peroent under; and in Denmark it is 0.9 percent over to 93.1 percent under."

Kudner went on to say:
'We have frequently heard the machine age blamed for the ills of the world.

That is a convenient conclusion. But the fact is, the country with the highest
income per family has the most horsepower per worker. United States ranks
first, with 4.8 horsepower per worker, Great Britain hais 2WG, and Frnnce has
1.78. Despite all that has been said or is being sald against the America we
have known, you are still doing business in tMe best country as well as the best
market in the world. The measure of that can be sz'en, for example, in the
typical wage a carpenter earns here and abroad. In Warsaw, Poland, a car-
penter gels $1.21 for a day of 8 hours. In Paris, Fralce, Ile gets $2,20. In
London, 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? lie shuns them as a plague. The problem Is one of business and
economics-the solution is not political, although the helpful cooperation of an
understanding and friendly government would probably bring quicker results.

How are the businessmen of America with their associations, and I hope
with the cooperation of their Government, to work out their problems. There
are too many possibilities available for them to be dliscus'sed this evening, but
let us look at the possibilities of incentive taxation in this connection.

There Is no denying that the present view of taxation, at least by some
people, is that aside from its purpose of raiIng revenue, It can also be used as
a means to discourage and penalize different types of economic development,
the difficulty being, of course, the fact that persons differ in their judgment of
what Is or is not desirable. A good many people seem to think that if there is
overproduction nt any point, the cure 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 philosophy indicated
by the appointment of the Senate subcommittee may mean much to all of us,
for we certainly need to change our thinking about the whole question of taxes.
Too long have we let an archaic system wreak havoc In our whole economy.
Too long has our tax system been despotic 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, if properly applied, the power to tax might be the power to con-
struct? May it not be possible to make taxation work for us instead of against
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 familiar with the policy of the Government in restricting deprecia-
tion for tax purposes on modern buildings to 1 or 2 percent annually and hold-
ing down depreciation on machinery and equipment to a strict wear-and-tear
basis. A condition encouraging manufacturers to charge off 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 Is easy to let one's Imagination roam with this idea. Suppose, for exam-
ple, that with this new philosphy 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 fore.ilght 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 employer is 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-
ers 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 roll this year than the previous
year would be rewarded.

Is this not better than i 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 expansion 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 social
security that comes from steady employment. Vacant store rooms might fill
up with prosperous businesses, new plants might dot the landscape, and expan-
sion of facilities 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 have 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
either 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 1938.

The only way we are going to get out of this depression is to trade and work
our way out. 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, Is 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
N laces that unemployment will always be with us and a falling off In the

erican spirit of Ingenuity and adventure typified by a marked decrease in
patent applications since the 1920's.

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 is a free people who respond more readily to the pull
of an attractive goal than to the spur of compulsion or the ambition-deadening
frustrations of restraint. It must be realized that economic activity 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 Is a fixed quantity which does not require stimulation and that the
desire to profit through production is so ingrained that it needs to be curbed
and regulated rather than encouraged.

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

American businessmen should never forget the magic 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 knay come work for more people, lower costs, and better things for
everyone. Better selling makes higher turn-over possible.

The fundamental thing is a tremendously Intensified desire, a desire sG
acute that it will simply drive individuals to some way, somehow, find the way

110O51 .- 9-- 95
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to satisfy their need. I realize that there are many difficulties in the way of
such an accomplishment. As the young lady said, "Everything I want is either
illegal, immoral, or fattening." In similar fashion, everyone is looking for an
easy way out of the present situation and is unhappy because It cannot be found.

Well, my frienAs, that is my piece for tonight I have tried briefly to review
the beginnings of what I believe may well be a history-making movement in
taxation, I have tried to show the facts and figures which indicate a funda-
mental but curable fault in our economy, and I have tried 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 HEPRNG. Is Mr. Marshall present?
Senator VANDENBRO. 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 HERMNo. It will be included in the record.
(The letter referred to is as follows:)

INGERSOLL-RAND 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.
DIAR M. V.LSH: 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 aside of an imprest fund for such purposes in a prosperous
year when the tax reward would effect a worth-while saving to the industry
without seriously affecting tax revenues.

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

Usually in a year of good business, industry feels the need of additions and
replacements, but is too busy to make them. When this is followed by a period
of depression the incentive Is lost and the expenditures are not made, although
that is the time when industry might plan and execute such extensions and
improvements under a well-considered plan In preparation for the returning tide
of prosperity. I would, therefore, suggest the following:

Plant eapansfon.-That industry be permitted to set aside in a prosperous
year an imprest fund for expansion in the plant and purchase of major items
of equipment, to be expended over the following 2 years, and that as a tax
reward such appropriations be subject to a tax credit of, say, 5 percent, either
as a direct reduction or divided as a relief from the undistributed-profits tax,
now 21 percent, and an additional direct credit of 2% percent, and that this
tax reward hare a carry-over provision of 2 years.

If expenditures in the following tax year for such expansion exceed the
appropriation for the preceding year, an itemized sworn statement filed with
that year's tax return would validate the tax allowance of the previous year.
Otherwise the statement would show the appropriation, with a list of expend.
tures made therefrom and the balance unexpended.

With the tax return for the second year following an itemized sworn state-
ment to be flied if there was an unexpended balance, such statement to show
the original appropriation, the amount expended 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-
slin year 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 5 percent paid on this balan(e, but without penalty for the over-
deduction in the appropriation year.

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 undepreclated 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 Is now denied where a composite
depreciation rate is used.

Home construction or rehabililalion.-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.

Special maintenanoe.-An appropriation might be made during a prosperous
year of funds to be expended during the next 2 years for special 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 he 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,

INGYRsOt-RAND C0.,
GEORGE DOUBLEDAY, C airman.

Senator VANDENBERG. 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,
president of Safeway Stores, Inc., of Oakland, Calif.; a letter from
Mr. V. E. Bird, president of the Hartford Electric Light Co., Hart-
ford, Conn.; a letter of Tanner H. Freeman, executive viceiresident
of the Associated Employers, Inc., San Antonio, Tex.; ands letter
from G. F. Brewer, resident partner of Ernst & Ernst, accountants,
of Chicago.

Senator HERMING. Without objection, they will be included in the
record.

(The letters referred to are as follows:)
SAFEWAY SToRM, INc.,

11 r. T. 1. VALS H. Oakland, Calif., November 2, 1938.

Technical Adviser, Subcommiltta of Comnfittcc on Finance
of the United States Senate, Federal Building, Elhiccgo, Ill.

DEAR M. WALSH: In accordance with your letter of October 25, we are pleased
to give you the following answers to the questions raised in your letter:

1. Suitable tax rewards would encourage us to expand productive facilities.
2. Tax rewards could be equitably granted 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 capital asset

expenditures made during the taxable year over the depreciation 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 Is subject to allowance for depreciation as pro-
vided in section 23 (1) of the Revenue Act of 193."

The only other measure, we believe, 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,
SAFIWAY STORM, INC.,
L A. WAsaim, PresideaI.
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THE HAarrolD Etrmio Ionr Co.,
IHartford, Conn., ffovember 8, 1938.

Mr. Doxsta DESPAN,
Director of Survey, Utited Stateo Senate,

Committee on Finance, Federal Building, Chtngo, Ill.
DnAz Ma. DEspAm: Many thanks for your letter of October 20. It Is very

apparent that I completely misunderstood your question regarding incentive
taxation.

Of course, I wholeheartedly believe that a profit-sharing plan contributes
greatly in the establishment of sauLsfactory Industrial relations. Hence it would
be a decidedly constructive move for the Government to encourage profit-sharing
plans in some way. Incentive taxation would seem a very good way.

It might be said that a graduated tax rate under the 138 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" is not
very pronounced. On the other hand, a provision in the tax law might become
very effective in this directIon if it were possible to apply a multiple 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 is responsive to your question and that it may
be of some slight value, I am,

Sincerely yours,
V. E. BIa, President.

ASSOCIATE EMPLOYERS, INC.,
Pon Antonio, Tex., October 2f, 19S.

Mr, TI. 1. WAtt,Teehniatl Adviser, Subcommittee of Committee on Finance,
Federal Bultding, CA icago, Ill.

DEA MAR. WALSH: This will acknowledge yours of the 22d, in which you
remind me that hearings are ,scheduled for the middle of November.

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

'"ne plan which I have in mind as an aid 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 have not worked out the satisfactory answer to the exact credit
that should be allowed; but, for purposes of this suggestion, let us say that au
added credit Is to be given of 15 to 25 percent of the amount of the ordinary
pay roll. In addition to the inducement to an employer to Increase wages and
increase the number of employees. I believe 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 this credit would tend to induce added
business activity and finally result in more profits in the end upon which taxes
would be paid.

"It is true that this is rather an arbitrary proposition to be incorporated in
the income-tax laws, but it is well recognized that the income-tax laws are not
written upon the equitable theory. For instance, the law arbitrarily provides
that capital losses sustained shall be allowable only as to certain percentages
of these losses, and then after arriving at these percentages deduction may not
be made to exceed V2,000. The law Is fuli of arbitrary provisions with respect
to curtailing credits or deductions. There is, therefore, no reason why arbl-
trary provisions may not be made for additional credits.

"Such a provision in the law would not be unconstitutional merely because
it had for its effect a purpose other than the result upon taxation. In a case
griing under the Harrison Narcotic Drug Act, having for Its purpose certain
prohibitions or restrictions, rather than revenue, the Supreme Court in the case
of United States v. Doremnus (249 U. S. 86), said: 'An act may not be declared
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unconstitutional because its effect may be to accomplish another purpose as well
as the raising of revenue. If the legislation is within the taxing authority of
a Congress, that is sufficient 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. The
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 against 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 ratio."

Very truly yours,
TANNi IL FDv AN.

E NST 4 EsTsa,
Chicago, Ill., Septenber 6, 198.

SUIXOMMIvrsE OF COMSI1 it ON FINANCE OF
THE UNITED S-ATMS SENATE,

Federal Building, Chfcogo, Ill.
GENTLE-M1N.: Your inquiry of August 30, 1'3S, for an expression of our views

in the matter of profit-sharing plans and compensatory tax exemptions has
re ived consideration.

A number of our clients have also consulted with us following receipt of
quirslonnalres from your committee concerning operations of their profit-
shaelug plan.s In the return of such questionnaires you will obtain details of
many plans formulated with our assistance, these ",arying 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 special Inducements to employers.
The payments made to employees under profit-sharing plan. now constitute
deductible expenses in computing Federal income tuxes f the employer. Under
the circumstances any relief from taxation as an Indicement to extend the
adoption of the profit-sharing principle would have to give recognition to in-
creed allowances; for instance, the Government might consider matching the
profit-sharing payrL nts by allowances of a special income-lax deduction equal
to the payments made by the employer. The effect of this would be to permit
an expense deduction 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 otherwise be collected in the absence of the special credit.

The advantage of snch a reward or incentive, irrepective 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
readily verified in the usual examination of income-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
accomplished, and we will be glad to cooperate with your committee in the
further consideration of this subject

Very truly yours,
0. F, B-waR, Resadet Partner.

Senator Hwu.uuo. Come right up, Mr. Marshall. This is W. G.
Marshall, vice president, West inghousv Electric & Manufacturing Co.,
Pittsburgh, Pa.

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

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

Mr. MAlSHAM, Yes.
Senator H itRIo. Mr. Marshall -has been veiy 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. MARSHALL. Right from this point?
Senator HRINo. Yes, sir.
Mr. MARSHALL. I assume that you are interested in the so-called

profit-sharing plan.
Senator Haim o. That is correct.
Mr. MARSrALL. 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 itself 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 plant up through the chairman of the board.

Senator VANDENBFRG. I do not quite understand this $800,000. Is
that per month or per 3 months?

Mr. ]MARSHALL That is an average over 3 months. That is, we
make that an average of 3 months in order to eliminate sudden rises
or falls.

Senator VANDENFRO. Yes. All right; go ahead.
Mr. MARSHAIL. 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 HmRmNo. They are not?
Mr. MARSHALL. No. We are taking care, we think, of the lower-

paid employee. The drop in these 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 VANDENBIERO. Does not that affect his income?
Mr. M R SI. It affects his take-out, but if he is a 90-cent an hour

man, that in no way is disturbed. If he is working 40 hours a week,or 30 hours a week, his lessening of take-out is based on the lessening
of time.

Senator VAwDENBERO. Yes.
Mr. MARSHIALL. 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 fn business.

From May 1936, the average monthly increment over and above all
take-out of all employees has been 105 percent above the going rate
in the community 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 VANDENB ER. How many employees, for instance, did that
last figure affect that you just read?
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Mr. Mmimui 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 analysis, 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 bonus, which is an in.
centive plan which we have in our plant, that may bring it to 96
cents. This 10 percent is based on the 96 cents, instead of his
negotiated rate of 90 cents.

Senator VANDEINBERG. Is that a negotiated rate?
Mr. MASMaL,. The negotiated rate is the 90-cent rate.
Senator VANDNBEG . Negotiated between whom?
Mr. MARSHALL 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 aiy individual complaints they are taken up and
ironed out in the committee.

Senator VANDENBU, How are the employee representatives chosen?
Mr. MARSHALL. 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 VANDENBERG. Does this plan apply both to organized and
unorganized labor ?

Mr. MARSlALL. Absolutely. It would fail if it did not.
Senator VANDENBERG. Is it included in the contract with the unionI
Mr. MARSHALL. We have no contracts.
Senator VANDENBERG. Go ahead with your statement.
Mr. MARSHALL. 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 HEtiNO. Were the employees consulted in the detkrmina.
tion of your wage-dividend policy

Mr. MARSHALL. 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
it-self. 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 HERRINo. Did the management lose any control of the plan
as the result of that., or do you think it really gained some by this
cooperation with the employees?

Mr. MARSHAL. 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



66 PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION

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

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

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

Mr. MARSHAL. Yes, sir.
Senator VANDEr.NB*R. It is unique, is it not, in that aspect? Is

there anything else like it in the country f
Mr. MARSHALL We know of no plan like it. It was not planned

in advance. we just rode into it naturally.
Senator HmImo. Is not their confidence as the result of your

taking notice of them in your consultation on this plan with repre-
sentatives of the employees so they know what the conditions are
and that they are being fairly treated?

Mr. MARSHALL. 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 they shall
go 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 HERRINO. They know it through their own representatives?
Mr. MARSHALL They do.
Senator HERINo. You do not call that a sharing of management

any more ?
Mr. MARsHALl. No, sir.
Senator VANDENBERG. Is there any floor below which the net in-

come to the worker cannot sink or do they take the full riskI
Mr. MARSHALL We have said when we reach 90 percent of their

base rate that the plan will again be reviewed. 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.

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

Mr. MARSHALL. 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 VANxDNBRG. Have you had any rebellion against this
thing i Have you had any labor difficulties during the period that
you have lieeu operating under this system V

Mr. MARSmnAm. No, sir. As a matter of fact, we 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 earniings you
are not having labor troubles, because there is no business.

Senator VANDENBERG. What did you do prior to 1936, in this field?
Did you do anyhingl

Mr. MARSHALL In the way of profit sharing?
Senator VANDIEiBRo. 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
plan which did not work out, but it was put in with our intention to
develop something long these lines. We have now something that
we think works with our com pany. 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.

Senator-VANDENBERo. Speaking generally, what were the difficulties
you ran into prior to 1936, in connection with the development of these
plans? We are particularly interested in discovering the obstacles.

Mr. AIARSHALL. I would not say that we had any difficulties, because
we had what we call a rate and occupation committee that niet, 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 ERRxING. Well, you have demonstrated that your plan works
satisfactorily even when you have no profits to share.

Mr. MARSHALL, We believe so; we are satisfied it has.
Senator VANDENBrGe. You think it increases efficiency and eliminates

waste, hi addition to making for pacific relationsI
Mr. MARSHALL. We are sure of that; we feel certain of it.
Senator VANDENBERO. In other words, it has been profitable for you

to be socially minded to this extent?
Mr. MARSHALL. Yes, sir.
Seator HRixo. From your experience, dealing with the 52,000

employees, you think the basis of wage dividend should be discussed
and negotiated with the employees?

Mr. MARSHALL. This plan has nothing whatever to do with the fix-
ing of the basic rates in the plant, or the basic salary of the salaried
employees.

Senator HERimG. Merely the wage dividend?
Mr. MARSHALL That is correct.
Senator HiNo. But as to wage dividends, you think that that is

proper to be negotiated?
Mr. MARSHALL. 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 VAwrznaito. What about your stockholders? Are they
satisfied with it?

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

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

Mr. MARSHALL. Yes, sir.
Senator Hnumwo. 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 a mini-
mum return on capital even during years that might otherwise result
in losses?

Mr. MAWRALM Yes; I think so.
Senator VAWNxDmEo. In other words, this is mutually advanta-

geous?
Mr. MARsHAuLL Mutually advantageous.
Senator VANDalime. What have you to say about the other phases

of our work, Mr. Marshall I Have you any suggestions with respect
to incentive taxation?

Mr. MARAIL 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 employee&

Senator VANDENBMRO. Speaking generally, have you any ideas on
thesubject of incentive taxation?

Mr. MARSHA. There are so many different conditions that enter
into it that I would hesitate to make an answer on that

Senator VANrNBmEo. I notice a sentence in a letter from your
committee, reading as follows:

We believe that if a sound method of compensatory tax exemption were
worked out In an act, It would contribute greatly to the general pnbllc welfare.

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

Senator VANDENBERG. The problem is to find it.
Mr. MARsL. It is problematic, of course.
Senator VANDENBERO. Is it compulsory-and I suppose it is-that

every employee has got to operate under this system?
Mr. MARSHALL. 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 VANDENBERO. It is compulsory in its persuasiveness!
Mr. MARSUAL. It is to me.
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Senator VAxrDz NBmE. I think that is a tremendously interesting
contribution you made, Mr. Marshall.

Mr. MAsI1RAlL. I have a copy of our wage and salary payment
plan, and some data that I would like to leave for your record.

Senator HERINO. 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 stockholders 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 profltsharing plans.

2. The divisor of the equation for any month's calculations is 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, etc.

WESTINoHOUSE ELWro & MANUFACTURiNG Co. WAom AND SALARY PAYMENTli PLAN

The wage and salary plan applying to hourly paid and salary employees of
Vestinghouse Electric & Manufacturing Co. is as follows:

The basis of the plan is that the company's net income for any consecutive 3
months determines the pay that each employee receives for the next succeeding
month. The wages and salaries 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 2? of the monthly consolidated earning statement N(. 2-A) for a
month period is $60000, the employees receive, for the next succeeding
month, their base rate of pay.

When this 3 months' average net income of the company is greater than
$600000, then each $0,000 of the increase (about $600,000) results in I percent
Increase on the base wage or salary of each employee for the next succeeding
month--so long as the average base pay roll of the company for the same 8
months Is not over $5,000,000.

When the average base pay roll of the company for the said 3 months is
greater than $5,0v,000, then the amount of the average net income (above
$0,000) 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 $5,000,000.When the 3 months' average net income is less than $60,000, that portion of
'each salaried employee's base rate salary over $125 per month is subjected to a
1-percent reduction for each unit of $00,000 that the net income is below the
$000,000 average.

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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$000000 per month-nor will It automatically vary the rate of pay for salaryrated employees when said net Income of the company falls below zero.With all wages and salaries depending upon the net income of the companyand varying each month in relation thereto, an Incentive Is provided for har-monlous, efficient, and profitable operation beneficial to all Interests concerned
In the welfare of the company.

INDUSTAL, RZATIONs,
Pittburgh, Pa., August 1, 1938.

TaE STOAT OF 9 YEARS AND A BxLLION AND A QuirtER Dou..Ras
HoO This Amount Has Been DIspersed to Suppliers, Employees, Stockholder,

and Others

192-)-37
WSTINOIIOUSE LEU-TXIO & MANUFAOTURINO CO., AND SUBSIDIAY COMPANYI4

Staternet of operations, 1929-87

1. During this 9-yeoa red we received from our customers for Westing.house producl which they purchsed from us ......................1. And from our Investments (dividends, interest, etc.) .................
S. Whkb gave us a total income of .....................................

Disburs6ments:
4. We paid out for materials, suppiee, fuel, transportation, and otherexpenses ............................................
& West wde tora plants and equipment u. they wear out .8. And pad In interest on borrowed money ...........while Oovernment ta. collectors (Federal, State, local and foreign)

required ....... ....................................These disburments (items 4 to 7 Inclve) amounted to........9. Which left for our employee, for our stockholders, Lnd for future needs.10. Of the amount shown In Item 9 our employees received In wages and...........................................

1I. And group Insurance premiums adpyet oteepoe n
12. Which left net earn n available for stockhlders and for'iutre"

needs, amounting to ................................................

WZsooamf --929 TO 1937

Do I Percent

$1,234,461,trss ............
'2A 852-0 ............

I, !, 313, l'0 10. 0

491,I12, Ml) .X. 9
SRI 4A (M 4.8

42,2912,.00 3.1

cr1, 4'.0, s00 a. I
589,091,0t0 48.1

532,00 L2

85.t14,~ 000 &

The financial history of these 9 years is of Interest to many-prtculiary tothose who, having been Westinghouse men or women throughout the period,have had a continuous part in making that history.The 9-year period was selected for this summary because late In 1928 thefinancial year of the company was changed to coincide with the calendar year.The period 1929 to 1937 also has included both good and bad business
conditions.

Of further Interest are the following figures published by the United StatesTreasury Department for all manufacturing companies In the United States forthe period 1929 to 1935 (the figures for 196 and 197 have not yet been
completed) :

All manufacturing compamlet the United State#
Total income (corresponding to line 3) ----------------- 3 30, 700, 00,000Employees' salaries and wages (corresponding to line 10).... 62,743,726,000Net earnings (corresponding to line 12) -------------------- 7,348, 663,000

Published by Industrial relations with the cooperation of the accounting
department.

Auousr 1, 193&
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Adjusted compensatIon, teage and salary payment plan

19M 1W7 1938

PU* Amount Per- Amount Per- Amount

cent cent cent

Ja. I .......... 4..............5
February .............. . .... .. 1

r~ ..................... .... 1...59,1 is 1,295 5 5k408Mar ..................... 4 2.......... 2 ........ ... ....... 1. 1

Apgus ...................................... ...... ....... 15 IS 1 G I, 244 3Itsy........................ 9 $Sit549 15 1.0WA971 3 15097
J rne ................................... 11 599.116 15 1,129.154 5 2 , 837
Jul.................. 13 7&65.300 I5 139%.427 2 154.211

A g e n t. 34 70,442 18 1:2407 I 5,0
Septebr em.......... er...... 9 49, 230 1s5 13,121.82$ ..... .
Octo t br ..................................... 489. 834 is 1,031,630 3 10606
November .................................. 10 .'2 33 12 933 19 ..................
Dectrber ................................... 12 754.33'1 10 7"^ 475 .................

103j 4.27, 125 13%4 32A100, 907 3L7 1(V 902

1, 73902

198 to date.
Notz.40000 or bust.

Senator Hs.mo. We thank you for coming, Mr. Marshall. We will
adjourn until 1 : 30, at which time Mr. Verity will appear.

(Whereupon, at 11: 05 o'clock, a recess was taken Intil 1: 30 p. m. of
the same day.)

AFTERNOON SESSION

(The hearing was resunied at 2 p. m., pursuant to the recess.)
enator HFRmiNo. Without objection, we will place in the record a

statement by Mr. IV. G. Marshall, vice president of the Westinghouse
Electric & Manufacturing Co., in addition to that which he stated this
nmorn ing.

(The statement of Mr. W. 0. Marshall, vice president, Westing-
house Electric & Manufacturing Co., is as follows:)

The Westinghouse industrial-relations program Ls built around Its employees
and the public through the employees. The purpose is to keep all employees fully
informed in detail as to the activity and operations 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 ndustrial-relattons managers of the 1T 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 magazines, and leaflets.

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

(lasses in foremanship training are continued throughout the company at all
tinis.

A savings program Is established whereby both principal and interest Is guar-
anteed to the employee by a company Interest rate, being 4 percent upon the
amounts up to $.500 and 21h percent on amounts above $500.
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A group-Insurance program is carried on in a cooperative way with approxi-
mately a hundred million dollars Insurance coverage. The labor policy Is well
defined, in that collective bargaining has been and Is now carried on with repre-
sentatives of the employees' own choosing.

Senator HamNao. We have here Mr. George M. Verity, chairman
of the board American Rolling Mills Co., Middletown, Ohio, and
Mr. Charles HI. 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, CHAIRMAN OF THE BOARD,
AMERICAN ROLLING MILLS CO., MIDDLETOWN, OHIO

Mr. Virrr. 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.

I would like first to give you a rather condensed statement'of
what we call profit sharing in all its. phases, and that condensed
statement will give us a basis for any discussion in as much detail as
you like.

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

Senator HERRING. Yes.
Mr. Virry. All personal.relations work performed 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 modem 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
is 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 ofa considerable period---should only be applied to those
responsible for management, whose work can only be measured by
final results.

All incentive plans 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; they know what waste, loss, and defective produc-
tion means, and they fully understand the value of quality. They are
not familiar with the problems 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.

Practical and effective incentive plans applied to those in produc-
tive effort makes a reward to management based on profits possible.
Management profit-sharing plans 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 the benefit of them all, irrespective of the individual things that
are done.

Whete parks, playgrounds, and recreational facilities of many
kinds are maintained and sound community conditions and com.
unity institutions are supported, they affect the social, educational,
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
human bing craves, and insures a 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 problems of the industry. What Io we have to do
to hold'our jobs? If we hold our jobs, the business succeeds. What
are the policies under which they are going to work? Where do
they come int What are the opportunities for promotions What
effect is it oil going 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 nearly
divined by the men.

There is no use to think that. you can fool a 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 nattire, 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 those
policies, that is another matter; and nobody in the world is a better
judge 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.

Our early conception of human relations was that of g3tting 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? What are the. financial problems?

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. It 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
public at large, and your stockholders. They must al have the same
fair consideration. Iff 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
necessary.

But t e 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.L-but if you don't have the cooperation and goodwill of
the worker that machi nery is going to be very ineffective.

So 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 production 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 our 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
goodwill and the legitimate cooperation of our workers. Now, we
had to apply 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. We found that. while the men
that we first employed were a part of the older day-the older "hire
and fire" day-their fathers had 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 tile ability to understand, while it seemed a little strange to
them; and for a lolg 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, willIing to go along and feel
their way and give us a chance to prove that what, we Said would
work would work. We got. that chance from that first group of men.
That was the beginning 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 ouri honesty of intention, I don't think our company would
have ever been heard of.

That was the beginning of things. Now with that beginning wo
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 plans 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 uiderstandmng of things, that there was going to be no
mystery about the business.

Next, that there was going 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-
pensation that were good only in proportion as they worked, and
in no other way.

And so I say, as time has gone on we have broadened those plans
so as to apply them to the different groups, and of course during

I113-39 --
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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 prooeses
involved, in the kind of machinery used, in the kind of work that is
done.

We are not in tie same business today as we were 35 years ago
at all. It is an entirely different business. Tools are different the
problems are different, the products are different. We are making
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 day can see things and if you.
are willing to let him tell you, and he will tell you, and you can get
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
something worth while at sometime 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 complex 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 jobs.

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 inauguration of those plans and getting the inter-
est of the individual where it wasn't just a 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 abe, through the interest and cooperation of these
men, to develop new methods, new equipment, new and ingenious
ways of handling operations. And not only as to methods, but as toproducts.

Now, out 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-andyou have to give them all credit for 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 bars was always continuous. That has just de-
veloped and been refined. But sheets-there was a lot of hand labor,
hand manipulation, to rather coax a big heavy piece of metal down
into a thin piece, get the right gage, and to get the right surface on
it. There was a lot of skilled hand labor involved in that thing. TI.1t
method ivas 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 a paper mill is operated; that a big ingot could be
taken and run continuously down a long line of machlinery and come
out a finished product, rather than have so much intermediate work.
So after a good deal of time and effort, and, of course, expenditure, a
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 produce three or our 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 with practical 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
it is because they were all interested in it even though a lot of them
knew their jobs were going to be greatly changed, that it was possible
to work it out at all.

That is one of the outstanding large accomplislunents of a definite
practial scheme of mutual interest and cooperation among a group of
men of all types which it takes to make up a business 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 producton 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 single group of men that has
anything to do with the conduct of that business.

Senator hEPRmNo. Do you define those as profit sharing, all of
thoseI

Mr. Vmjrry. We claim that in its broadest aslects-not as profit.
sharing is understood today-but in its broadest aspects all those
things would have never comhe into being if we were simply paying
men a given wage for certain work; they would never Ifave !*en
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possible. So that is profit sharing that has coine out of our mutual
cooperation and they have helped themselves, as I will show you,
iiinieasurably. 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
ever grbup, 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 isn't just some-
thing philanthropic on our part. Our men do more, they produce
more, and they get more results, and we pay 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 interested 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 effort nd through mutual 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 y 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 ou one little illustration that I think will
be helpful, to show you t4at these 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 it going some 3 years before it was generally adopted.
It was considered impossible. Tradition was so strong for 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 8-shift mill, working 8 hours instead of 12. Wc
said, "All right, boys, we will see what we can do." Nobody in man-
agement sat down and mapped out a plan for an 8-hour day. No-
the managers sat down with the n'fn, 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 we 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 get more tonnage, can we
get as good quality by adding another shift, adding another crew of
men?"

And they said, "All right; we will be glad to help." So the mem-
bers of management and the men themselves sat down with the
managers, as I have said, and they figured out what they could do.
They had an objective a worth-while objective. We couldn't have
done it alone at all. lt 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 all ingot 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, department by department, we
went through that .' there were some departments
where ve had a i.Jj f loss, but, take whole, in the operation of
all of our de ments all over the mill w we got through we iust
about bro -ven. In the actual final cost of t productt we were just
about at e same place we we, thn we had the -o-shift mill. But
we ha happier lot QI'wen; t ~ey working le hours; they were

b t do more wQit* in 8jiours lhan in J; they work more efficiently
and ore happily, and in some ases.e got consider i  better t

so of it.
ow, I tell you that t',y a t i must cooperative

in n industry to get t I whie at i. 3 alageni it can't just
a itrarily hi, like t ngin nd a hitects, h things are

g to beo , If t) t en hat are p ctical ii all
tI ifferenplaseo0 y r ateve n be done vill be done

ier or lat r. "
ow, to right dw tfac, teel industry a whole in

had anf tra ho 82 ce Now, itlemen, that
82 ts compares with 15 its a hour fo common labor and 25
cen hour for ski f whe ent int he busing 38
years . Comni abor w 5 ts d mecia were receiving

TodayU iturl wage ill whole indust 1 jobs, boiled downto an avera g','of 82.4 cents per hour. ?
Armoo's avei-iijpat tihesame (tile -was,2,&l 'cents per hour. Taking

all lines of manuf~iftro * )was 69. Wat.

You have heard a di iFitXi' neman here tell what income their
nien have. All industry was 69 cents, our industry as a whole was
82, and our own company was 96 cents an hour.

Now, to boil that down in hourly wages is one thing, but the question
is, Does a man get enough hours to do him any good U 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 income 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 VANDENSBO. When you speak of "Arrnco" you mean the
American Roiling Mills Co. I
Mr. VE~rryr. es, sir.
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There are times when that has hit as high as $2,000. This is the
uaerage for the whole year. In 1937 you must remember we had a
very active operation fr 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 experience,
that phase of industrial life is not die concluding factor at all. That
is the fact, that our men have earned a little more than other men, the
amount they actually 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 morm than that to our men,
and we might have a very unhappy and a very unsatisfactory relation.

So after all it isn't profit-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 work
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 this, that, and the other situation, they
know that those definite policies of fair treatment are going to be
applicable to everything the company does. They are not concerned
about t the fairness of it at all, but how it is going to work out, and
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 in the mill and outside, their chance
for promotion their chance for expression-if a man has a chance to
suggest something from time to time, nothing gives him a greater
u Iift. The fact that he has suggested something that theylput into
effect that has worked, is a tremendous stimulus; whereas if he had
never had a chance to suggest anything, and he is working in a hum-
drum way, lie 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 them.

Now, you can't do that by treating them unfairly; you can't do it
by pittiihg 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 little better off, in money, that is one factor
but in our opinion it is not the concluding factor. It is the sum of
all things, the money return and the things that mke 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 are millions of people in this world that never had achance 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 possible but during that. time, during those 38 years, from the
very beginning, when we and our men were strangers to each other,
anywhere they had come from the hire-and-fire days, they listened,
and were willing to give us a 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.

Aid 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.

lVe 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 tbink to our mind, and to most anybody
else, is one of the most conclusive arguments that can be made for a
plan of operation, but now I want to say that we don't claim that our
pian or the different things we do can be done just as we do them
by 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 way. So after all it is
the objective 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
is no yardstick . Every group of men has got to get acquainted with
each'other and work out, in their own way, meeting their particular
problems at. their particular location. The problems in one mill will
be different from another mill; we can't do it the same way in another
mill. The set-up is different; it 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 claim 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 saying
that as far as our com pany is concerned, starting so small as it did
with only 350 men, anda 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 lind 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 would 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 onestions you would like to ask, I would be happy to try to
answer them.

Senator HERRINO. 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. VERaII. The efficiency'haw 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 HuRiNo. And you have not had any serious labor troubles?
Mr. Vyirr. We never had any labor troubles. We have a happy

family.
Senator HERRiNo. You have a salary-adjustment plan?
Mr. Vrm'-r. 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 call profit sharing, but to us
it is only a little part.

Senator HMRNo. Do you have any special way of assuring your
employees that they will get their profitsI Do they fit in and lnow
the actualoperations of the business, in any way, as to the adjustment?

Mr. VERrrY. Yes: all these schemes, all these plans, that we call
incentive plans, as I explained to von 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. o. 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 formn of explression, and when
fen can find that in their work as well as in their homes then they

are happy men, indeed.
Senator VANDE.n-iEO. Are you going to indicate the various specific

incentive plans that you hare, Mr. Verity?
Mr. VE]RITY. Well, we have a ;)lan, 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 you want the number of plans and how
they are applied to each groui, lie would be glad to give you that.

Senator V.%NDNBRRO. Suppose we have Mr. Murray tell us that.

STATEMENT OF CHARLES H. MURRAY, DIRECTOR OF PUBLIC
RELATIONS, AMERICAN ROLLING MILLS CO., MIDDLETOWN,
OHIO

Mr. 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 laying
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 rcognize that any renineration paid to em-
ployees above the prevailiiig 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 standpoint
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 to provide sound incentives before the attainment of profits is
possible.

To illustrate the type of incentives to which I refer, I wish to briefly
outline our own company's wage-payment plans which apply to
approximately 14,000 employees.

THE INCENTIVE FOR PRODUCTION EMPLOYEES

Under our incentive lan 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 0ther
qualifications demanded of the incumbent. These rates comensate
tie 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 a
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 improved to permit and sustain constantly increasing basic
rates of pay.

To illustrate how the production worker has benefited by this incen-
tive plan, 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 $2,018,945.

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 90 cents; for the
iron and ste~l 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, $30.321 for all manu-
facturing industries it was $27.

The annual earnings, as Mr. Verity has stated, are $1,174 for Armco
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-evident. 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
relationship to his individual efforts and achievements and his influ-
ence over those elements of profit over which he has control. '

TIlE INCENTIVE FOR PRODUCTION SUPERVISORS--ANOTIIER 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 ore 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 a premium
of from 20 to 30 percent, in addition to basic salaries.

INCENTIVE FOR SALES EMPLOYEES

Sales emnlovees 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 fairly compen-
sates the sales employees for maintaining production at tbe highest
possible level and securing desirable business. The maximum
premium earned under this plan is 28 percent.
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INCENTIVES FOR MANAGERIAL EMPLOYEES

Managerial employees, the effectiveness of whose work is directly
reflected by the final 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 individuals who are primarily a part
of the general management, and whose desions 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 cormmon-stock
dividends.

Due to the fact that this incentive is only paid in years 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 VANDENBiRo. This is the only point at which the incentive
is related to the earnings of the company?

Mr. 3[URRAY. Yes; definitely; yes; directly.

TIRB QUARTERLY SALARY ADJUSTMENT PLAN

This is not an incentive, and not anticipated 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 'ears we have had in effect a sliding-scale adjust-
ment plan, applicable to all salaried employees, which at the present
time provides for the quarterly adjustment of current salary pay-
mentt- 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 overead 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 pait of cur-
rent earnings, as I have pointed out, while all other incentives are paid
on a quarterly, semiannual, 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 properly compensate him for
his effective effort in the mutual 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, disability, dismissal, and retirement allowances.

Throughout its entire history our company has enjoyed an extremely
friendly relationship with its employees. 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 l)ound1 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 mutual confidence and respect. However, it is our sincere
belief that the incentive plograim in its entirety has been one of the
most important contributing factors.

From the description of these plans I lwlieve 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
group 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, ws, have earned a
net average retl l- on invested cal)ital of 2.6 percent per year. During
the years of 1935, 1936. and 1937. a period of high-cama.it v operation,
the net annual earnings on invested capital were, respectively, 4.1
percent, 5.9 percent, and 0.8 percent. or an average for the 3-year
period of 5.6 percent.

It must be evident front there fact that our company has long
recognized and practiced the principle of profit sharing with eni-
ployees.

Modern corporate life is extremely complex, and there are many
factors, both within and without any indiistrial organization, affect-
ing profits anl over which no individual or one group of employees
has direct control. In view (if this, we believe that our plan of coin-
pensating the individual or group for favorably influencing that
element of profits over which lie or they exercise control achieves more
effective results and is more desirable to the employee than profit
sharing as it is ordinarily conceived.

In exploring the possibilities for encouraging profit sharing in
industry we know that there will be pre.zelted to you descriptions of
many different tvpes of plans. It is only natural that these plans
will differ widely'as each company and eacl industry has its individual
characteristics nd problems. t is our opinion that the primary
purpose of the majority of th-Se plans is the sharing of profits,
whether or not the methods employed in the distributionn are based
oil 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, will be
penalized and. placed at. a distinct disadvantage as compared with
those companies not carrying out this responsibility to the same
extent.

Thank you.
Senator VANDErBERO. I will say to you, Mr. Murray, on that final

point, that we are not contemplating the dictation of any formula to
American industry. We happen to believe that this country is too
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big and complex to be run from Washington. Perhaps I had better
samy that for myself. [Laughter.]

Mr. MURRAY. I am very happy to know that,
Senator HERmNo. I think you have covered the subject so thor-

oughly that I have no questions to ask.
Mfr. VERITY. I miht add this one point, that,, of course, we figure

the human side of things is the controlling interest. Capital
and machinery and all that are essential, but without the human
association the) are of very little value. So that in the development
of working organization, what we are talking about, mien, you must
at the same time develop a manngenlent. Tiat isn't something you
can go out and buy or something we started out with and carried
along. The men running the Armco, like this man here [indicating
Mr. Murray], are the men that are tile products of these 30 years.
They started in, most of them, as hili-school or college boys, and the
have developed executive ability and have drifted into executive jobs
or managerial jobs, just as the other men have drifted into more
practical jobs.

So we must all the time develop management, men who can be
foremen and superintendents and salesmen, sales managers, and that
sort of thing.

And that, to our mind, is the only way to do it. We have never
followed a policy of going out and bu3'ing expert experience that
somebody else has raised. In fact, we don't want them; they would
be raised in a school that would not teach them what it is all about
in our industry. 'We wouldn't, harmonize at all, and the few men that
we have brought in, occasionally, have never worked out at all. It
is the men who are raised within the company who make their way
among their fellow men, and show certain abilities, that finally gravi-
tate into the nianagerial jobs, that can do that side of things and
make the contact with the workers. It is management and men
working together that do the job.

Now, as an example of that, aund soniethin vou mavy know or may
not, at the end of the second year of our early strug-.le--and believe
me, the first 5 years was some struggle-at the end of our second
year I employed a young man 23 years old, as night superintendent.

'Senator VAND YBiERo. The first 5 or the last 51
Mr. Vvrirr. The first 5. If an industry can live through its first

5 years, it has a chance the second 5; if it can live through the second
5, it has some chance. But the first 5 is the real test.

This man came along in the first period, the first 2 years, 23 years
old, and he was employed as night. superintendent in the sheet mill,
along with a lot of older men who were supposed to have more
experience. This young man who started in, iii 25 years he was
president of the company. That is the answer.

Senator VANDENBERO. Mr. Verity, have -you any ideas oil the general
subject of incentive taxation?

Mr. VERITY. Mr. Vandenberg, I really believe, from our psychology,
I feel that legislation that would reward this sort of thing, or legisl a-
tion that would penalize not doing it, would be almost equally harmful.
In other words, if we had to do any of these things 'by compulsion
because it was the law to do them, we would get, no credit for it, and
we would get no benefit from something that we were doing because
we were living within the law.
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Senator HERING . There was no sort of compulsion contemplated,
involuntary incentive merely.

Mr. VRIT'Y. As to what you could do to leave us in a voluntary
condition, I really don't know what could be done. I think it is a
problem that we have got to work out for ourselves.

Senator VANDENBERG. Your whole theory in your whole plant
apparently is based on the proposition that incentives produce results ?

Mr. Vin'r. Sure.
Senator VANDENBERG. Why does that philosophy stop short when

we reach the tax law?
Mr. VERT. Well, now, I know more about incentives than I do

about tax laws. [Laughter.] And just where you gentlemen might.
find some way to help things, to support it, to make it more effective,
that is really byond me, just so we don't have to arbitrarily do the
things that we want to do, and get credit for doing them.

Senator VANDENBERG. I don't want to be arbitrary about the thing.
Mr. VEnrr. Now, if our men felt that these things which we do we

had no choice about doing, about half the joy and effect woull be lost.
It is tha fact that we do them out of a spirit of mutual interest, and we
do them because we want to do them, that gives them their value. The
things that a man does, to live within the law, or to live within the
customs of his community, he has to do that to be decent at all. He
gets no credit for that. But you show me the things that a man or a
group or a company does thai they don't have to do-and you get the
measUrIt.

Senator HER-RING. Wouldn't a compensatory tax benefit or an incen-
tive of that kind be merelv extending the profit sharing or incentive to
the employer which has worked so successfully with the employee?

Mr. VERITY. Well, from my limited knowledge of law and taxation,
my feeling would be that you could help us in a lot of other fields more
than that, that is somethiing we have very nearly got to work out
for ourselves, "root hog or die." And there are lots of things that can
be helped by the Government.

Senator VANDEnERO. I don't think we had better go into that,.
[Laughter.]

Mr. VEn'ry. You had better let us work that out.
Senator Hrnmixo. If there is nothing further, we appreciate your

coming and you have contributed a great deal to this survey.
Mr. Vnirn. Thank you. It has been a great pleasure to do it.

Thank you very much for your courtesy.
Senator 1IRixG. Mr. Charles P. 'McCormick, the president of

McCormick & Co., importers, packers, and mariufacturers-of Balti-
more, Md.

Mr. McCormick is also the author of Multiple Management, the
book which is creating so much intem.st, and is one of the big sellers.

Just proceed, Mr. McCormick.

STATEMENT OF CHARLES P. McCORMICK, PRESIDENT, McCORMICK
& CO., BALTIMORE, MD.

Mr. McCoRMIcK. I am somewhat at a loss to start off today be-
cause of the fact that I question Mr Chairman, whether the particular
subject that is assigned to me, the philosophy of business, may be just
exactly what you want. I am over here, though, to serve you in ainy
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capacity- and I have studied, during the last 6 years particularly,
a plan of trying to bring labor and capital together.

I feel that I must be a little personal, if you will allow me.
Senator Hmmilqo. Certainly.
Mr. McCoamicx. My first 17 years were spei. in Spanish-American

countries, in countries where, since that tine-fir instance, Mexico,
Spain, and France-a good deal of communism has encroached. I am
not goijg to get into the subject of why, but I came to an early con-
clusion that the question of the masses was very much of an answer,
and whether wehad a democratic form of government, whether we
had a king or what not, if the masses weren't satisfied, that eventually
there would be an overthrow.

Naturally, getting back into the business at a later time, I saw
somewhat of the same situation that I had observed in some of these
Spanish-American countries earlier; namely, that the classes in the
mills, the youth, and the salesmen were not particularly interested in
their work; they didn't have a motive and a reason.

They were being hired, and when talking to, for instance, the youth
in our business-and I will make this a personal study of this par-
ticular business of mine, and I am not making a cover-all of industry,
please understand that-in our business the youth came in and was
paid a salary. He was told that some day he might be president of
that corporation. All right. That was fine, but that is about as far
as it went. The people that had the money and influence and what
not ran the business. Somehow or another there was a classification
and to clear it we might say it was a one-man type of business. The
result of it was that that youth came in for 1 year, 2 years, 3 years, 4
years, or 5 years, and then automatically 50 percent were lost to our
business. Fifty percent went out because they weren't interested.

Now, when it came to the factbty worker, the type that we have
been talking about here, there was another drop even further; and
because of lack of education, because of lack of influence or pull or
financial ability or what not, they were practically cut out for either
a daily laborer or finally to become a factory forem~an.

The sales department was somewhat the same thing.
So in 1932, when the genius, you might say of our business, who

built it up to the largest in our field, died sddenly in the middle of
the depression, I had to do some deep-sea hiking. So I tried to set
up some plans, certain rules and regulations that were simple and
democratic that would help aid assist in making what I call a "pride
of ownership" in business.

And may I say while you are discussing taxes, tax incentives.
and so forth, I still would like to go back to the philosophy of busi-
ness. Unless a businessman has the proper spirit in the front office
and by that I mean the president's office, and will look at labor and
capital, and Government, incidentally, as a third party sitting off
sEeing that the regulations are applied properly, unless there is a
pride of ownership there from the bottom to the top, there is some-
thing wrong with that particular business and it is eventually doomedl
to trouble, whether financial or labor.

There must be some incentive whereby a person entering the business
has a peak to shoot for as far as merit is concerned.

So i would like to u-e this blackboard, if you don't mind. I may
bore you a little bit, but it is a system that has been adopted by
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many. In England it has been adopted by 2"2 of the largest firms
and in this country by over 200 firms from large to small. So,
therefore, it is not an experimental proposition or a wild-eyed dream.
It is a plan, a definite, democratic p ln, by which an entered appren-
lice, whether he be a youth, a factory man, or a salesman, has his
opportunity to start and see ahead of him opportunity step by step.

I would 'like to start on this philosophy, so to speak. Let'. call the
old board of governors, senior. Prior to 1932, they were called by us
the board of directors. By that I mean the stockholders elect heir
senior governing board. That, I think, is stable, that is right, and in
this system please bear in mind I have tried to preserve all of the good
things (a1d add to and build up on a planned basis.

Mr. McCormick was a genius, but often geniuses are autocrats, and
that is off the record, please. for tile present. He happened to be a
very fine manl--but for a basis of discusion I want to draw the con-
parison that I think a great many American businessmen, and I say a
good many of them, are dictatorial in method, by that I mean a one-
man type of business manager, who insists on knowing all the answers
in the front office.

I do not think that is democratic in the first place. In the second
place, I don't think it is good for the business. Thirdly, I don't think
the employees profit and go up high enough sufficienty to help make
that business go ahead.

So, therefore, I found the senior board in this particular case
looking to the average type of business in that particular field, for
the president of that firm to answer all questions For instance, tile
board of directors would met. The question would be asked, "Are
we in favor of this particular package?" There would be possibly
11 "yeses" and 2 noess." 'he gentleman in the room with me anil
myself wold say "no" if we thought not. We were always in
trouble.

Now, the point I make is this: This system totally explodes that
theory that one man can run a business, so therefore we call it
multiple management, which is management by many, and at the
same time I think you have some safeguards. By the same token
these senior board members had gotten to the point where they were
not thinking. They were relying on one man to do the thinking
for the busine.-. That is wrong. and I still say that in the depression
of 1932 that was one trouble with our business, the fact that. one
man was doing the thinking for it instead of every single person
ill the business.

So, therefore, we started off on the first step--junior. May I say
that this system takes the question of age out of the picture." I still
say that we have men in our business, and in every line of business,
tl;at at 65 years of age-and I am not saying this flatteringly, sir-
are younger mentally than men of 25. That refers to men of 60, 65, or
55. "The point that I am making is this: That too many of us, I think,
are looking upon the men that have gone through the mill, and have
arrived at the stage where they can be conservative---pardon that as a
tactical break, but I will make more of them later on, sir-the.-idea is
that these men should be brought in and used as bulwarks of con-
fervatism, and also of thoughtful planning, while youn.vr men in
the business come along and step up the tempo of thiethinking.
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By the same token, I have seen youngsters in our business at 25 that.
are ially more valuable than men at 55 and 60. by virtue of the fact
that they have a quick mind; they were not "yes" men and thought the
thing Ou't. So when I use the words "junior" and "senior," I do not
mean in years. On this junior board we have older men than we have
on the senior board that are voungsters. This senior board ran
roughly from 45--I was 36 at that tune, the youngest member-and
the average was 5.5 years of agre. The junior board normally will run
around 40 years of age, but you have plant siperintendents'that have
lIen there 35 years. So, the efore. get out of your mind the fact that
this is a junior board in junior executives. It neans that these juniors
will eventually be on the senior board, running tie business as the
future policy mnakers.

So they selected. the factory people down there, and the people in
lhese i)lants, selected and nanled 17 persons, the most potential, best,
coming young imen, not on the senior board, young men of middle age
and older. Those 17 niei wer wrought into a room. 'ley were set.
around a table aind they werv given this charge, "You may do any-
thing that you desire; yon inay see our cost books and you may see
an;1iung; nothing is secret to vo inmen. You are potentially the future
soi, prvisors of this business. These men indicating senior board]
will (lie somep day and yonmen will steel) up, so by virtue of that. we
want yon to know the business .5, 10, or 15 years earlier, so that when
you go on the senior board you will know the story. Now, we are
going to penalize you, however: every recommendation mutist have
Yolr ilnialiinlois approval."

By that I meant to convey the impression that if there were 16
radi'cals and 1 onspi vative. no radical measures could go through, and
by the same token, if there were 10 conservatives and I radical, no
too-conservative measures could go through.

There had to be a meeting of minds, and a unanimous approval of
all those 17.

There is a reason for that philosophy in business. It is because of
the fact that if those younger men, wlho do not know the business as
much as the older, d not. make unanimous decisions, they may be
srious.

Secondly, th, second penalty was that after Ihev made this unani-
mous recoimendation it had to go to the senior board or the president
for approval.

That. gives the juniors the freedom that tile senior board has, with
two exceptions. it has to be unanimous or the recommendation stops
right there, and that is as fat' as it goes.

I want to call vour attention, though, for people who think that
younger men are ;:adical and that their ideas are not good, that out of
1,207 suggestions, 6 have been turned lown. I just pause to pay my
tribute to the vounger men.

Now, the idea is because it is unanimous. That is the main purpose
of it.

I was particularly interested to see that. these men got parlia-
mentary practice, so therefore they elected a chairman and a secretar-.
I hope I am not making this too slow, but I think I will unveil it, atid
you will get the philosophy in a minute.

2105 8--394-T
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The chairman automatically serves for 3 months and the secretary
becomes the chairman thereafter. There is a reason for that. Ve
are interested in seeing that labor sees the capital's side of the pict ure,
if I may use those terms. I don't like either one of them. It gives
the man a chance way down the line to step into office, regulate and
run the business, so to speak, and still pass on it while lie is chairman-
and, Mr. Chairman, if you want to find the biggest capitalists in our
business, they are these past secretaries and chairmen from down in the
factory that have served in that position. They lean backward instead
of the other way.

We found that the senior board was really-and I talk very frankly
here, because I understand this is a frank meeting-they were rather
selfish. These senior men of yesterday were particularly interested
in how much income they had. whether their particular friends had
so much stock, and so forth. They were interested more in a clique
affair. I was interested in these junior board members as they came
on the senior board-and there have been five in the last 5 years--I
wanted to see that they were unselfish, and the only way to do that
was to assign them a job, and that is to sponsor other men coming into
the business.

Each one of these 17 junior board members has one man to sponsor.
Those boys may be the sons of any one of you people here, I will
give you & typical illustration. A youngster applies for a job. He is
put through four different people. After those four people pass on
him the two pirsomiel men, a salesman, and I pass on hini as the
fourth one; after he has gotten into the business he is turned over
to the junior board for checking up. The junior board gets with these
new employees socially and otherwise. They finally pass on them
and turn one of these men over to each one of the juniors for 2
months, after which he is assigned to another junior.

Now, the purpose of this, again is-I am off the subject of taxes
today-the purpose is not to teach them how to run the department; it
is to give them the spirit, the spirit of the organization, the philosophy
of running the business, the pride of ownership, and that type of
material, so that they may look at the business as a possible potential
possibility for advancement and for happiness in a business way. You
may term it "idealistic"; I don't think so.

So, therefore, these 17 men have 17 sponsored individuals. Now
at the end of every 6 months, in order to keep this from being a politi-
cal organization-and again I may be sticking my head out, I don't
mean that, in the way it sounds-to keep it from being a group that
wants to continually stay in office and to perpetuate themselves, we
make three of them go off the board. Then there is an opportunity
for three of these new sponsored men to come on the board. So in
that way, during the course of roughly 5*years, instead of having 17
men we have had, roughly, 76 men go through this course.

Now the next question is-there have ben five vacancies here-
these have stepped up, these men have stepped up here, and don't
forget there is the early entered apprentice an employee.

That is a very interesting factor, but the more interesting factor
that might be interesting to you in this day and age is the factory
angle. It is fine for young executives, and there again I caution thi
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Government to give some consideration to both sides, the factory
man over hero has just as much merit as the junior men.

So, therefore, we establish the same identical type of board, with
the same function of a sponsorship course for the factory. It might
interest some of these gentlemen in here who are sitting back there
and thinking in terms of dollars and cents, that it was this factory
board that, during 1932, ran the business overhead down 12 percent.
Now mind you, I didn't say the president of the business did it.. I
said that these fellows over here, when given an opportunity to run
their own business, ran the cost. of business 12 percent. downward. It
is just the difference between profit and loss, incidentally.

Tow, the interesting factor again is that these two boards are inter-
changeable, and you 'will find often a man coming into the factory
with a high-school training eventually making the factory board jump
over, through merit again, to the junior board, and eventually to the
senior board, and whether he makes an officer or not, that is beside the
point.

I would like to make another comment on the factory board. It is
this factory board that worked out the 10-minute rest period in the
morning and afternoon. For instance, we shut down the plant for
10 minutes. WhyI Because it is efficiency, if you want. to know the
truth of it. It. is selfish efficiency. But theY worked out that plan,
they worked out the 40-hour week long before the N. 1R. A. They
workeil out the steady income of so many dollars per week, long
before any State legislation. They worked out the vacation period
whereby the factory and the junior and the senior all equally worked
this proposition out.

Incidentally, just beside the picture, they were the ones that worked
out also the 48-weeks guaranteed employment, That is rather un-
usual, but, it is a very necessary thing because I believe business
management should try to establish as much as possible a steady
earning capacity for workers.I am fearful of stating this, but it is a frank open meeting. I still
believe this, that if labor gets the price of labor up too high, that busi-
ness cannot stabilize employment. At the same time there are many
businesses that can find ways and means of changing, instead of guar-
anteeing 25 weeks, let them guarantee 30 weeks the next year and work
it up. Our business is no different from the average. Our sales volume
runs in peaks, from the top to the bottom, of 58 percent.. So, therefore,
you can see we have three depressions a year. When those three depres-
sions hit us, in the old days of 1932, we used to let people go, and when
the peaks of high business came in, we, of course, rehire(.

I would like to leave these figures for what they are worth. Under
this new system the factory board handles that, and there is less than
5-percent labor turn-over. I think that is a low figure. It used to be
considerably in excess of 15 percent in 1929.

Now, to skip over to the other side, which I won't dwell on as this is
a matter you are not interested in, is the sales board, which, of course,
identifies and gives us an outlet. for all of our business.

So, therefore, the philosophy of this business is to allow every
department to be broken up into particles so that each different typo
of man'that comes into that business has a board to appeal to.
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Secondly, he has a board that he can make if he has merit. Inci-
dentally, he may be dropped off of those boards, but I can say this:
The funny part is that when they are dropped they try harder to
get back on.

I have a couple of notes that I wrote on a card. I was on a call
last night, sir, so I haven't given an awful lot of thought to this.

On the question of life insurance and sick benefits and social
things of that sort, we are up to (late on that, I think, and I won't
take your time to even discuss those phases. If there are any qtes-
tions, I will be glad to answer them. I (o say this:That this type of
business here has culminated in a point where every other Saturdav
morning we have a general meeting, and this meeting milit inter(.-t
you, and then I am through with ti~e discussion of this plan.

This general meeting is still democratic. On every other Saturday
morning the factory executive chairman takes charge of that meeting.
There are, roughly, 40 men in the room discussing the business. If
you will follow this through, this is what I call cooperation. The
factory chairman gets 1p and asks each one of his factory men two
questions-"AVhat (lid you do in the last 2 weeks?" and "What is
your stewardship in the next 2 weeks?"

While this factory man is telling his story to the chairman, the
juniors and the sales and the seniors .re listening to that story. It
is an open policy, in other words, a democratic appeal, and after he
finishes, the junior chairman takes charge and goes through with his
men, and likewise over in the sales, and finally the seniors.

The reason I mention this is that there is no more, in our particular
type of business, a 1-man business, and I defy a President, dictatorial
or otherwise, to come in and try to change our business. After all,
there is a bonus participation proposition when profits are made,
and when they are not made they are just as happy, and in this
part icular thing -you have a "pride of ownershipp"

The reason I call it a democratic method of approach is, first, that
there is free speech. I defy you to find over 10 percent of industry
where a man at the bottom of the ranks can come into the front office
and state his mind. I think that is harmful. In some cases it can't
be done. But I think it should be encouraged.

In the next place, there is a definite apprenticeship from the time
that the man enters that plant. And may I give you an interesting
factor. It is harder to fire a man in our business than to hire him,
because these same four men sit on that board, not. on a board but on
a committee, and they pass judgment on whether a man should be
fired.

The result of that is that during the last 6 years we haven't had
any labor troubles; I don't see why we should. We have never had a
man leave disgruntled, and there is no reason why he should, because
we have had seven cases where they came up before the boards and
were reinstated. And at. any time an,, man or woman can appeal to
any one of these three boards and get n hearing as good as any court
in the land.

I also call your attention to the fact that this is a merit system. I
really don't know what the different people own in the corpration.
It matters not at all to me. That has no bearing on it, and I don't
think it should in the ordinary business. The question of profits--
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I will leave that out df tile picture. They Lave been minimum, but I
till say that the philosophy of this Nation-and I stand here ready

to prove it-is changing, and the question of making profits for stock-
holders only is a serious one that should be given consideration.

I think personally that the people working in a business have a
priority right over a man outside that owns financial stock in it. I
think ie should be paid. But, I think if there are any bonuses or
things of that sort that the employees should be taken into considera-
tion. Therefore, take, for instance, 1937, as a typical instance. I
haven't the figures with me, but I know about what they are; we took,
roughly, 28 percent of the net profits of the business and we distrib-
nte(d them back to the employees.

We distributed 54 percent of the total bonus to these four boards.
Now I would like to pause just long'enough to answer the question,
before you ask me, why 54 percent. We consider that labor has a
right to a proper aymenit, and also has a right to advancement. And
a person that is the'thinking type of man-and, by the way, I don't
believe there is over 1 out of 10 in a factory that really is a thinking
tp ofik an; I don't think lie has vision--therefore, if he is doing the
tiikifg of the business, I think he is entitled again to a priority
right in the question of profits, because lie has helped considerably
more thaii just filling that package or producing goods. Therefore,
54 percent was devoted to these four boards, and the rest, went to the
plant people as a whole, the whole mass through the plant.

The masns in the plant, I think, have been overlooked in a g'eat
many cases. How does a person feel who comes into a business, hears
they have a profitable year, and reaps no personal benefit? It is
rather inconsiderate.

The last point I would like to leave-and I am through. If there
are any questions, I would be glad to answer them.

It Light be interesting that we publish, in order to clarify that, a
book entitled "Personnel Policies.' If industry as a whole would
just take the time to get. the personnel managers of its companies to
sit down and write out its policies, they would find that there are very
few pages that would be written in a great many cases, and also they
woutd find that if they wrote these policies out, that the pride of
ownership of that business possibly would bring them to realize the
fact that they are overlooking a great many things.

So, therefore, every person before they are hired, or even discussed,
is given a set of rules. They know what they are working for, the
policies, and the theories, and the result is that I don't think a l)eri
is taken into the plant without knowing the ideals of that plant.

Senator VANDENBERG. HOW many employees are involved in that
operation?

Mr. McCoticicK. About 42.
Senator VANDENER O. The whole operation?
Mr. McCowmucK. In these boards it is about 42. The total is,

roughly, 600.
Senator HrmEio. You have had no labor trouble?
Mr. McCorawcI. I don't see why we should, sir.
Senator HERUUo. Do you have any opinion as to the principal

cause of most labor troubles?
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Mr. McCoRMICK. Well, that is a rather drastic statement but for
want of a better one I would say that somewhere in the background,
way back, there is some mismanagement possibly-possibly. In other
words, I don't like to commit industry because there are certain cases
where I am sure they have been perfectly just and honorable with the
employees, and through reasons beyond their control they have had
labor difficulties, but I do not think that is true in the majority of
cases.

Senator IIERRio. Well, thank you very much, and we appreciate
your coining over, Mr. McCormick.

We will adjourn until 10 o'clock tomorrow morning.
(WN!hereupon, at 3:25 p. m., a recess was taken until 10 a. i.,

Wednesday morning, November .2.3, 1938.)



SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

WEDNESDAY, NOVEMBER 23, 1938

UNITED STATES SEINATE,
SUBCOMMITTEE OF TIlE COMMITrEE ON FINANCE,

Washington, D. C.
The committee met, pursuant 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.

Vandenberg.
Senator HfERRIo. This is Mr. H. Boardman Spalding, chairman of

the government finance committee, National Association of Manu-
facturers.

STATEMENT OF H. BOARDMAN SPALDING, CHAIRMAN, GOVERN.
MENT FINANCE COMMITTEE, NATIONAL ASSOCIATION OF
MANUFACTURERS

Senator HEmuo. Mr. Spalding, I understand you will speak ex.temporaneously IMr. SPAwilNO. Yes, Senator. I was called down here on rather

short notice. I do not have any prepared statement, and I would
rather talk in a conversational way with you.

Senator HERRING. I understand you wish to deal with incentive
taxation.

Mr. SPAWiNo. Not particularly with profit sharing, because that is
being considered by another committee of the national association, and
they have taken no position with respect to it. The subject of in-
centive taxation requires, first, more or less a definition of what we
mean by those words. They are very appealing words and they have
certain connotations probably differing among different people.

I will approach the problem by stating, in general, that you can
make incentive taxation directly with respect to anything you want
to accomplish or you can make incentive taxation in an indirect
manner. All taxation, of course, in that respect is going to be an
incentive to do something or not to do something in greater or less
degree. You probably recall that when in, I think it was the 1918
law, you imposed a tax of 80 percent on excess profits that you created
a very strong incentive on the part of business to indulge in expendi-
tures which they could charge to expense, such as increased adver-
tising increased promotion, various things of that kind, which they
probably would not have done if there had not been that heavy a tax,
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because they could say, "Well, the Government pays 80 percent of
that cost."

Now, the National Association of Manufacturers have taken no
definite position as yet ont the subject of direct taxation, except that,
so far as they have expressed themselves, they are opposed to it, but
they are still open for further consideration even of that direct form of
incentive taxation.

The executive committee, at its meeting yesterday, passed this
resolution:

We are opposed to the proposal that any sjweial tax relief or incentive be
granted to companies having regularized employment, except as they tifay exit
under State unemployment compensation laws. Any sueh tax treatment in the
general tax laws would tend to subsidize employers who find it tonomically
feasible to regularize production and employment at the expense of those who are
unable to do £o.

When, however, you enter the broader field of what we may call
incentive taxation by trying to make such changes in the tax laws as
will remove, to some extent. the deterrent that the present tax laws
have to the taking of business risks, I think you have a field there
that can be very profitably explored. We have a subcommittee now
exploring three'rather technical phases of that question. Those ques-
tions relate to amendments of the law to provide greater liberaliza-
tion for charges to depreciation. They are to examine the statutory
definition of net income, to see where changes may be made there.
There is another point that escapes my mind for the moment. I may
come back to that in a moment, Senator.

Another thing I would like to call your attention to, which I called
to the attention of the Senate Finance Committee in the hearings
which they held last spring on the 1938 law. If you examine the
taxes, Federal and State which are based upon business profits, first,
the taxes that are paid by the business itself, if it is a corporation;
second, the tax which the individual in turn pays on those business
profits when they are distributed to him, you find that you have a
very high rate of taxation applying to business profits. In the memo-
randum I gave to the Senate committee last spring I worked out
very'roughly the rates of that taxation applying to business income
which ultimately reached individuals of certain classes of income. I
took a $10,000-a-year man, a $25,000-a-year man, and a $50,000-a-year
man, and I assumed him to be a resident of the State of New York.
Now, I only took into consideration Federal income taxes on the cor-
porations and individuals, and the New York State income tax on
individuals only, and I found that a man in the $10,000-a-year class
who had an investment in a corporation, and which corporation dis-
tributed all of its net profit, after payment of its taxes, was subjected
to a rate over 30 percent on that part of his income which came from
those net profits. When you reach the $50,000-a-year man, you pass
the 50-percent rate, and of course if you get up into the higher
brackets you have reached almost astronomical figures. That study
was a very incomplete one, and I think that it would pay your coin-
mittee if you have the experts that you have in your employ, or else
ask the 'Treasurq Department if they would explore that further,
taking into consideration some of the State franchise and capital-
stock taxes of the larger industrial States, and of course you should
include among your Federal taxes not only those I have mentioned



PrOFIr-sIARIN( SYSTEMS AND INCENTIVE TAXATION 99
but also the cal)ital-stock and excess-profits taxes, which are, indi-
rectly at least, based on the. net incomes of corporations. I think
then you will find that, not only the investor of enormous fortunes
but the investor that lies in the class of income between $25,000
and $100,000 a year, you have a rate of taxation applying on the
business profits which'is so high that it necessarily discourages the
taking of business risks. You find that if that investment is made in
a company that is likely to have a very wide fluctuation of income
between taxable periods, you can readily reach a situation where the
total of those taxes over a period of less than 5 years will pass 100
percent of the net profit of those 5 years.

I am not coming here to tell you! dogmatically that there is a cer-
tain rate of taxation beyond which if you go you are going to stop
investment in business. I (1o not know what that point actually is.
We all have to guess at it. I should say when you get above 40
percent or 50 percent of the business profit you have a very strong
discouragenient to the taking of business risks. It becomes too muci
a case of heads you win and tails I lose. To my view, it is necessary,
if we want to achieve the ultimate purpose of this committee, which
is to have business expand and through expansion take up this slack
in employment, to attack that problem not by dealing so much with
incentives to encourage this particular employer to employ 10, 15,
or 20 more men but to attack it indirectly through removing the
tax deterrent to the taking of business risks:

Now, how are you going to do that? Well, of course, there are
a number of different courses that you can pursue. You here call-
not do much about the State taxation problem, that is outside the
conressional field. Your Federal taxes that apply directly or indi-
rectly, oii business profits are first: your personal inconie and sur-
taxes, your corporate income taxes, your tax on capital gains, and
finally the capital-stock and excess-profits tax follow.

I c'an only suggest to you the following possibilities of correcting
that condition: You could, first, materially reduce the rates of taxa-
tion on personal surtaxes- you could reduce the rate on the corporate
income tax; von could eliminate what is left of the undistributed-
profits tax. On that, I think the elimination of that tax in and of
itself would objectively have very little effect, but subjectively it
would have an enormous effect ui)on businessmen, because, rightly
or wrongly, they have almost universally condemned the principle
of the undistrib'ted-profits tax. I have been personally somewhat
amazed at that. universal condemnation of the principle. I was as
critical as anybody of the particular tax that was imposed by the
1936 law, but'I have observed a certain lack of consistency in oppos-
ing the principle entirely and at the same time requesting that you
go back to the procedure prior to the 1936 law and allow exemption
from individual and corporate income taxes on the dividends that
are paid.

Senator HERtNio. Mr. Spalding, that is most interesting, this vast
field of revenue that the Finance Committee as a whole considers, but
the purpose of this resolution, as I understand it, was to attempt to
find something that might prevent the continuation of the trouble
with labor and employment. For example, I understand the Govern-
ment reports some 42,000,000 hours of labor lost, in the last 2 years
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us the result of strikes. Now, the National Association of Manufac-
turers, of course, employ hundreds of thousands of men; they must
have lost a great deal during that time as the result. of strikes and
labor troubles.

I think one of the things we are primarily interested in-and I
should like to have Senator-Vandenberg confirm this-we are attempt-
ing to find something that will give us industrial peace and in that
way benefit the employer and employee alike, and for that reason we
are investigating the possibilities of profit sharing and possibilities of
incentive taxation to encourage a profit-sharing plan of some kind
that will promote industrial peace, rather than going into the
intricacy of all the revenue acts which this Finance Committee, as
you know, considers, and you have been before it for that purpose.

Mr. SPALIuNo. Yes.
Senator HERnING. I just thought I might make that observation so

you would understand we are not going into that whole field of taxa-
tion through this subcommittee.

Senator VANDENBERG. That is perfectly correct.
Mr. SPALDINO. I am here, Senator, largely by your invitation, and

I do not want to extend my remarks into a fieldthat you do not think
you should consider, so there is no need of my going on over the
various things that might tend to relieve business profits of the
excessively high rate that they pay through the cumulative total of
all the taxes tiat are measured by business profits, but I do want to
emphasize very strongly my view that that would be the most effective
means of indirect incentive taxation: that by the removal of what I
think is today a very strong deterrent to business investment, you
would get the business investment and ultimately you would get'the
absorption of the unemployed.

As far as profit sharing is concerned, unfortunately the National
Association of Manufacturers referred that to another committee.
They have not brought in a report as yet, so I do not know what their
position is going to be on the subject, of profit sharing, and if I said
anything it would be my personal views, and I would not want to
have it understood that I was in any way committing the association.

Senator VANDENBERG. May I see the resolution that was adopted
yesterday that you referred to?

Mr. SPALDINO. Yes.
(The resolution was handed to Senator Vandenberg.)
Senator VANDEN ERO. Now, that is adopted by the executive com-

mittee of the national association, is it?
Mr. SPALOINO. By the executive committee, and they intimated that

they would like to have the subject again referred back to the full
board for further consideration.

Senator VANDENBERG. I think that was a wise intimation.
Mr. SPAi o. I do, too.
Senator VANDENBERG. Who is on the executive committee that met

yesterday and passed this?
Mr. SPALOiNG. I am sorry, Senator, but I do not know. Undoubt-

edly the officers of the association. Mr. Hook is the president; Mr.
Warner is the chairman of the board. I think they are probably
both on the executive committee. Who the other members are I do
not know.
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Senator VANDENBERG. When they exempt from their condemnation
such incentives as exist under State unemployment compensation
laws, are they referring to merit, rating?

Mr. SPALDINo. I assume they are.
Senator VANDENBERG. In other words, they are in favor of merit

rating?
Mr. SPALDINo. I think that is the position of the association on that.
Senator VANDENBERG. If they are in favor of the merit rating

incentive, why would they not be in favor of comparable incentives
in the Federal treatment of business? I do not understand the con-
sistency. They applaud the only single concrete exhibit of incentive
taxation that is available today'and then condemn the principle.

Mr. SPALDIG. Their feelings twofold. First, they think that the
general revenue laws should be used to raise revenue rather than to
accomplish some ulterior purposes. Secondly they believe that if they
concede the principle of incentive taxation, they are at the same time
conceding the other side of the thing, punitive taxation.

Senator VANDENBERG. They get that whether they concede it or not.
It. does not do much good to quarrel with the principle of punitive
taxation, inasmuch as the' cannot escape it, anyway. Frankly, I am
amazed at this action of the executive committee, and I am wondering
who would be prepared to testify as to the reasons for this action.
Whom would you suggest?

Mr. SPALDI N. Well, I attended a meeting of the board in which
this matter was discussed, and I know that the reasons set forth
there were the two that I have given to you. Another reason was
that if you give a tax reward to a company that increases the number
of people it employs from some base period from which you obvi-
ously h1ave got. to start, or if you give a tax reward to a company
which constructs a new and modern plant and scraps what it now
has, they feel that you are giving a competitive advantage which is
unfair to those people whose economic and business situation does
not permit them to increase their employment, or whose business and
financial situation does not permit. them to build a new and modern
plant.

Senator VANDENBERG. I think that is a fair criticism.
Mr. SPALINO. And that, I think, is the major criticism. I do not

think any witness you would get from the National Association would
state it very much differently. They might elaborate on it to a very
considerable extent.

Senator VANDENBERG. I do not want to be misunderstood in what
I am saying. We are not committed by any manner of means to any
theory of incentive taxation at all, but the action of the executive
committee in announcing this general condemnation is so contrary
to the testimony of thousands of employers across the country, whose
opinions will be later presented through the Tax Research Institute,
that I am wondering how we can arrive at what is the voice of the
employer of this country on the subject. In other words, does the
executive committee speak for the American employers accurately
when it, in this rather cavalier fashion, just. announces that it is all
wrong ?

Mr. SPALDINo. There is, without any doubt, a difference of opinion,
not only among the businessmen on this particular subject, but there
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is a difference of opinion I am sure, in the board of directors of the
National Association itself. That was one of the reasons why, when
Mr. Walsh communicated with me I was rather reluctant to come
down before you at the opening of the hearings. I was hopeful that
between now and the time your hearings are closed that their position
on th: 'e questions would have more clearly crystallized than they
have at the present time. I have been hopeful that I could urge
upon them that this was not a subject on which it was desirable to
take teo theoretical a position, that taxes are an extremely practical
question, that we should examine the merit of any tax pragmatically,
and that we need not be deeply concerned if it violates some pre-
conceived theories that we may have, but I can at the present time
only state to you how far the association has actually gone.

Senator V. N.DE NFmo. Well, we are entirely receptive to criticism
of the idea; in fact, we have searched for criticism as actively as
we have searched for anything else, because the essential thing is
to find the attacks on a thing ol this sort, and I am not complaining
at all about the critical attitude, I am simply finding myself wonder-
ing what we are entitled to consider to be the views of the emnployer4
in this country when the executive committee of the National Associa-
tion dismisses the matter so completely in the presence of cumulative
evidence from thousands of other employers across the country that
they are tremendously interested in it, that if they could have some
sort of incentive taxation, probably it is the precise thing that would
be the determining factor in releasing the industrial activity in this
country, I was wondering why we would confront two totally opposite
views.

Mr. SPALDING. Senator, I do not think there is as much difference
as that resolution of the executive committee has led you to imply.
Unfortunately, we tend to get confused over the use of words. We
have at the present time a subcommittee of experts considering the
questions to which I referred awhile back, and if they bring in any
valuable, concrete suggestions on the subject of depreciation, I should
be very glad to submit those to y-our committee before your hearings
tire closed. Now, broadly, suggestions of that kind will fall within
the scope of what you are seeking, incentive taxation, and I am
quite certain that tl;e National Association will not oppose changes
in the tax law along those lines. What they have objected to is the
direct subsidizing, if you please, of an employer through a reduction
in the amount of his tax bill if lie happens to be in the fortunate
enough position to be able to employ more people next year than lie
was able to employ in whatever your base period may be, and I think
they have the feeling that that direct incentive, unless it is of an
extremely large amount will not have very much effect, in and of
itself, in increasing employment, that the more people are employed
because that business is a success and is able to employ them rather
than the fact that you have given it ani incentive in the form of
special tax relief.

Senator VANDENBERO. I think you cal make a very formidable ar-
gument on that point.

Mr. SPALDiO. They think it is unfair to leave the heavy tax
burden on those businesses which are so unfortunate that they
simply cannot employ more people, or may actually be employing
less people than they did in the past year.
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Senator VANDENBMo. Would not this general statement be a per-

fectly good argument against all tariffs?
Mr. SPAWINo. Well, if you are asking my personal view-I am not

on the tariff committee, fortunately.
Senator VANDE NFO. I am wondering how the National Associa-

tion of Manufacturers keeps in harmony with itself on all the various
applications of the theory of incentive taxation.

Mr. SPALuNO. Senator, I have wondered that myself.
Senator VAN-DENBERO. Then, we can agree on something.
Senator HERRING. lVell, it is of interest to explore the incentive

taxation as to plant equipment and the effect it will have on reemploy-
ment. It is a fact that our resolution is directed to using any possible
means to encourage profit sharing for the purposes which I men-
tioned a little while ago. The resolution definitely states, "including
the grant of compensatory tax exemption, tax awards, when profit-
sharing is voluntarily established." The method of approach, we
think, to incentive taxation through this resolution is for the purpose
of encouraging profit sharing in industry, hoping that through the
encouragement. of profit sharing we will obtain industrial peace and
increased employment, and, through increased employment and in-
dustrial peace, perhaps efficiency, increased economies, and an increase
ill loyalty, we will reach a condition that will be of inestimable value
to the employer. We are not attempting to go into all the fields of
incentive taxation as to plant, equipment and -reemployment directly.

Senator VANDENBERG. Without disagreeing with Senator Herring
in any way, because lie has read the resolution, I want to add, how-
ever, there is a basket clause which l)ermits us to consider other things.

Senator HERniNo. Which perinits us to consider ally other recom-
mendatiois which may be deemed desirable. The Senator wrote the
resolution.

Senator VA NDENBERO. It is pretty broad, when you get through it..
Mr. SPALDINO. Senator, I said at the outset that another committee

of the national association has been considering the subject of profit
sharing, and I do not know now what position they have taken on it.
I cannot speak for the association. If you want my personal views,
I can go ahead, but I cannot speak for the association on that.

Senator HERRINo. Go right ahead, then.
Mr. SPALDINO. Then, witli the clear understanding that what I am

saying now is purely my personal view and in no way the view of the
National Association ofTManufacturers, or business generally, I have
this suggestion to make to you regarding profit sharing: In the first
place, if you examine the records of business as a whole, you will find
that the existing amount of net profit. for business as a whole is so
inadequate that there is nothing to share.

Senator VANDENBERG. At the present time?
Mr. SpALINO. At the present time. Well, on a broad average. I

think you will find that true over a period of years.
Senator VANDENBERG. Five years?
Mr. SPALING. If you take individual companies there may be situa-

tions where they can use profit sharing, and use it quite effectively.
How far down they can carry that in a way that is satisfactory and
understandable to their labor, I do not know. I have a great deal of
doubt and a great deal of reservation in regard to carrying it much
below the executive and junior executive positions in any company.
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Senator HERRIro. Are you familiar with the testimony here in the
last 2 or 3 days, of these five or six men who employ vp to 50,000

r.SPAWMJN. I hlave not read that.. I say this with the reserva-
tion that there are unquestionably situations of individual companies
that not only can but have used profit sharing right down through
the whole plant with a great deaf of success. I th ink most enlight-
ened companies try to hav., if not a direct share in the net profit of
the business as a whole, at least try to give certain wage bonuses for
accomplishments within a certain department or division of a busi.
ness. Now, it depends on the organization of the business whether
they can use the results of the business as a whole or whether they
have got to use the results of the individual department. I will call
your attention in the first place to the fact that there is already a
fairly strong tax inducement from the fact that any payments in the
form of profit sharing to employees become, for tax purposes, an
expense of the business, so you get a complete deduction from your
gross income of the amount you distributed in profit sharing, under
the existing laws. So that if you went beyond that it would mean
that you were going to reduce the rate of taxation applying to what
was left, or going to give some specific credit in the taxation applying
to what was left of the net profits after profit sharing. I do not, have
any dogmatic views as to whether something along that line might be
helpful. I am very skeptical of anything that would be within the
practical limitations of what you may allow, as to whether it would
accomplish very much, even to promote a profit-sharing plan.

Senator HRR-,wO. We are just as lad to receive criticisms and
objections to this proposal as we are to have it approved.

Mr. SPALIxo. As I said, I did not have time to prepare a state-
ment for you. I have come down here and have tried to deal with
this thing in a conversational tone.

Senator HRi-;xo. You have done very well, and we appreciate it.
Mr. SPAINpo. I would welcome any questions. I will try to answer

them to the best. of my ability.
Senator HEmINO. We appreciate your coming, Mr. Spalding. If

you do not have anything else to suggest, we will call the next witness.
Mr. SPAUIi No. Senator, if there is anything further that. we develop

between now and the close of the hearing, may I have permission to
submit a written statement on it?

Senator HFRRI-No. Certainly. We will be glad to have you do that.

STATEMENT OF WILLIAM GREEN, PRESIDENT, AMERICAN
FEDERATION OF LABOR

Senator HEmuNO. Mr. Green, we appreciate your coming over.
We know you are thoroughly familiar with the purposes of this
committee and the resolution. We will permit you to just go ahead
in your own way and be of such assistance as I know you can be.

Mr. GREFN. Thank you.
Mr. Chairman, I am happy to respond to your invitation to meet

with the committee this morning, and I have a short statement pre-
pared that I will submit, and then I will be glad to answer any
questions that you may desire to ask.



PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION 105

Labor is not opposed to principles involved in profit sharing, but it
is opsed to the way in which it has developed and operated. So-
(alled profit-sharing plans were mainly developed by corporations
that attempted to substitute for real collective bargaining an arrange-
mnent termed "employee representation" which for the most part was
thle form. without the substance. T'hecompilanies souighitto ol)l~osOtrde
unionism by "refined" methods of the "employee-rep)resent attion" lplani
or corn ally union, including the substittion~i of the termn "indus-
trial relations" for "labor relations," employee representation for
union and collective bargaining, industrial-relations l)roblems for
labor problems, et cetera. The purpose of these substitute terms was
to obscure the real labor problems and to direct attention from the
union's concentration on establishing workers' equities in their jobs
and fair compensation for their participation in joint work. This
background militated against developing of profit sharing on a sound
basis.

Labor believes all plans affecting labor must rest. on collective bar-
gaining. Beginning with the basic fact of ouir social or anization
that people must, have incomes to buy the necessities anti comforts

for living, labor asserts the right of every person to opportunity to
earn that income which includes the right to payment for work
done. The right of labor to the fruits of its toil has been obscured
by the complexities flowing from the corporation form of financing,
and mass production with its standardization of designs and ma-
chines and sulxdivision of work for repetitive processes. Coi-poration
financing has altered and obscured the responsibility of investors
in a business enterprise; mass production or large-scale production
has obscured the relation between the worker and his productiveness.
What is heeded in this situation is genuine organizations of workers
in unions so that they may have an agency for collecting and col-
lating the facts of the work relationships and of the results of joint
and individual work, for the purpose of joint discussion with man-
agement to define the principles and standards of compensation for
work.

This union function is indispensable to justice to workers, to bal-
anced progress of the industry within the business structure, and to
social justice and peace in the community. Denial of this funda-
mental justice to those who carry on the production processes of
industry or maintain our service institutions, or attempts to frustrate
collective bargaining are what cause labor disputes and social dis-
content. Substitutes for justice may for a time prevent the outbreak
of disputes, but they increase and foster a spirit of unrest, which
sooner or later takes its toll. In recognition of these facts our
Nation has undertaken to assure to wage earners the right to organize
in unions and to bargain collectively through representatives of their
own choosing. This priceless foundation of economic liberty we
intend to maintain against all invasions whether by employers or
governmental administrators. It follows that we at- equally unwill-
inig to see thie scope, of collective bargaining narrowed so that, profit
sharing or any other nev provision affecting work relationships must.
mean an extension of collective biiigaining to the new field. All of
the terms and conditions of payment. for work should be determined
through joint conferences of *representatives of management and
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workers concerned and carried to mutual agreement upon issues dis-
cussed. Should union and inaiiagement consider-I want to empha-
size this point-should union and management consider a form of
profit sharing these would be elements in the consideration. Labor
cannot be asked to accept blindly management's decision on what
constitutes profits. All of the facts must be available.
(1) Production and costs records must be equally available to

union and management.
(2) Sales policies must be considered by both parties and be mutu-

ally acceptable. All records must be equally available to both sides.
(3) Sal aries of executives and officers and returns to investors must

be subject to the same conditions.
(4) Financial policies and proposals must be subjected to the ame

review and decision.
(5) The standard wages of producing workers, which are produc-

tion charges, should be -fixed by collective bargaining at the highest
level industry could reasonably Ibe expected to pay and should provide
for customary standards of living proportionate to productivity as
human labor power is increased by mechanical power and machine
tools, and reflecting lower unit-production costs. The standard wage
is the cost item w]iich is the first charge on industry and which is
necessary to the sustained consuming power upon which all business
depends.

(6) Profit sharing or a partnership wage is the share which labor
would have in the net income of the enterprise. In reality labor is a
partner in production, not from the investment of capital but from
the investment of experience and work ability. As a partner labor
would have a voice in determining rates of profit sharing.

Recognition.of real partnership and frank acceptance of the privi-
leges and rights derived therefrom would be the greatest incentive
to sustained efficiency in work that industry could devise. Nothing
involved in the acceptance of this real partnership alters the functions
of management and workers. Management would still write the
work orders and the production staff would execute them.

Investors have always claimed that profits belonged exclusively
to them because they alone bore the risk of industry. 13ut we all
know the risk of business is borne by every person dependent upon it
for jobs and income. The risk of wage earners is no less frighten-
ing and hazardous than that of investors; food, clothing, and shelter
amre at stake.

The profit motive is a strong force. It gives an individual oppor-
tunity to benefit from resourcefulness and efciency. It has been a
most powerful force in developing present-day civilization, and we
do not wish to limit the scope of its operation. We, therefore, pro-
pose that collective bargaining be extended to the field of profit shar-
ing as rapidly as posible.

Profit sharing in the strict sense means a plan to share net profits
with employees. Some have used the term in a broad sense, making
profit sharing include types of bonus payments, insurance or savings
plans, stock ownership, and production "bonus, such as gift or merit
bonus percent-on-wages bonus, cost-of-living bonus, and service bonus.
The difficulty of including these plans in profit sharing is that they
are a part of the wage structure and therefore are production charges
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and therefore must be charged off before profits can be determined
and divided.

A study by the British Ministry of Labor (1936) showed that out
of 532 bona: fide profit-sharing plans in that country 330, or 62 per-
cent, had been discontinued. The National Industrial Conference
Boaid reviewed experience in this country in its 1937 study and
found that 96 out of 161, or 60 percent, had been abandoned. Dis-
satisfaction of employers or employees was found to be the cause for
discontinuance of 26 percent of the British plans and 29 percent of
the American. Substitution of higher wages, shorter hours, or other
benefits replaced profit. sharing in 11 percent of the British companies
and in 14 percent. of the American.

The American Federation of Labor is unalterably opposed to using
the tax power of the Government to promote profit-sharing plans.
We are squarely opposed to amending the Social Security Act to pro-
vide tax credits for funds sharing or any similar
purpose, however wo may be in t I e.

The Social Secur' ct is to provide some de of security for
the victims of ind ial unemployment. It cannot to remedy
the defects of iV itry without eith its prin function.The costs o adzninisteri ia security a already high-
between $40, ,000 and , 000. khesegh cost acld in partt r fence iitthe field and t eedto oil io tixivery coliae
p-ovisions -ni our lavt. Men r Ig i the laws ot yet
in effect I definitely t I T aeration lieves
these pro sions should be re ed. C V f pro t sharing ould
multiply ie difficulties and

Now , I ave subit thi e eI person and
official oi union reg in su It a kig considered this.
committee but it o re lue Il ave made plain, this
brief stat ent e arti a in so remission will
be glad to ipplemen t I ht is exp nation: e be-
lieve that t first ob tion Of in r a indu M ent
is to provi for the payment gel, a to. blish and
working stan rds throu ective argai , and th he w
established an the stnn aIpon would oe for theIl o fn d ' a o o ro ~l(
payment of an u me to the worker at would insu im and his
family a living in noy and comfort. Now, that ' e first charge
on industry. There a d be no profit sharing il first, that defi-
nite standard wage has is aid. I

After that is established, then IP hearings of the industry will
justify an equitable distribution of the profits of industry between
investors, management and employees, let it be done, with a full un-
derstandin an i full cooper ation with the representatives of the
workers. The one trouble about profit sharing, as practiced .by a
number of corporations, is that it has created suspicion, distrust, be-
cause the workers know nothing about the basis upon which the
profits were distributed. If it is to be put, into effect in a practical
ani atisfactory way, there is great need of frankness and open deal-
ing between the management of the corporation and the workers them-
selves. Let the workers know the truth. "These were the profits.
This is the net income; here are the figures, and we proposed to make
an equitable division of these profits."

11051.3--3-----8
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Senator VANDNB.ERG. I think you are making a very splendid con.
tribution to the discussion, Mr. Green. Of course, there is no substi-
tute for justice, using your phrase.

Mr. Gn. No.
Senator VANDENBERO. And, of course, profit sharing, to be success.

ful, has got to be mutually understood, mutually agreeable, and mu.
tually contracted. Now, as I understand your'position, with collec-
tive bargaining as the basis-which again I agree with, speaking for
myself-

Mr. GRrE (interposing). Thank you.
Senator VANDENBLRO. If profit sharing is part of the bargaining it

is entirely agreeable to you?
Mr. GREEN. Yes; arrived at through collective bargaining.
Senator HmRiNo. I think we had four or five witnesses here in

the last 3 or 4 days, Mr. Green, that have profit sharing in their
industries.

Mr. GREEN. Yes.
Senator HERRmNo. As I recall, they all testified that the amount

of profits are arrived at through negotiation with employees.
Mr. GREEN. Well, I am not sure. I know that some of the cor-

porations whose representatives appeared here have been pioneering
in that experiment, if I may put it that way, and I have always
regarded the representatives of these corporations as very high-
minded men. I do not know; I do not know whether anybody really
knows and understands the basis upon which they made this distribu-
tion of profit. Perhaps they did deal with their representatives.
I say I do not, know, but I am speaking on it from the trade-union
point of view, and that is through the development of collective bar-
gaining, participated in by the representatives of free, independent,
democratic trade unions and the management, and through such a
process I am sure it could be made a success.

Senator HERRmNo. I am thoroughly in accord with the statements
you made, and I think that applies to Senator Vandenberg also. but
I am wondering if, in your opinion,.profit sharing arrived at in'that
way would in any way be sharing the management

Mr. GRmN. Probably would, to some extent, and we have never
been opposed to the development of a fine standard of union-manage-
ment cooperation. We have pioneered in that experiment, in making
that experiment in many fields.

Senator HEluno. The objections from some employers have been
that they could not share profits without sharing management.

Mr. GREEN. Well, I think there is a line that could be drawn in
that. Management, of course, is susceptible of a broad interpreta-
tion. When you come to the formation of corporation policies, which
involve sales and administration, and all that sort of thing, that is
one form of management; performance of work in the factory, or in
the shop where you come in contact with the workers' representa-
tives is another form of management, and I think that through the
development of collective bargaining and the right kind of a human
relationship, that there can be a form of union management, inso-
far as the management of the factory is concerned. I do not mean
to broaden that out so as to cover the other field of investment
policies, and all that sort. of thing.
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Senator VANDENBERG. You used another very significant phrase
when you spoke of the workers' equity in his job.

31r. GREEN. Yes.
Senator VANDENBERG. Might not the worker better establish his

equity in his job through profit sharing than through any other
medium, if it be through collective bargaining?

Mr. GREEN. Yes.
Senator VANDENBERo. Does not that spell "equity?"
Mr. GREEN. That might be the result of it; yes. *It could be, I can

see that.
Senator VANDENBERG. You spoke casually, in your final statement,

about merit ratings and State unemployment laws. Do I understand
the Federation is opposed to the merit rating system?

Mr. GREEN. We have never looked with favor on it, because it
offers an opportunity for the introduction of, oh, unjust methods
and discrimination, and all that sort of thing, so we have not looked
upon that with favor and approval. We are going into it, however,
to study it more carefully. They have pioneerd with that to some
extent in the State of Wisconsin, as you klow.

Senator VANDENBERG. Yes.
Mr. GREEN. The element of favoritism can enter into that too, and,

after all, we have got to follow a social and political policy that
will bring to the most helpless worker that degree of protection to
which he is entitled. We do not think it is a good thing to establish
one class up here and another class down here, and that is what
merit rating would probably do. We are afraid of it,

Senator HEmmNo. Mr. Green, do you know of a company that is
practicing profit sharing and whose ideas and plans coincide with
yours Do you know of any company that is sharing profits?

Mr. GREEN. No; I do not know of any at the present time, that is,
sharing profits in accordance with the plan I have outlined.

Senator HERRING. Would you be in a position to outline what you
would call a proper profit-sharing plan?

Mr. GREYN. I *ould be very glad to, in a simple way, and send
it over to you.

Senator HERR No. We would be very glad to have it. Thank you
very much.

Senator VANDENBERG. You made a fine contribution.
Mr. GiENw. Thank you.
Senator HERRING. We will adjourn until 1:30.
(Whereupon, at 11:30 a. in. a recess was taken until 1:30 p. m. of

the same day.)
AFTERNOON SESSION

(The hearing was resumed at 1 : 30 p. in., pursuant to the taking of
the recess.)

Senator HERRING. We will come to order, please.
Senator VANDENBERG. I would like, before we start, to put into the

record the following letters:
One from Mr. C. D. -Haskell, president, Beatrice Creamery Co.,

Chicago Ill.; and one from Mr. A. Holmes, president, Mallow Sub-
urban Motors, East Orange, N. J.; and I would also like to put into
the record the preamble to the resolution under which the committee
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is operating. Only tle iesolution itself has been introduced hereto-
fore and I think ihe preamble, which, as usual, was stricken out by
the senate, is more descriptive of the real purpose which we have in
mind.

Senator Huxa o. They will be included in the record.
(The documents referred to are as follows:)

BEATRicE CREAUMnR Co.,
Chicago, Norcmber 19, 1938.Mr. T. 1. WALSH,

Technical Adrisc'i. Subconainittre rf Vnitcd States
Committee on Finance, United States Senate,

Federal Building. Chicago, Ill.
DEAR SIn: Attached Is "Schedule of information by employers" as requested

by the Subcommittee of Committee on Finance.
We were unable to fill out page 2 because through error you mailed us two

copies of page 2. If you will steid us page 2 we will be glad to fill it out.
We are unable to fill out completely questions 6 and 7 as tho'e records are

not available.
In response to questions for comments on Incentive taxation and the ad-

vantages and dlsdvantages of tax rewards, we will endeavor to answer these in
the order given In your letter.

1. Would suitable tax rewards encourage us to increase our plant and equip-
ment-nmaintcnance expenditures?

Yes; the dairy business is such that it operates every day in the year and no
substantial increase In plants and facilities could take place until consumption
increases in the United States. However, additional nney could and un-
doubtedly would be spent by the industry for modernization and Improved
equipment If some tax incentive was given. The net loss limitation now in the
tax law prevents Junking or selling of old equipment arind replacing with new.

2. As regards tax rewards for profit sharing, we have not studied this far
enough to make any constructive suggestiors,. tut it is our opinion tax rewards
could be made to encourage employee profit-sharing plans.

3. The question as to what other measures are essential for the encouragement
of capital In the resumption of normal activity and progress should include,
we believe, the following:

(1) The principle of carrying forward losses; reporting taxable earnings on
the basis of a 5-year average or by some other method, equalizing the tax
burden over a cycle of years.

(2) Corporations should be allowed the dividend pld credit on dividends
paid subsequent to the close of the taxable year and pribr to the due date
of the tax return or to some other reasonable subsequent date.

(3) The inequitable corporation epital net loss limitation of $2,000 should
t'e removed.

(4) Land used III trade or business should be excluded from the definition
of capital assets. Land and the building attached thereto generally are con-
sidered to be one asset and almost any transaction which could result in capital
gain or loss would Involve the sale or exchange of the land and building
together.

(5) Consolidated returns covering the operations of parent and subsidiary
companies should le made mandatory and the taxation of Intercorporate diri-
dltnds between affiliated corporations should be repealed.

(6) The capital-stock and excess-profits tax provision should be repealed. The
declared value of the capital stock is arbitrary and has no relation to the
actual worth. The amount of the excess-profits tax is based upon an estimated
figure instead of sound principles.

(7) A standard Federal Income-tax act should be adopted eliminating the
uncertainties due to repeated changes in the law. The tax should be adjusted
to the needed annual revenue by the revlsion of rates

We trust that the suggestions contained herein will be helpful to your
committee.

Yours very truly.
HEATUCE CREAERY Co.
'. D. HASKREL, Preeldmt
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MALWw SUBURBAN MOTroS,
EAST OBANGE, Norcinbcr 18, 1938.Iir. T. I. W.ALSH,

Technical Adviser, Fcdrral Building, Chicago, Ill.
DakR Sin: The Manufacturers Association of New Jersey states you are In-

terested In suggestions on incentive taxation. Here's today's problem for us-
and it can be helped by proper taxation methods.

We employ about 160 people In three stores and one large central used-ear
reconditioning plant. The last 12 months (up to October 1, 1938) were the
worst months we ever experienced. We did not Iny off any men, although we
allowed the number employed to go down by about 5 to 10 percent through not
replacing an employee when any left.

As a result of this procedure we lost a good deal of money and, of course,
will have no tax on profits this year. It looks as though 1939 will be different,
and we should show a profit with resultant tax.

After due study of the past months, we have decided that never again will
we try an~d maintain employment, but will work on the opposite basis and
endeavor to operate with little If any lo s during any subsequent slow business
period.

Now, if these losses of the Iost were deductible from the gains of a taxable
year, we would have an Incentive to maintain our organization, as by so doing
we could more quickly get under way when buslnes picks up.

The tax set-up now encourages the employer to increase or decrease his
force with change in business volume, and that Is wrong.

Yours very truly,
MALLOW SUBURBAN MoTORS,
A. HOLMES, Pre8ident.

Imk
L.
M BLIP

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 largest measure of general economic welfare enjoyed by any
people in the world; and

Whereas the exploration of all available means for extending the direct bene-
fits of the profit system to the largest possible number of citizens Is highly
desirable and Important: Therefore be It *

Senator Hr.timuo. Mr. Funk?
Mr. FUNK. Here.
Senator HERRImN. Donald S. Funk, vice president, Sangamo Elec-

tric Co. Springfield, Il.1
Mr. F1UNK. Quite right.
Senator HERRING. We appreciate the cooperation you have given

us. We appreciate your coming here, atid we ask you to proceed in
your own way to be of any assistance you cali to the committee.

Mr. FUNK. Thank you very much.

STATEMENT OF DONALD S. FUNK, VICE PRESIDENT, SANGAMO
ELECTRIC CO., SPRINGFIELD, ILL.

Mr. FUNK. I am not going to make a long talk or a formal talk.
I haven't prepared anything. I am assuming that you would like to
know just a little something about our company amd our practices
in the way of this general subject of profit sharing.

I work for the SamIganio Electric. Co., in Springfield, I11. We
manufacture electric watt-hour meters. They are the devices that
the power companies buy and put in your liomes, by which they
charge you the bill for the electric current y6ii consutnie. They are
sold all over the United States.
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The manufacture of these meters requires high-class labor; that is,
they are more or less intricate, delicate devices, and consequently I
can only speak from the standpoint of an employer of a high-grade
type of men and women. We don't have any very rough labor, or
heavy labor.

Senator HERnINO. How many people do you employ ?
Mr. FuNK. About 1,300 normally. It has been tip and down, I am

sorry to say, at various times during the last few years, but I should
say that would be about normal employinent. We have now l)robably
some 1,175. That is about normal.

I am only sorry that, our president, Mr. Lanphier, himself can't be
here. He is the man that has really been at the helm for 40 years that
the coinpany- has been in existence, and in what I have to say here I
want to make perfectly clear that it is his guidance and his wisdom
and his general policy that has made these things possible. Unfor-
tunately, lie is ill.

The company grew from a very small company to its present status.
V1 'e hive a branch factory, a complete factory, in Toronto, and
another one in England. I won't say anything about those two fac-
tories now, although if, later, you would like to hear something about
what we are doing along these lines there, very briefly, I would be
glad to mention that. I have just come back from England, where I
spent the entire month of October at our British plant.

But coming now to the subject in hand-that is, as to what our com-
pany has done in the past, what we are doing now, and possibly a little
something about what we would like to be able to do-I wont give a
great many facts or figures or dates.

To my recollection, the first thing I can really remember-no; I
won't start that way-first I want to say this: That fundamentally I
don't think any of these schemes amount to a row of pins unless a good
wage scale is kept up. Now, I am not going to say what that should
be for any particular industry, nor for our own. We pay high* wages
and I have no use for the employer that pays low wages and then does
some fancy things and has them written tip in a book or a newspaper
or something of that sort and pats himself on the back. The people
aren't fooled by that at all. Fundamentally the first thing you have
got to do is to pay a good, fair wage scale.

Senator VANDENnERO, Social service is no substitute for a fair wage
scaleI

Mr. FUNK. Absolutely not at all. I have seen some evidences of
substituting social service that make me mad. I have no patience
with that at all; it is no good.

Mr. Lanphier himself is more interested in the people in our factory
than he is in making money. I want to make that as a point because
perhaps our experience has not been typical of what other people may
have had. He believes, of course, that business should pay something
to the stockholders and that a fair profit should be realized. But
beyond that, he is interested in seeing that the wage earner gets, in
some form or other, the fruits of his labor, and he sincerely believes in
that.

Moreover, he is always accessible and people can come to him. We
are perhaps fortunate in that. respect in being in a small town, a
town of some 75,000 people, where the plant has grown slowly. The
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families live there. Many of them have their children, relatives,
cousins, working there. I think that. has been something of a factor,
I know- it has, ii building up the feeling that there is in our organ-
ization.

But, of course, unless they are treated properly it doesn't amount
to anything at all. But. we don't have a labor turnover, we don't
have floating labor to amount to anything.

Probably the first thing that was initiated was some 20 years ago
at about the time I started with the company when I got out oi
school, and that was the group life insurance. It is very interest-
ing to remember that. it was received at that time with a good deal
of suspicion, that people didn't know quite what. was behind it.
Now, of course, group life insurance is taken by everyone. I don't,
think there is an employee in our plant who does not have group life,
and as a matter of fact we pay it all, or did for a number of years.
Now the employees pay 50 cents a month and the company pays the
balance.

It is our feeling that they can well afford to do that and pre-
viously I don't think that some of them knew they had it, as a mat-
ter of fact, when we paid the whole thing. It gives them a little
more appreciation of it.

Then, as the years went on, you could see this grow as a sort of a
family proposition in many respects. Next the formation of our
mutual benefit association. I won't go into that in any great detail.
It is very similar to mutual benefit associations in other plants, many
companies have them. The people contribute so much a week and
the company puts in a certain amount of money. We have ours
pretty well built up, not only for the matter of accidents, but of
sickness. It is in a shape where the association will pay for 4 months
about 70 percent of full wage for participation, which is good because
we have found that the fear of accident and sickness is strong in the
employees' mind in general.

You can talk about a lot of other things, but they will say, "What
happens to me if I am hurt and am laid up and have to go to the
hospital for 2 or 3 months?"

Everyone belongs to tie relief association and they have been able
to see tile results and the fruits and benefits of that.

Then the other things, I don't tlink need any particular stressing.
We run our own cafeteria where we sell food at cost. The things
just about, break even. We don't charge up anything in the way of
rent or heat, I don't suppose they even charge for the gas. It is just
a matter of food, the food that is bought. We serve some two or
three hundred people there a day.

Medical service; yes. We employ a. reputable firm of doctors who
have their men out there every morning for an hour and a half or
2 hours, or longer if it is necessary, for people to see them. They
come in for free consultations, go to anybody that they please-of
course, their own physician if they want to. The same tiling with
the dental service

Just how much that is appreciated is a little difficult to say, but I
think it is. The best proof of that is the fact that the people in the
plant, if they feel a little bit upset or something out of the way, they
run right straight up to find out what is the matter with them. I
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don't know that they always trouble to say "Thank you"; but there
is no reason why they should. It is a good thing for the company as
well as the employees. Z!-

These physical'examinations have detected cases of what might
well be contagious diseases, and all that.

Then the Credit Union was started by the employees entirely on
their own. The company has nothing to'do with thai at all, and it is
being run very successfully. I have often wondered how they have
done as well as they do, but the people that are on the loan committee
must e a pretty good hunch, because it is a tough jol. None of the
officers of the company stick their noses into that at all. We keel)
entirely out of, it. That is none of our affair. They have made a
go of it. They might turn John Jones down and tell him "No,"
that he can't borrow any money. We didn't start that, but it is a
great help to the company. I am not bringing that up as anything
that we need to be patted on the back about at all. It relieves us of
the people constantly coming in for a loan, "Can I get $50, my wife
is sick"; or something of that sort. They can get their money there.

Perhaps, however, more important from the standpoint of dollars
and cents, is this scheme that we initiated some 4 years ago, which we
call our "service warrant" .Ian. It has now been abandoned. I want
to tie that in with the pension work we are doing. It was not originalwith us. It was started, I think, by the Package Machinery Co. of
Springfield, Mass. We just adopted it.

Very briefly, it simply means this, that to each of our employees
who had bee; with us nmore than 1 year, we issued a certificate, nade
up a nice looking certificate, of course nontransferable. It, had no
value or anything of that sort, but it was equivalent to two shares
of the common stock of the company. Then, for each succeeding year
of service they got another two shares, either an additional certffcate
or a new certificate with the proper number of shares of stock on it.

Anytime that the company paid a common dividend on its stock,
these holders of these certificates were paid in essence a dividend, the.
cash equivalent of a dividend for the number of shares that they hel.

Well, naturally that was accepted very gladly, and worked very well
indeed, because ft wasn't quite the idea of the Christmas bonus propo-
sition which, if you start, it is pretty hard to stop. That is, it gets to
be just a regular thing and about November people begin to say, "I
wonder if they are going to pay a bonus this year, or if they aren't."
And if you don't, for perfectly good reasons, somebody will say, "They
could have done it if they wanted to. They sat around in the dire.
tor' room and just decided they weren't going to."

This other way we could an did pay dividends to employees when
we paid the shareholders. But it did'have, in my opinion. this one
fundamental drawback. I won't take much time with this. But it had
this drawback as presented to me by many of our employees, namely
that the dividends were only paid in good times. "When employment
is at a-peak, and they are working on a 40-hour schedule, which'is our
standard work veek we don't need it so much then." They were glad
to have it, but that doesn't help them any when the week drops down
to 28 hours or 20 hours. When the conm;anv doesn't make any money
they don't pay any dividend, and the employees get both peaks and
valleys. Thai was the drawback. Of course that is the fundamental
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thing that I think employers in industry have to worry about. It is
a big subject. But they didn't like it.

So I asked a great many of our people around the plant, and a
great many came to me, about the pension plan idea. It. is becoming
all acute problem in our company now, after 40 years of existence,
namely, that we have-I have forgotten the exact figure--but perhaps
50 or 60 men and women over 60 -ears old. Most of them haven't
saved anything up. I think that is;no criticism of the individual. I
frankly 0o not see how the average laboring man that raises a family
and carries on on a decent scale is going to be able to save money.
Some few of them do; they are lucky; but if they have a lot of sick-
ness and a lot of other things come up, they are not going to hit 65
with a lot of money in the bank, in most cases, and I don't think they
should be criticized for it.

They had their own ideas about starting a pension scheme. Well,
of course, that wouldn't work. You know you can't start a pension
scheme that is going to last and pay out on a shoestring. So during
this last suinier we worked up with one of the biggest insurance
companies, the Travelers' Insurance Co., which handles that sort of
business, the present Sangamo pension scheme, which was like many
others. They are all pretty nearly the same, with a few different
featuivs.

In other words, at age 65 they ai'e simply paid for life a certain
amount per month. I won't go into the detailss; I know you are
familiar obviously with the general idea of pensions for workers.

It happened that I had the most to do myself with handling that
thing, and I made some rather serious mistakes in the way Iwent
about it. I had the feeling that all of our employees would accept a
pension plan very gladly. Well, I was very much mistaken about it;
fooled. The young l)eople, I am sorry to say-and I can understand it,
I can see their point of view-a young man 25 )ears old is not a bit
concerned about what is going to happen to hin, or he is exceptional
if he is, what is going to happen to him 40 years hence. He says, "I
want as much money as I can make; I am going on up in the world;
I will be independent and wealthy, possibly, at the time I am 65; I am
not going to bother a hoot about this pension."
Tle girls all expect to get married, and most of them do.
The appeal comes to the group of thinking people in their forties

and fifties, who are willing to lay aside something and plan and save
for a retirement fund. Although again some of our older people-
I hope I am not digressing; I will make my remarks brief-I mean
the people of 62 and 63 and 64. weren't going to have anything to do
with it, and they got a pretty fairly decent income. We set this thing
up so that they vould normually,*the employee would normally get,
no matter what his age was, not less than about 40 percent of what
'would be his regular income.

The younger ones, if they keep in it, are eventually going to come
out with a good deat more than that. But some of the older fellows,
the older employees, said: "No; we are not ready to retire i if the com-
aniy, when lam 65, is going to put me on the shelf, that is very nice;
but, I do not want to retire thien.' "

We explained to them that we didn't want people that were perfectly
able to work to quit; we wanted them to keep on. But from the
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company's stand point we have a factor there that will enable us to
carr on, with the proper retirement of our older people, which is
fundamentally important, because you have got to do something
about it. Industry just. can't take the attitude that they won't do
anything-at least I don't think so-and say that the Government
will or should do it. I don't believe that. I think it is up to the
industry to see what they can do about it to help out on the thing.

Now, all of these things-that is a rather haphazard, sketchy talk
on the thing, and I know you will have a lot of questions, that I will
be glad to answer to the best of my ability-all of these things have
had a very decided effect, in my opinion, on the feeling of our em-
ployees. It is good. I know pretty 'well what is going on there.
We haven't more than 12 or 13 people there in that plant that
haven't an intense feeling of loyalty primarily to Mr. Lanphier, which
thy should have, because he is the man that has really done the think-
irg and the planning and carr-ing through on this, and also loyalty
tc the company, using the broad term, and the other officers in general.

The few people that are not satisfied are chronic kickers; they are
not "reds," they are not bad, they feel rather important. They never
will be quite pleased with any situation and they don't do a great deal
of harm. They kicked against this pension plen and influenced some
people, but I find out that while we only have about 84 percent of our
employees that actually signed tip at the time, I am convinced that
most of them as time goes on are going to come in and get into theth g.Thinre was a little heat right at the start-No; we are not going to

go into anything like that'--but that has really died down now and
it is reflected in their work. There are no loafers; they are not de-
liberately trying to stall, and there is no sabotage; we are not the least
bit concerned about that, about them being careless or destroying
machinery; and from the standpoint of the management of the com-
pany I think that the money that we have spent along these various
lines which-let's see, last year I believe we expended some $172,000
in what. you might call, very broadly, profit sharing, which is these
various things that I have been talking about; that on a total business
or a total net income of $1,000,000, not quite, but almost. In other
words, that is pretty close to one-fifth, you might say, of what we are
making in the way of profits that is going back into that line of
endeavor.

Senator VANDEN BERG. How did it compare with the amount of divi.
dends paid I

Mr. Fu-NK. Let's see. We paid last year more than that; we had
a big year last year. We paid roughly between four and five hundred
thousand dollars in dividends. But, 6f course, this year we will spend
almost as much as that, or practically the same amount, on that line
of endeavor, whereas the dividends will be way down.

Now that is a very broad statement and I don't know whether that
is the type of thing that you wanted to hear, or were interested in or
not, but that is the story, and I will be very glad to amplify it or
answer any questions.

Senator HRRINo. You are paying the prevailing wage scale?
Mr. FuNK. We are; yes. As a -matter of fact our wage scale,

when compared with our competitors, I might say, the General Elec-
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tric and the Westinghouse Co.-we know pretty well what they pay-
also the electrical industry in Chicago, and there are about 18 or
19 firms up there that compile figures-so much for a machinist, so
much for operators of punch presses,. and the various types-yes, we
are above the local scale, and well up with any of the trade organiza-
tions, a little bit ahead of Chicago.

Senator HRRRINO. Are your employees organizedI
Mr. FUNK. They are; yes, sir. They formed their own organi-

zation and I really mean it. when I say that we had absolutely,
the ofcers of the company had absolutely Iotling, to do with it at
all. There were many of our older people that felt that-well, let's
call them some of the outside organizations which were pretty active
in that part of the country-might come in there and temporarily,
at. any rate, attract some following.

So these people-I say I didnt know, and I know nobody else
knew anything else about it-went downtown and hired a lawyer
and had a formal contract drawn. They call themselves, and prac.
ticallv everybody in the plant belongs, the Selco, Sangamno Electric
Co. rhey met us with their contract. A committee called on Mr.
Lanphier and me, and the contract contained the provisions, usual
provisions, a little something about wages, working hours, and so
forth, and so forth, all of which was our standard practice at the
time. That is we for a long time have only worked 8 hours a day and
a 40-hour weel. They have no idea of going beyond that, We don't
work at all on Saturdays, that is, the factory doesn't; the offices do.
And we pay time and a half for any overtime, which seems to be the
standard practice as far as I can seen the electrical industry.

So there really was nothing that they asked for or wanted to ask
for in the way of fundamentals, that is, in regard to wage scales,
which we were not already providing.

They do come after us all the time--I have had a lot of experience
in that with the committee, on the subject of seniority, which is
bothering them terribly, and it is a pretty tough thing to tackle.
They have just gotten their teeth into that thoroughly now, and
anybody who has 1 day's seniority over anybody else, they are mighty
proud of it and they are going to be sure that they get. the breaks,
which is all right. It. does present some problems, but the committee
comes up and we sit down and talk them over, we don't always agree,
but I try to be as fair as I can.

Senator HEPRINo. They are not affiliated with any national organ.
izationI

Mr. FUNK. They are not._
Senator HERRINO. And all these various social items that you have

given to them, were they arrived at through negotiations with the
employees or was that determined by the employerI

Mr. FUNK. That was determined entirely by the employer.
Senator Hainrxo. They were not even consulted about them?
Mr. FUNK. They were not--Selco has only been in existence for

a year and a half, but previous to that the older group of men and
people in this and that department, were consulted about various
thing. I don't think we consulted them enough on this pension
plan, but that is a mistake that was made.
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Senator VANDENMEG. When you discontinued your wage dividend
or your service warrant plan, "and went to the contributory retire.-
ment plan, was it your conception that there was a greater incentive
in the new plan than there was in the old one ?

Mr. FUNK. It was mine. I am not sure that I wasn't, somewhat
mistaken. Of course, that wage dividend, service-warrant, scheme,
as we called it, had a good deal of bearing on the acceptance of the
pension plan. We knew it would have. We could not do both.
The thing was growing to a point where-a pension plan for a group
of old people is expensive, it costs a lot of money-we should have
done it years ago, but of course you don't wake up to those things
until the average age of your group of employees is where it costs
a lot of money. I could readily see a lot of people did not want
to give up the service-warrant plan. I don't particularly blame
them, I can sympathize with them. 'Fle younger people that had
built up a certain number of service warrants would say, "That is no
good, you are getting me to contribute and youi are taking something
away front me, and I don't. get this pension for 40 3ears-what is it.
all about?"

Senator VANDENBERG. You canceled the warrants?
Mr. FUNK. Had to. yes, sir.
Senator HERRINo. This $1.7-OWO is put in as the cost of the busi-

ness before you got to dividends at all?
Mr. FNK. Surely.
Senator HERRING. It isit a profit sharing, to that degree, is it?
Mr. FUNK. No.
Senator VANDENBERG. What is your final conclusion as to which

plan is preferable, the compulsory pension or the wage-dividend
warrants?

Mr. FUNK. The pension plan.
Senator VANDENBERG. You prefer the pension plan?
Mr. FuNK. Yes, sir; I think that this flurry was occasioned by im-

proper handling of the thing, mostly on my part, or rather my' con-
victions that almost anybody would lie glad' to accept that. They are
beginning to think about it more now, the idea of having a fairly
decent retirement income is beginning to appeal to people to whon it
didn't appeal before.

Senator VANDENBERG. Your pension plan produces far greater bene-
fit payments than the Social Security Act does, I apprehend?

Mr. FUNK. Yes, sir.
Senator VANDENBERG. Could 3ou have kept your wage dividendgoing and just operated under* the Social Seciirity Act, so far as

retirement pensions are concerned?
Mr. FUNK. Well, for the younger people, possibly, but you see the

people that are in their sixties now, they are not oing to get very
much out of thhe Social Security Act, or'at least not what we wanted
them to have. Of course, they could live on it. I am not criticizing
it; it is all right.

Senator HFwRINO. Have you had any labor troubles?
Mr. FUNK. No, sir; we "have never had any labor troubles at all,

and I am sincerely hopeful that we won't.
Senator HERRINGa. Thank you.
Mr. Sheaffer. Mr. W. A. Sheaffer, president of the Sheaffer Pen

Co., of Fort Madison, Iowa.
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STATEMENT OF W. A. SHEAFFER, PRESIDENT, SHEAFFER PEN CO.,
?ORT MADISON, IOWA

Mr. SiuHFF.R. Senator Herring and Senator Vandenberg.
Senator HEaRINo. Just proceed in your own way, Mr. Sheaffer.
Mr. SHEAFFER. Well, it is really encouraging to industry to see a

hearing conducted by two outstanding men of each political party.
nei-1 have not known Senator Vandenberg except by reputation,
but his fairness to industry is known and it is much easier to say
what little I have to say in the presence of people that are helpful,
that are in a receptive mood.

And I can't help but go back a few years to a thing that makes me
more at home with Senator Herring. le was in business and we were
struggling in the fountaii-pen business, and it makes me feel at home
knowing that lie was paying his scrub women $5 a day when we
couldn't afford to.

Profit sharing is probably the greatest subject that has come before
any hearing in the last few years. It is the most far reaching ill a
democracy of any one thing, I believe. It, could contribute more to
increasing wage s, expanding emlloyment, making a better democlcy
t han aiy one thing.

The profit sharing or the merit system are about one and the same
thing. I have seenby the papers th t some of our businessmen think
that profit sharing should onl' extend to the management of the busi-
ness. That may be true in a great many busi nesses; I am not prepared
to say; but in our application we have fhad profit sharing extend to the
most humble employee, because we believe that the most humble em-
ployee that is working with us is entitled to his just share for his
contribution to the success of that industrV.

The woman that scrubs the floor, the night watchman, can either
contribute a great deal to a successful industry or they can do the little
things and neglect the good things that will help to wreck an industry .
So for that reason the widest possible application of the profit sharing
or merit system to industry, to every part of our national life, and
it even could be extended to the Goverunent with great profit and
benefit, should follow.

If a farmer who produces and owns his farmn could allow eve-
employee on that farni to share in the success of that farm it would 1
beneficial both to the farmer and to the employee.

We all expect reward for every act of our life in sme form. If a
man sets a good example before lhis children, lie expects to be rewarded
by having better children. So if in employing labor and if in work-
ing in all industr, of any kind we take info consideration the great
help that harmony" and the best endeavor plays in that industry, then
we will be working in the right direction.

Of course, there is no place for profit sharing in an autocracy,
because there is neither private profit nor sharing thereof, is coil.
templated.

Profit sharing, if generally applied to all branches of an industry,
will greatly expand employment. Il emploving our sales people,
whom we depend on foy the expansion of our industry we tOnd that
where they are not rewarded for results produced we d not get the
best results; no matter how altruistic or how fine they are, and even
though they will still do a good day's work. But if they are re-
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warded according to what they do they will go on and do a little
more than a day A work and keep the le at home employed.

The profit-sharing plan, propry p id, will definitely raise wages,
because it is applied to the selligbeind the counter. I mean fairly
applied. If the person behind the counter receives additional pay,
an additional pa' check at the end of the week for having done a
better job, the volume of that department has increased, a better grade
of goods has been sold. Therefore the dollar volume of business has
been increased. We realize today that we must have a dollar volume
of nearly $90,000,000,000 in industry to employ all the employables.
But there comes into the picture the duty of the consumer. Ve speak
about the farmer and his duty, and the producer. We speak Rboit
the laboring man and his duty. We speak about the manufacturer
and his duty and the retailer and his duty.

But those each have their group. The middlemen have their
group. But we are all consumers and without the cooperation of the
consumer of the United States we cannot employ all people. We can
employ most of them by the profit-sharing plan. Suppose a man
is able to buy a $50 watch and goes into a store and purchases a
dollar watch. He has only a dollar that he has started in circulation.
If he purchases a $50 watch, and is amply able to do so--I am not
speaking of those that are only able to purchase the dollar watch be-
cause they should be given the best value possible for their dollar,
they are the most needy and the ones that should be looked after
first-but I am speaking of the duty of the consumer, who can afford
a $50 watch. Such a man has his choice between purchasing the $50
watch and the dollar watch. He gives good mechanics work to do,
making them better American citizens if he purchases the $50 watch.
If he only purchases the dollar watcb, there must be a large share
of that $49 taken away from him to employ people on Government
jobs or on relief.

In the one case, you are giving men good wages which they spend.
The things that they spend that money for, gives other people em-
ployment. This results in an expansion of employment. But when
you spend the dollar and the other portion, greater portion-a large
part of the $49-is employed by the Government to keep people on
ow wages, doing things that they are not. happy doing, it is a definiteIury.

To Matter what people think, anyone in industry knows that you
cannot expand employment by making cheap merchandise. Cheap
merchandise must be made, because people are not. able to buy the
best merchandise at. all times.

Money that is spent in profit sharing, in the pront-sharing plan,
and is taken out of the profits, should receive favorable treatment..
Reserves built up for the purpose of employing people in times of
depression, should be favorably treated. But there should be a clause
in there to keep the men receiving' this favorable treatment from
abusing this privilege. If industries ask for favorable treatment
for building up a reserve to employ people in times of depression,
and they fail to do so when that depression comes, then they have
failed to .do their duty, and that money should be taxed what it
would have been taxed in the first place.
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The idea of coming before this committee with a plea for favor-
able treatment, without a saving clause that if the treatment, the
favorable treatment, that industry asks for isn't performed then there
should be some way to take away that favor on the part that they
didn't live up to their contract.

Industry can't employ people in times of depression if they are not
allowed to build a reserve for it, but they should not be allowed to abuse
that reserve.

In seasonal businesses, such as ours it is quite difficult to employ
people 12 months in the year. It can b done, but it is done at quite
an additional expense. ve sell probably more goods in 4 months of
the year than we do in the other . Therefore we have to provide the
capital in January to carry us through most of the year for the sole
purpose of keeping our people employed 12 months in the year. We
believe it is a beneficial thing to (to. We believe it makes better em-

loyees. We believe it is fair, but I am only speaking of this feature
luecause if they were to look at our statement on the 1st of March
they would want to take some of our money away from us. But ii
they were to look at it 4 months later they would wonder where we
were going to get it from.

Employees should be paid a good wage before profit sharing is taken
into consideration. That they are entitled to. In America every
family ought to be able to own their automobile, their home, have
plenty of time for recreation and to educate their family in the right

Y" the volume of business is to climb to the point where everybody

is to be employed, then there must be no impediments put in the way
of honest endeavor to employ everyone possible. There must be noth-
ing done to decrease jobs. The prices of merchandise must naturally
be lowered insofar as it is possible to do so until it reaches the masses,
but after the price of an article of industry comes within the reach
of the masses the driving of the price below that point decreases
wages, decreases employment, and is definitely an injury to the country
as a whole.

If a home was brought within the reach of all and everybody built
the cheapest house that could be built, the plumbers would not have
much to do, the electricians also, but if everyone-after that house
was brought within the reach of the masses-if every man was induced
to build as. good a house as he could afford to build, that would
result. in an expansion of employment.

So in industry and in the profit-sharing plan I probably can relate
it: I don't want to refer to our industry, but it is the only industry
that I know anything about.

We have pens-so do our competitors-Lretailing from, we will say
$1 to $10. Now, let's follow what happens. After the devaluation ot
gold we found that. we couldn't make a dollar pen and make any
money, but we did feel that the consumer was entitled to the best that
we could give for a dollar. We realized if we nTade a dollar pen and
a solid-gold point'that oiur workmen would have to work for a lower
wage that our dealers -ould hav6 to'make a less' profit, tWat our
traveling salesmen would have to work fr less, apd the people behind
the'counter in twh rtil stous Would have to work foiles. Therefore

121
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we felt that it was our duty to meet our share and even if we couldn't
meet cost it was our duty to supply that dollar pen, for which there
was a great demand and which was the only pen a great many people
could afford.

But we trained, as far as we could, our people to sell every man that
could afford it a $10 pen, but to be sure that they gave the nian that
could only afford the dollar pen the best in the world for that money.

This should be true of all companies.
Now, what happened when we sold the dollar pen? The wages of

every employee working on that pen were decreased. We started the
dollar-but *only one dollar in circulation. Our salesmen's salaries
were decreased; the dealer that sold it only had oxe-tenth the volume:
the clerk behind the counter, ifl he was on a profit-sharing basis, had
his wages reduced. The customer got the full value of his money,
which he should.

But when we sold and persuaded the customer to buy a $10 pen, we
put $10 into circulation; we immediately raised the salary of every
employee that touched that pen. Therefore they had more money to
spend, which was an expansion of em ployient: The salaries of'our
salesmen were automatically increased; the dealer's volume was in-
creased 10 times; the salesman behind the counter, his salary was
automatically increased.

But was this fair to the consumer who paid for it all?
We found, that the consumer thab bought that $10 pen had a pen

that would last mbre than 10 times as long as the dollar pen, and
would always have a better writing instrument for his $10. As a
consumer lie had benefited 8 people by that transaction-that is, be-
sides 1,000 people in the factory. He had helped, as a consumer, to
expand employment.

So, if the consumers of the United States, along with the profit-
sharing plan of industry, would realize what their actual duty is, and
that duty is to buy as good merchandise as they can afford to oiby, that
this is the best way that we can raise wages, expand employment, and
bring our volume of business tip to $90,000,000 a year.

I don't know as I have very much more to say. If there are any
questions or if there are some points that. I haven't brought out that
I should, I would be glad to answer them. This work is unfamiliar
to me.

Senator VA NDENBEO. You haven't specifically described your own
profit-sharing plans?

Mr. SMAYFER. I thank you, Senator.
Our present profit-shalIng plan is based on ]tow much we earn.

We pay what we believe is a good wage. As far as I know, my son,
C. R. Sheaffer, tends to the labor relations and the wages, and those
things, but he tells me that our wa, cs are not affected by any laws,
that we are ahead of any law that requires us to do anything.

Our profit-sharing plan, Senator, is based on the amount of the
dividends we pay. Last year we pa : a $2-a-share dividend and we
paid 10 percent of each workers' wags every 6 months for every dol-
ar we paid in dividends to our stockholders. We had to guess that

at periods, blit we try to pay this in addition to a good wage about
2 weeks before Christmas and just at their vacation time in SuIy.
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In other words, last year we paid $2 a share in dividends, and we
paid every employee in January and July 10 percent of the wages
they had earned for that 6-month period.

'this year we saw that our profits were running smaller and we
guessed that maybe we could pay 75 cents a share twice this year,
or $1.50. Therefore, we paid our employees this June, just before
their vacations, 71/2 pei-ent of their 6 months' earnings. That was
true with respect to every employee in our organization, traveling
salesmen, and everyone. We paid a semi-annual dividend ili October
of 75 cents per share instead of $1.

Now, if we find that we are mistaken and that we can pay $1.25
next March, we expect to add 21/2 percent to what we would otherwise
pay in July.
So that on the basis of every dollar that we pay to our stock-

hollers, we have been paying and hope to continue paying 5 percent
of the wages that the employee earns.

Senator VANDENBERO. So that when the stockholder gets a 1-per-
cent dividend on his money, the employee gets a 5-percent dividend
on his wage I

Mr. SHEAI-FER. Well, it depends on what that stockholder, Senator,
paid for that stock. Our present stock cost many stockholders
about $60 a share. It is only selling for about $27 now. A stock-
holder today who would buy'our stock at $27 a share, if we were to
pay $2 a share in dividends, would receive a much greater return
than those that paid $60.

Senator VANDENBERG. Oh, yes.
Mr. SHAFrnE. But the majority of our stockholders, I believe,

have paid about $) a share for thAr stock.
When we pay those $2 a year in dividends, we pay our employees

a 10-percent dividend.
Senator VANDENBERO. Let's put it this way. For every dollar that

a stockholder gets on his stock, an employee gets $5 on Lis wages?
Mr. SHEAFFER. He gets 5 percent on his wages.
Senator VAN-DEN-BERi. Five percent, I mean.
Mr. SHF-1TFER. And if we pay $2, lie gets 10 percent. If we get up

to $3, we will give him 15 percent provided there is no material
change in the business outlook between the time we pay our dividend
and the next bolus paying date. Please bear in mind that our
dividend paying dates and our bonus paying dates are a month ayrrt.

But we do believe that before you start the profit-sharing plan that
you should give an adequate wage, so they won't be deprived of that
even if you earn nothing.

Senator VANDENBERO. How nany employees do you have?
Mr. SHzFArEn. The last time that I asked for an accurate count was

a year ago, and we had 1,288 at that time. I would have to guess a
little at this time, but I would say almost 1,100. We have more
employees today than we had in 199, and our business in 1929 was
considerably greater than it is today. So it shows that we are making
progress ii giving a greater percentage of our income to the employees
than ever before.

Senator HEnRxo. You have had no labor troubles, have you?
Mr. SHRAFFER. No; we have had a very healthy labor situation. We

have done as we thought our employees wanted us to do. We have
11051--39-9
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never interfered in any way. We have never told them that they
shouldn't do this or that. They can come to us with their grievances
any day. They elect their own shop people in the 20 or 30 depart-
ments to deal with the foreman. If they can't aigee with the fore-
man, they are privileged to come to Mir. 0. R. Sheaffer any time,
because he is there most of the time.

And it is very interesting-awhile back they came to us and we
thought we had very good walks, but they suggested to us that the
cinders, the cinder walk on the west of our factory, was wearing out
the soles of their shoes and the heels on the ladies' shoes, and we were
asked to put in a new walk, which we did. And the request was very
reasonable. You are liable to forget many of the things that need to
be done. We find that we are derelict a little bit in our duties and we
can't always see the employees' side of it-that is, I mean, not until it
is called to our attention.

And therefore we find it very helpful in letting our employees know
that anything that they think they ought to have they can bring it to
us and we will grant it if we can.

Senator VAnDF.Neno. Well, I noticed, for instance, from your reply
to our questionnaire, that already in 1938 you have distributed $147,000
in dividends to your employees.

Mr. SnnArrn. 1938?
Senator VANDENBERo. Yes.
Mr. SnAnMn. We have only distributed about half of that, Senator.

The other half will be distributed next month. That will be in 1938
still. That figure is correct, but only half of it has been paid up to
date. The other half will be paid about 2 weeks before Christmas,
and we have only declared so far this year a 75-cent dividend.

Senator VANDENBERO. What is that in dollars and cents that-divi-
dend to stockholders? For the year will it be in the neighborhood of
$318,000, as indicated on the schedule?

Mr. SHa 'm. How many stockholders have we there ?
Senator VANDENBERG. It doesn't show.
Mr. SHxsrn. We have a little less than 160,000 shares of stock

outstanding, so it will be approximately $158,000 at the rate of a
dollar dividend.

Senator VANDENBERG. So that your dividend to your employees
almost equals your dividend to your stockholders ?

Mr. SHEAFE. Yes, sir; it is about half. But all the stockholder
receives is his dividend and the employee bonus is over and above a
good wage.

Senator VANDENBERO. No wonder you don't have any labor trouble.
I congratulate you.

Mr. SImAFFER. Well, we couldn't manufacture today at a profit if
we didn't have the whole-hearted cooperation of our employees. So
they are getting nothing more than they actually deserve. A little
letting down, a little loafing, a little carelessness, would turn our
profit today into an actual loss.

Senator Hmxo. You have no pension plan, retirement plan, or
anything like that, do you?

Mr. SHEAnER. No; we have been working on one and we nave been
taking care of them in a great many ways. We have one of our officers
today who has been sick a year on full wages. We had one of them
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pass away just recently and we arranged for a life income for his
widow at about $200 a month, and we have a fund for the employees
that we never allow a man to lose his home in the depression, or if he
is in the hands of loan sharks we take him out, and if sickness comes
on there is a fund available for him. We have a clubhouse for them
for their convenience.

Senator VANDENBERG. How long has this plan been in operation?
Mr. SIIEAYFEB. Well, Senator, I can't tell you exactly. Part of it

has been in operation for several years. The profit-sharing plan I
can't give you the exact date on, because I didn't write the record down
and I don t know.

Senator VANDENBE- . Is it some time?
Mr. S TiEAFFER. Yes.
Senator VA.DENBERo. And no labor troubles during this entire

periodI
Mr. SHjEAFFER. No; no labor troubles.
Senator VANDENBERG. In other words, your pen is mightier than the

sword?
Mr. SHEAFFB. Yes; I hope so. [Laughter.]
Senator Hramxo. Thank you, Mr. Sheaffer. That is mighty fine

of you.
Mr. SmmrnnZ. You are entirely welcome, and I thank you for 3our

consideration.
Senator HERiNo. WN~e will adjourn now until 10 o'clock Monday

morning.
(Whereupon, at 2:35 p. m., an adjournment was taken until 10

o'clock Monday morning, November 28. 1938.)
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UNITED STATES SENATE,
SucOMMIrrEE OF TIE COMMIrrEE ON FINANCE,

Washington, D. 0.
The committee met, pursuant 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.

VandenbeyRRIN. We will next hear from Col. Hanford MacNider

of Mason City, Iowa, president, Northwestern States Portland
Cement Co.

STATEMENT OF COL. HANFORD MacNIDER, PRESIDENT, NORTH-
WESTERN STATES PORTLAND CEMENT CO., MASON CITY, IOWA

Senator HERauNo. You have discussed this with Mr. Despain
Colonel,'and you know the purposes of the committee. We are glad
to have you here. You just go right ahead in your own way and tell
us what you are doing out there in the way of a dividend plan.

Colonel M',ACNIDE.. Yes, sir. We have a small company with a very
simple fiscal structure. Our employees only number tour hundred
odd. For years, in fact up until 1931, we gave them a month's extra
pay as a Christmas present every year, when the year's result allowed
it. We dropped that in 1931 and picked up our present wage-
dividend plan in 1935. The month's extra pay was not geared into
the company's profits, and the decision as to whether they should get
it or not was arbitrary with the management and did not make the
employees conscious of our prosperity for the year. When we had to
drop it they naturally felt they were losing something to which they
were entitled, because they had been getting it for so many years.
So when we were able to pick up this new plan we tried to gear it
into the company's profits for the year, and also to recognize another
point which we thought was important, their length of service with
the company.

Our p)Ian is very simple. We take the wage per hour and we get
that in the case of the salaried employees by dividing the number
of hours that they work in the month into their monthly pay check,
and the rest of them have their pay per hour for the work they do;
we multiply that by the number of years they have been with the
company, we miultiply that by the return paid on every $100 of in-
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vested capital. Everytime the stockholder receives a dividend every
employee in the plant receives a dividend. If the stockholders get no
dividends, the employees get no dividends.

We had three things we were trying to prove by this-
Senator VANDENBERo (interposing). Before you go on with that,

what is the rate of dividend the employee gets? Is it the same as
the stockholder gets?

Colonel MACNMER. The same as the stockholder.
Senator VANDENBERO. Go ahead.
Colonel MAoNIER. In the first place, we try to take his value to

the company, and that is represented by the wage per hour. Being
a small company, we can get them all together. We have two or
three meetings a'year and explain this to them. We tell the employee
we want him to receive Just as much per hour as he can show us
he is worth, that the higher he is paid the happier we will
be. We wanted to recognize the long and loyal service to the com-
pany. We thought the man who had been with us for 25 years
ou ht to be taken care of in a much better way than a man who
hal been with us just a year. There are a number of reasons for that,
which I think are apparent. Breaking in a new man costs us money.
Every year an employee, if he is doing his job correctly, should fe
of a lot more value to us.

Then we wanted the company to make money, and we wanted him
to want the company to make money. 'We explained to him that
every time a piece of machinery goes wrong or there is any waste in
the plant, or if there are any accidents which put up our insurance
rate, that the man who was responsible not only hurt himself, but he
hurt every one of us that were in that company.

Now, we have never run up against the situation where we have
been without these wage dividends, but it has been extremely helpful
to us in the morale of our whole organization. We have made
it perfectly clear to them that we are not giving them anything,
that if we did not think we were making money by it we would
not do it. We told them also when we found it was not making
us money we intended to drop it, that there was nothing philanthropic
about it, there was no gift in it, and that we expected to make a lot
more money by the operation of this plan than it cost us.

Senator VANDENBEIRO. Do you think you do?
Colonel MAONDER. I think so, Senator.
Senator HERRINo. You have about 425 employees?
Colonel MAONIDER. About 416, I think, the present pay roll.
Senator HERRINo. And they all participate?
Colonel MAONIDER. Everyone participates if he has been with us

1 year or longer, Senator.
Senator VANDENBERG. To make that just a little plainer for the

record, Colonel, let us take a t",uical employee and see how this
plan works, what he gets, and so f6rth.

Colonel MACNIDER. All right, sir. We will say a man gets 80
cents an hour; he has been with us 20 years; 0.80 times 20 is 16. We
call those participation units, although it is not important what we
call them. Say we pay 10 percent to the stockholders during that
year, he gets $160.

Senator VANDMEERO. That is very simple.
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Colonel MAONIDE Now, if he worked 160 hours a month at $0.80,
that is $128. He receives more than a month's extra pay during the
year for his share.

Senator VANDENBERO. Yes.
Colonel MAcNmER. The majority of our men have been with us

over 10 years, I think about one-half of them 15 years continuous
service.

Senator VANDENBERO. This is after he has received, in the first in-
stance, the full prevailing wage?

Colonel MAONIDES. Yes sir
Senator VANDENBERO. Your wage dividend is not a substitute for

adequate wages in the first instance?
Colonel MAcNIDER. Not at all, sir.
Senator VANDENBERO. You used one phrase which appealed to me

Igreatly. You said that you found it desirable that these wage divi-
dends should be geared to the profits. It has been my conception of
the problem that you could not hope for any adequate labor con-
sciousness except as these extra payments which they receive from
time to time reflect, by rule of thumb, the actual condition of the
company for which they are working. I think your phrase is an
excellent one. I understand you to believe that except as these incen-
tive payments are geared as to profit, they fail to achieve their essential
purposes- is that right?

Colonel MAcNMER. Yes, sir. We have had that experience, Senator.
Senator VANDENBERO. That is one of the reasons you dropped the

extra month's pay formula that you previously operated on?
Colonel MACNr[DEE. Because that became a part of the regular wage

to those men. Whether the company made any money or not, they
expected it, and sometimes we were unable to pay it.

Senator VXANDENBF.RO. Have you had any labor troublesI
Colonel MAcNmER. No, sir.
Senator Hmurio. Your employees are not organized, are they I
Colonel MAcNWDE. No sir.
Senator VANDENBERG. b0 you consider that your wage-dividend

plan has anything to do with your success in maintaining industrial
peace?

Colonel MAoNMME. Yes, sir.
Senator HERRiNG. Do other plants up there have any similar plans,

do you know ?
Colonel MACNmEn. No, sir; they do not. The plant just right across

the street from us gives a bonus n years when they feel their profits
entitle them to.

Senator HERRUNG. Is the hourly wage they pay about the same as
yoursI

Colonel MAoNIDER. It is the same.
Senator HEiRINo. Yours is at least equal to that which they pay?
Colonel MAONIDER. Yes. The bonus which they pay amounts to as

much or more than our wage dividend, but I do not think they have
the same effect at all.

Senator VANDENBERG. I would like to ask you one other question,
Colonel, going into the larger field of incentive taxation which we are
exploring somewhat. Would you think that the government could
substantially facilitate plant replacements and plant expansions if
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there were tax credits allowed in some measure for such portions of
corporate income as are put to these uses? Have you given any
thought to that subject?

Colonel MACNDER. iVell, you (1o not mean the profit sharing?
Senator VANDENBERG. No, no; I am talking nov about the use of

incentive taxation in respect to equipment replacement and plant
expansion, for the purpose of stimulating employment.

Colonel MACNIDER. Now, Senator, to be frank with you, I do not
believe in either incentive or punitive taxation.

Senator VANDENBERG. You get the punitive whether you believe in
it or not.

Colonel MACNDER. I realize that.
Senator VANDENBERG. Would not. you like a little incentive to

offset it?
Colonel MACNIDER. I think if the undistributed-proflts tax were

removed, it would have practically the same effect.
Senator HERRING. Thank you, Colonel.
Senator VANDNBERG. We were glad to hear you, Colonel.
Colonel MACNIDER. Thank you.
Senator HERRING. Mr. Gerartl Swope.

STATEMENT OF GERARD SWOPE, PRESIDENT, GENERAL ELECTRIC
CO., NEW YORK, N. Y.

Senator HERRING. Mr. Swope, we thank you for coming here. We
would be glad to have you tell us anything you think would be helpful
to this survey which we are making. We will leave it entirely with
you to go ahead in your own way.

Mr. SworE. I do not know that I can add much to my letter to
Mr. Walsh in regard to it. As I said to Mr. Walsh and Mr. Despain
in regard to the questionnaire which we answered in detail, I think
it, is a very good, far-reaching questionnaire, one of the best I have
seen, as a matter of fact because I think it brings out quite the salient
facts that you want to know; that is, the relate on to sales, pay rolls,
profits, taxes, and the various questions that are asked in regard to the
relationship of those to each other. I will comment on sme of those,
and I will be glad if you will interrupt me with questions, because I
do not have anything prepared with me.

Senator VANDENBERO. Mr. Swope, I think it would be very helpful
if you will just generally outline these various plans that you have
for facilitating better industrial relations. The questionnair will not
be an exhibit, and the oral testimony is the thing that will be read by
those who are consulting it for information. I think if you will just
chat with us about your general outlook and the fashion in which
you implemented these various plans, I think it will be very helpful.

Mr. SworE. All right, sir. I will start with the earliest, but not
in any necessary sequence, in 1912, when we established a pension plan
for our employees. It is a iery interesting development, because the
pension plan of the General Electric Co., when it was established, was
entirely a company plan; it was something that was given to the
employees, depending upon their service. That was modified as tine
went along, but the most, to my mind, far-reaching and constructive
changes that were made were, two, and they were in the twenties.
First, it was put on a contributory' basis. Personally, I believe that
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workmen want to bear their share of the cost for their own security;
and secondly, I believe particularly in a country like ours that is
the right thing that they should bear a part of their responsibilities.
So we made it contributory.

Second, we put it into a trust fund, quite separate from the organi-
zation of the General Electric Co. Tue General Electric Co. could
disappear tomorrow and the trust fund would remain. It now has
in it $41,000,000 which the company has, over these years, con-
tributed, plus $11,000,000, which is the amount that the employees
have contributed. They are in two separate trust funds, with diversi-
fied investments quite separate and outside of the balance sheet of
the General Electric Co.

In addition to that, of course, each year the General Electric Co.
must pay them the pensions that had accrued before that and add to
the pension fund. Three years ago we added to that pension fund
some $10,000,000, which, iii accordance with the Federal law, we are
taking down at 10 percent a year, or $1,000,000 a year.

In this last year two changes, as I was saying'to Mr. Walsh this
morning, have been made in the Federal laws and in the New York
State laws, under which we are incorporated: First, that the Federal
law says yo uthv ortust irrevocable. Before that, our trust
i~as revocable on 400 days' notice so that no part of it could ever
appear in the profits of any particular year, which the lawyers said
was the thing to do at that time; and scond, the New Ydrk State
laws did not allow your trust to stand longer than two lives in being.
This last, year they modified that, so you can have your trust for such
a length of time as would serve the purpose of the trust. So we modi-
fied our trust. Now it is irrevocable and continues for the length
of time to serve the purpose for which it was created.

As I stated, we have now $41,000,000 in the trust fund created by
the company, and sonie $11,000,000 in the trust fund that has been
paid for by the employees, Over these 26 years $21,000,000 has
been paid out for pensions. We have now a *little over 3,300 pen-
sioners and their average pension is a little less than $800 per year.
That varies with their ]ength of service and their earnings. Those
are the two conditions-length of service and earnings. That is 1.5
percent per year, and the retirement age is 70. but with the optional
retirement age of 65, if they wish. The company, of course, has a
right to retire them earlier'and in that case we give what we call
a life retirement allowance, which merges right into the old-age
pension, when they reach the pensionable age of 65.

Senator VANDENBERO. Are all these pensioners retired from active
service?

Mr. SwoPE. Yes, sir. Furthermore-and this is interesting-it
interests me, at any rate--we make a survey of our pensioners each
year. In the middle of this year the survey was made; and of the
3,300 pensioners 88 percent were in good health, some of them
age over 80-it varied, of course, but none less than 65--and there
were only, out of the 3,300 cases, 23 of those pensioners in want.

WI e have, in addition to this, a relief and loan plan.
Senator VANDENBERO. Before you go to that, are you through with

the pension plan?
Yr. Sworn. No; I am not, not quite.
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Senator VANDENBERG. Excuse me.
Mr. SwoL. The relief and loan plan helps the pensioners, not

only in the way of loans but also in the way of relief. This relief
and loan plan is formed by tile company and employees. Now, Sen-
ator, I am through.

Senator VANDENBERG. How many employees are covered by the
pension plant

Mr. Swor. A little over 50,000 today.
Senator VANDENBERG. Is it compulsory?
Mr. Sworn Vell, it. is not compulsory; no. In fact, if you do

not come into the additional pension plan, that is the contributions,
you do not get the company pension plan. But you do not need to
come in. Now this is interesting: Since the Social Security law
has been passed, some of the employees have thought: "Well, it does
not make any difference. I do net have to pay. The Government
is going to take care of me anyhow," and they have dropped out of
the additional pension plan, and that means they have dropped out
of the company pension plan, too.

Senator VANDENBERG. Did the Social Security Act, in its formula,
collide in any way with your pension plan?

Mr. Sworn Not collide. Of course, it complemented it. We made
a modification of ours so as to groove right into the Social Security
Act, the Old Age Pension part.

Senator VANDENBERG. So that the two are running now in complete
gearI

Mr. Sworn. Yes) sir. We made that modification after the social
security law went into effect January 1, 1936.

Senator HERRxxo. Did it increase your cost?
Mr. SwopE. Well, of course, to that extent it increased our costs,

I suppose, or took it out of profit, as you wili, but it is very difficult
to allocate increase in cost, because of course the hope of industry
is constantly making improvement in its methods, so even with
higher wages, your cost of the products are not increased.

Senator VANDENBERG. Well, how much does title II of the Social
Security Act cost the General Electric Co.?

Mr. SworE. Title III
Senator VANDENBERG. Yes. That is the old-age pensions.
Mr. SworE. It is now 1 percent of our total pay roll. Our total

pay roll is $100,000,000, so it would be $1,000,000. 'That is very easy
to figure. But that is only a part of our cost, you see, because our
whole pension cost has been around $2,000,000 a year, and this is, as
I say, taking the place of only a part of it.

Senator HERRING. And you have reduced the cost of your plan to
that extent, have you?

Mr. SworE. Yes, sir. In other words, our pension plan comple-
ments or supplements the old age act.

Senator VANDENBERG. Your pension plan was the first one that yon
inaugurated inyour social program?Mr. SwopE. 'Yes.

Senator VANDENBERG. What is the next one?
Mr. Swor. Profit sharing.
Senator VANDENBERG. Let us hear about that
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Mr. SWOrE. That is interesting too It just shows the experience

of companies as they go through these various valleys and peaks,
valleys of depression and peaks of prosperity. We started in 1916
the profit-sharing plan, and on two different bases for all people,
depending upon their service with the company. That is, over 5
years of service they were given 5 percent supplementary to their
annual compensation, and for executive departments, depending
upon the profit. That really is a profit-sharing plan; the other,
frankly, was not.

In 1931, when the pressure became pretty severe and the 5 percent
on our pay roll amounted to a fixed annual charge, I did not think we
would be able to bear that, so we did away with that scheme, which
we had a right to do on'a year's notice. The profit-sharing plan
for supervisors continued.

Then in 1934 we went to our stockholders and said, "Now, instead
of a fixed annual charge depending upon our pay roll, whether we
make money or not, we want a really honest-to-goodness profit-shar-
ing plan for our workmen." We had been paying $8 on the old
par value, $100 par of the stock and we said after we earned that
fixed basis, which is the stockholders' return, we want to take 12.5
percent of the net profit, as shown by our books and as reported
to our stockholders, and distribute that among the working people.
That means the working people, in the first place, tlcwe receiving
less than $4,000 a year, any, secondly, to no one who is on extra com-
pensation as we call it, which is profit sharing in the departmental
sense. That was done. Of course, that is not a fixed charge, that
varies with our profit. For instance, in 1937 we distributed $5,700,-
000. I am giving you round figures because I do not remember them
in detail. In 1936 it was $600,000; in 1935 it was not anything; in
1938 I do not know that there will be anything, but if there is, it is
going to be very small. That is a real profit sharing, and that is paid
in cash to the employees. The extra compensation, as we call it, is to
department heads. That is we try to divide our business by depart-
ments and say to a man, "Row, you are responsible for the develop-
ment of the business in this department, in the increase in sales, theh
reduction of expenses, and if, after paying the same fixed charge of
8 percent of investment in that part of the business, only your part,
not the total, if you increase the business in your department we will
take 5 percent, or 2 percent, or 3 percent., depending upon the depart-
ment and the competitive state and divide that among those who are
in the supervisory positions of that department."

That has been in existence since 1916, and that haq svork,-d well.
Of course, that scheme goes to the top executives, but it may easily
come about that you will have people in a department-not cifly eas-
ily come about, but it does come about-that you can have people in a
department who will get extra compensation because they have made
a profit in that department while the company as a whole, or the com-
pany executives will not get anything. That has happened several
times and will happen again, no doubt. Yiou can see how that can
come about,

Now, in the 22 years since this has been established almost $100,-
000,000 of profit sharing has been distributed. Now, that is profit
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sharing that is not pensions, that is not for anything else. I mean,
that is dependent upon the profits of the company, and that has gone
to, oh, thousands of people, 50,000 or 60,000 people on the whole, over
that period.

Now, this is an interesting part, Senators, that I think you would
be interested in, and I was interested in, as I happened to see it the
other day-in connection with that we established investment com.
panics. I am going to speak of that later. A considerable part of
that $100,000000 is now in the form of capital of these employees
invested in these various plans, roughly abeut 58 million doltatis.
That is what we tried to do. We tried to keep the profit sharing in
the minds of our people quite separate from their salary or wages.
Salary or wages they can use for living, but extra compensation or'
profit sharing does not happen every year. We do not want them to
count upon it, because if they do they get into trouble, and therefore.
if they can, and we try to encourage it, if they can put some of it
aside in the way of capital investment we try to encourage it.

Senator VANDENBERG. But it is entirely at their own option, as to
whether it is done or not?

Mr. Swopr. With this exception; for the workmen it is entirely
within their option. They can blow it in the next day after they
receive it.. They get it in cash. We do ask them to invest it, but
that is, as you say, entirely at their own option. However, the upper
executives there in some cases we will impound it for 5 years. At
the end of 5 years they can have it and then spend it as' ley wish
but by that time we hZ.pe that the thrift and savings encouragement
has been effective and they will retain a good deal'of it as part of
their ca ital investment. That has been (lone. The test of it, as I
say is Ne fact that some $58,000 000 is in these investment companies,
and of course that does not include the amount that they have put
aside in their own investments. For the workmen, if they do come
into this what we call the G. E. Employees Security Corporation,
which I will speak of in a moment, as you said, it is optional. They
do not need to invest in it, but they may. With the upper execu-
tives there, we have a portion of it going into a diversified invest-
ment, public utilities, good industrials, and so forth, which a com-
mittee of their own people manage, quite outside of the General
Electric Co., and part of it in the common stock of the General
Electric Co., which the, are free to sell the day after they receive
it, but we give it to them in the form of shares at the market price
prevailing at the time of distribution. After that it is their property
they can keep it or sell it, or do what they wish with it. That is t h
profit-sharing plan in general.

Senator VANDENBERG. So far as the great mass of your people are
concerned, they would be under this plan which divides 12.5 percent
of the net after 8 percent has been paid on the stock?

Mr. SwoerE. On the book value. That is now about 2 percent
on the market value. It amounts to about 83 cents per share, and
our market price is around $42, or it was Saturday.

Senator VANDENBERG. How many employees, roughly, would be
tinder that particular formula?

Mr. SWOrE. Oh, last year it was something like 60,000 people. Peo-
ple who have been there less than a year do not share; people over



PItOFIT-SHAHING SYSTEMS AND INCENTIVE TAXATION 135
1 year share. They do not share in the same proportion, though,
but that was decided on with the employees.

Senator VANDENBERG. In your long experience since 1916 with this
general subject, and your shifting from one base to another, have
Nyou some general views as to the wisdom or unwisdom of certain
phases of profit sharing? Are there any general considerations that
you would lay down as a rule of action for an employer to have
m mind if he is considering a profit-sharing scheme?

Mr. SwoPE. Yes; there are two or three.
Senator VANDENBERG. I would like to know what they are.
Mr. SwoPE. First, profit sharing is not in lieu of fair wages and

salaries. That is one of the great mistakes that sometimes has been
made. It is not in lieu of, it must be in addition to.

Second-and we have run into this difficulty-if your profit sharing
amounts to a large amount and the man does not save it you have
really done more harm than good. You have got to associate it,
it seeins to me, with an educational program that it must not be
regar' I as a part of their annual income; it is something extra and
shoul(i ve put aside for the rainy days that do come. That is a very
important part of the program, and that is education to put it away.

Third, of course, with this educational program, to make it as
largely optional in the hands of the men as possible; and, fourth,to ha'Je it intelligible to him, as to what the basis of profit sharing is,
we make a report to our employees, a copy of which has been fi
with you-I can give you another copy-which states, just in simple
language-it does not give a balance sheet and various things that we
do have to give to our stockholders in accordance with the rules of
accoun!ing-it simply says our sales, our profits, then the amount
of profit sharing calculated, which they are at liberty to verify, be.
cause we have it verified by an outside auditor. Does that answer
your question?

Senator VANDENBERG. Yes. Bearing particularly upon the fourth
point, that part emphasized, would you agree as Colonel MacNider
said earlier in the day, that any plan for additional compensation
must, in some way, be geared directly to the profits of the company,
so that the employee can have a conscious reaction to the company's
condition?

Mr. Swoe. Certainly, because, just as I said, ours was a fixed
charge, we were afraid we could not bear it, and therefore we have
changed it. As I say, this has been evolutionary. I do not mean we
have reached a finality in it even today, because changes will be made
no doubt in the future, but that is the situation as it is today. At
all events, it is fluid.

Senator VANDENBERG. I assume you not only get a social satisfac-
tion out of dealing with your employees in this fashion, but you also
find it is profitable to deal with them in this fashion? In other
words, is profit sharing good business for you ?

Mr. Sworn Well, I hope so.
Senator VANDENBERG. What do you think?
Mr. SworE. I think so, but I do not know so.
Senator HRiNo. In arriving at the basis for any of these plans,

was there negotiation with the employees?
Mr. Sworr. No.
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Senator H_.mio. There was not I
Mr. SworE. No; not originally, but later I met with them and told

them the basis of it. Of course, the employees would like to have a
larger share than 12.5 percent, which is perfectly natural, perfectly
human, and some day they may get more. I do not know what the
development of those things is going to be. However, they like the
plan. It has been in existence, as I say, for a long time, and the very
fact that we have this plan and also have the investment of their
savings plan, and that has almost 30,000 people--that is entirely
optional with them-almost 30,000 people have gone into it and their
savings in that plan are about $30,000,000, or a little less than that-
$128,000,000-which all shows that they d) take some interest in it.

Senator VANDENBERO. What has been your labor experience, Mir.
Swope? Have you had any strike during this period since 1916?

Mr. Swop. g~ot yet [knocking wood]. We have had unrest, just
like everybody has had, but no strikes. Some of our plants have been
organized, but everything has been quite satisfactory. I mean early
in 1937, or going back further than that, if you wish, in 1918, under
the War Labor Board, the chairman of which was Mr. Taft, as you will
remember, the plan of representation of labor was introduced in
Lynn, in our works there. That was after a strike in Lynn in 1918.
That functioned until 1934. Then there were some of the people at
Lynn that thought they would rather have their own union quite
independent of the A. F. of L.-the C. I. 0. then had not appeared-
and they asked for an election. I happened to be on the National
Labor Board at that time. That was before, you remember, Congress
had acted. That was the executive instrument to deal with ihat.
That was formed in August 1933. We had a secret election under the
Regional Labor Board in Boston, and the independent union went
out, and they functioned under a very good management, as far as
the workmen were concerned, and we had no trouble with them.
Then later they had a charter under the A. F. of L which they gave
up later and joined the 0. I. , and have remained there ever since.

Now, in some of our other piants-labor asked for an election in
Schenectady; they formed a union as part of the C. 1. 0. That is
true in several plants. At several plants they had an election and
the independent union won, and at other plants there has been no
election. In all of the plants, whether they have company unions,
independent unions, or no unions, we have had no trouble.

Senator HERmo. We had a witness the other day who favored
profit sharing, but said the basis of profit sharing should be arrived
at through collective bargaining. Do you think that would affect
your plan?

Mr. SworF. Yes; it would affect it. We are willing to discuss our
plan. I mean, we have discussed our plan with our work people.
Of course, I suppose, as I said a moment ago, they always would fike
to have a larger share than 12.5 percent, which is perfectly natural
and human; it is only a question of when the time has come that it
is wise to do it. Don't you see, this is experimental. You have to
feel your way in the thing. There was great doubt in some of our
minds when we established it. The old idea was that all of the profits
belonged to the stockholders, and the only way you could share was
to have your employees interested in it, and in this G. E. Employees
Securities Corporation, which I spoke of, they have some $70,000,000
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investment, and the largest investment is in General Electric, where
they have 532,000 shares, which at today's market value is over
$20,000 000. We wanted them interested in the profits of the business
through that capitalistic holding

Senator HERRNG. Do you feel that negotiation through collective
bargaining might be a threat toward management in any way, or
interference with management?

Mr. Swors. Yes; it always is, but it is only a question of how
reasonable both sides may be in it. I do not think, on the whole, that
labor wants to interfere with management, but sometimes they do
impinge upon it.

nator VANDENBERG. You also have a so-called cost of living-ad-
justment item ?

Mr. SWOPE. Yes.
Senator VANDENBERG. What is that, Mr. Swope?
Mr. SwoPE. You see, through 1935, when business was beginning to

improve, there was a good deal of unrest. Wages had gone up, we
had increased wages, and the question was whether you were going to
increase wages too rapidly, and when you do increase wages of course
it becomes more or less rigid. It is very difficult, not only difficult but
heart-breaking to reduce them, and of course the fear on the part of
labor was the question of the cost of living. Mrs. Workman has to
watch the budget, and if costs are rising and her income is just the
same, she is constantly complaining, so we tried to adjust it and made
this effort to do so; that as the cost of living, which is the index given
out by the Department of Labor, as the cost of living rises over the
standard which was in existence at that time, we would increase the
earnings of all those people receiving less than $4,000 a year. No cost
of living adjustment we thought was necessary for the people getting
a larger income than that. That started with 2 percent in October
1936. That means a man who is getting $30 a week as his earnings
would get $30.60. That rose gradually until it was 5 percent. In
other words a man getting $30 a week would get $31.50. Then earlier
this year, wlien the index fell-and this was really the test of it-we
reduced the 5 percent to 3 percent again in accordance with the index
given out by the Department of Labor, so now that $30 man would
receive $30.90. The increase was never objected to for the cost of
living adjustment, nor has the decrease been.

Now, in practice of course, the cost of living adjustment simply
keeps your standarA of living the same, as nearly as you can measure
it. It does not increase it but at all events it removes that question
in the mind of Mrs. Workman, you see, that when one item of her
food or diet goes up then she thinks her entire cost of living has
gone up. That is not always true but they distort that, and it is
perfectly natural. This study of the Department of Labor tries to
balance those various items and makes the cost of living a true cost
of living index, and we base their earnings on that and we have had
no difficulty with it.

That means since it has been in effect, since October of 1936, through
1937, about 15 months, $5,000,000 has been paid out, or a little over
that.

Senator VANDENBERG. You have been paying out with the 60-cent
dollar?

Mr. SWOPE. Yes; we pay in the 60-cent dollar.
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Senator VANDENBERO. Mr. Swope, will you discuss merit rating?
Mr. Swora. I suppose now you are talking about my favorite sub-

ject, the unemployment insurance?
Senator VANDENBERO. Yes. It is a form of incentive taxation, is

it not?
Mr. SWOPE. It is a form of incentive taxation that I believe in very

heartily. I have written to Mr. Walsh quite fully on it, and I have
spoken on it. I was on the President's Economic Committee and on
your committee, Senator, on this revision of the Social Security Act.

Senator VANDENBERG. Yes.
Mr. SwopE. And, of course, the unemployment-insurance law is left

to the various States to enact. The first State to enact it was Wis-
consin, which was a pure merit rating. It was plant reserves, and
therefore if the General Electric Co., or the "Podunk Electric Co." had
no unemployment, after a certain reserve was built tip, they had no
expense. In a way, if you want to get employers to make an effort
to regularize or stabilize a plant, that seems to me the way to do it.
We have done that in workmen's compensation. If I am a careless
employer and my injuries and deaths and fatalities due to accidents
are high, I should pay for it, because if Mr. Valsh there is a corpora-
tion employer and watches his business, puts in safety standards and
reduces -his hazards and his cost of accidents is low, 'he is that much
better off and he can undersell me. That is pure merit rating, is it
not? I mean, he gets credit for doing a good job and I beir the
burden of doing a bad job.

It is not only a question of doing a good job or a bad job, because
some businesses are more hazardous than others, which is inherent.
Where a business is more hazardous than others and society needs
those products, I think they ought to pay the cost of them. There
ought not to be a vicarious atonement, as it were, that because they
are a hazardous business they ought to be subsidized by the less haz-
ardous business.

As I say, the first State was Wisconsin. That has a pure merit
rating. In some States, take my own State, notably New York,
it has nothing of the kind. We pay in our business the same
percentage for unemployment insurance, whether it is good business,
ad business, hazardous business, or perfectly safe business, a retail

business or a quarry, they make no distinctions. Personally, I think
if you are ever going to get the intelligence of management fixed on
this job of endeavoring to stabilize employment on the basis of an
annual wage, you must give them some sort of incentive. I will give
you two experiences.

Senator VANDENBERG. That is a fine statement.
Mr. Sworz. In one department of our business, employing about

6,000 people, we had no stabilization plan. It was a comparatively
simple business. It was in our own bands. Styles did not change,
the product did not become obsolescent, and so I suggested finally
that we guarantee our employees, after they have been with us a year,
a certain minimum of employment. The question was immediately
asked: "Why do that? They know that they are getting it." I said,
"Well, we know it, but they do not realize that they are going to have
work for 30 or 40 or 50 weeks next year." So we'put into effect this
scheme. It went along. It did not cost us anything after the first
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year. It cost us some money the first year, to put it into effect, be-
cause we did not know how. After that, it did not cost us anything.
We guaranteed these people two-thirds of the number of hours of
work that the" are annua 1y paid for. WVhen the social-security law,
or the unemployment law went into effect in those States where they
had a merit rating, we were willing to continue it. In those States
where they had none, we just abandoned the plan. As a matter of
fact, our employees really are no worse off, except they do not have
any assurance now from us that they are going to have that much,
ani of course that assurance is sufficient often to quiet the minds of
people that they are going to have that much work in 1939.

In another case, in 1931, we said to our people in a very much more
difficultt end of our business-that is, in our big capital goods, where
we build turbines, big generators and motors--that we would guar-
antee 6 months; that they would never get less than one-half of their
wage per week. I was awfully glad when the 6 months rolled around,
because we did not know how to do it with capital goods. It depends
upon whether the public utilities can buy, depending upon whether
they can finance their requirements or not, and so many things enter
into it that you are perfectly familiar with, that might interfere with
the conduct of that business. Therefore., as I say, I think there can
be a far more constructive plan worked out, if you want to get the
intelligence of different people concentrated on ihis job, by giving
management an incentive to stabilize and regularize employment, and
I do not, think you will do it unless you do give them an incentive.

Senator VANDENnRG. Now, you suggested the merit rating in State
unemployment-insurance laws as one practical means of doing it.
Have you any other suggestion?

Mr. Sworn. On unemployment?
Senator VANDENBFRo. No; in respect to this use of the tax incentive

to achieve the results you are talking about.
Mr. SworE. It may be extended to other forms. I mean you have

considered it in Congress, I know, in the tax on undistributed
earnings.

Senator VANDENBERG. Yes.
Mr. Swore. Whether that portion of it which is used for mainte-

nance or plant expansion should not be free from that tax, but you
modified that tax anyhow so that really has been solved in another

Senator V ANDENBERo. What would be your opinion as to the result
Mr. Swonp. I think it is wise.
Senator VANDENBERG. It is wise to do it ?
Mr. SwoP. Yes. I mean you really earmark that reserve. That

does not go back to the stockholder, and therefore you really supply the
additional capital for the company that is operating and giving more
work to people, which of course is what you want to do. In other
words, the moment that you fix profits in such a form that it does not
go back to your stockholders, like if you have a pension trust, or build
additional plants, or additional maintenance o pants, well, then, it
does not go to the stockholders at all events in dollars.

Senator VANDENBERG. Speaking generally, then, you are heartily in
favor of profit sharing on a practical basis and of incentive taxation
on a practical basis i

110513--39-10
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Mr. Swon. Yes; but how far you can extend incentive taxation
beyond the points I have mentioned I do not know. I mean it is a
difficult problem.

Senator VANDENBERG. I think you made a very great contribution
to us, Mr. Swope. Personally, I am greatly indebted to you.

Senator Hu~mNo. Unless you have some suggestions you would like
to give to the committee, Mr. Swope, we appreciate very much your
coming here and the contribution you have made.

Mr. Sworr. I do not know of anything else that has not been filed
with you either in the document or the answers to the questionnaire.

Senator HERmN. We thank you very much, sir. We will adjourn
until 1: 30, when the next witness will be heard.

(Whereupon, at 11 a. in. a recess was taken until 1: 30 p. m. of the
same day.)

AFTERNOON SESSION

(The hearing was resumed at 1: 45 p. i., pursuant to the taking
of a recess.)

Senator HERNG. The hearing will be resumed.
Mr. Nunn-M1r. H. L. Nunn, president of the Nunn-Bush Shoe

Co., Milwaukee, Wis.
Mr. Nunn is a pioneer in the field of the annual wage. He has the

most unique plan that we have yet found.
We are delighted to have you here to tell us about that plan of

yours.
Mr. NuNN. Thank you, sir.
Senator HERRIo. proceed in your own way.

STATEMENT OF H. L. NUNN, PRESIDENT, NUNN-BUSH SHOE CO.,
MILWAUKEE, WIS.

Mr. NuNN. We started in what you might call profit sharing back
in 1917, with a plan very similar to that of Sears, Roebuck. In fact,
we copied it after Sears, Roebuck. But when the hard days of 1932
came, we wondered whether we knew where to put anything that was
safe, and we discontinued the plan. Those days of 1930, 1931, and
1932 caused us to do a great deal of thinking about our relationship
with our workers. We couldn't hell) but be impiressed with their in-
security and with the fallacy of a wage rate. We became convinced
at that time that it was really the annual income of a man thRt
amounted to anythin,$, that what he made per hour or per week or
per month was very immaterial. How many of the good things of
life he could have dr.pended on how much he made a year.

And we turned our minds to trying to think of some way that
we could change this relationship that had always been in existence
where we treated labor as a commodity, bought their labor at so
much an hour, so much a piece, used them when profitable, and let
them go when they were no longer useful to usl and we tried to
think of some way that we could make them an integral part of
the business, the same as a bookkeeper or a stenographer, so that
they could feel more attached to the business.

We realized that it was impossible to guarantee an annual wage
to a worker without having some guarantee of the amount of pro.
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duction that we could sell. As a matter of fact, we believe that
that is paternalistic and it is unsound.

But we did go to the books and we discovered something that we
have since found is not unusual at all, that the amount of money
that we paid production workers ran very constant; at the tiin of
high prices low prices, good times and bad times, that that propor-
tion of a dollar that they received for production had only varied
very little. As a matter of fact, in our Milwaukee plant where
we employ 900 men and women, it had only varied from 19 and a
fraction percent to about 21. The average was just a little under 20.
So we decided, after consultation with our workers-the fact is we
went over it with them for quite a long time before we worked out
this plan-that we would stop this senseless conflict of buyer and
seller, buying labor at so much an hour, and that as long as they
received a certain proportion of a dollar, why not agree upon that
and that would settle the whole thing.

Senator HEmNO. As I understand it, the percentage of the volume
dollar only changed from 19 percent to 21 percent, that is, the
percentage that went to labor?

Mr. NuNN. That is right, that is, on the wholesale price.
It is true in some industries that. that would not perhaps be

practicable, that it might be necessary to pay a percentage of the
added value, eliminating the cost of raw materials, but I am con-
vinced in my study of the matter, that one of the two systems can
be used, either a percentage of the wholesale price or a percentage
of the added value.

So we made a contract with our workers on July 1, 1935, that
we would pay them 20 cents, as a group, out of every dollar's worth
of shoes they produced, and since July 1, 1935, our workers have
received a check that, in no case has been less than 9214 percent of
what a full 40-hour week would have been; and in addition to that
they have received extra checks.

The plan called for regularizing their pay by estimating the
yearly income and dividing it by 52, and paying them each week
what we might call a drawing account., then keeping track each
month of the anmunt of production, the earnings, and what they
drew against that, and adjusting at the end of the year, if necessary-
of course, it always was necessary because you can't estimate
accurately.
. In the fall of 1937--of course, up until that time the worker had
always earned more than lie drew--but in the late fall of 1937 busi-
ness fell off and the workers their drawing accounts, amounted to
more than they made and tiey ran up a deficit. By agrement,
however, with them, we permitted that deficit to run a little longer
than we could have insisted by our contract, and only now has the
deficit been wiped out. It will be practically wiped out the first
of this month.

Senator HEING. It is wiped out by increased earnings?
Mr. NuNN. By the fact that our production has gone up since the

Spring, and they have been earning, since bay, more than they drew.
Senator VANDEnwBERG. When you say 20 cents out of every dollar

produced, is that on the wholesmle price?
Mr. NuNN. That is right.
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You see, at the start, in July 1935, their drawing account for each
week at the start was 921/2 percent of what they would earn in a full
40-hour week.

The difference was that they received this every week whether they
worked 40 hours or 30 hours, or didn't work at all. That was purely
an estimate.

On the 1st of January 1936--you see, under this plan, their income
increases automatically as the price structure increases, and as prices
were going up their income would "up," and we increased the draw.
ing account the 1st of January to 40 times what their old hourly
rate had been, and we now call it a differential rate because they
don't have a wage rate any more, but you do have to have a diFI
ferential rate because some men are more skillful than others, and
some do more work than others. They all have a rate that we call
a differential rate, and that rate has varied.

I think that you can better understand it if I put it in relation
to what they earned for 40 hours at the start of this contract. That
weekly drawing account has ranged from 921/2 percent to 1121/2.
In addition to that, in the good years, they have received approxi-
miately 5 percent extra payments because they earned more than
they arew.

ff you will permit me to say so, I think that if American industry
will share the gross dollar with the worker, it will prove a more
satisfactory plan than attempting a scheme of sharing the net dollar.

I like the idea of removing that conflict. I like the idea of making
it a common enterprise, which we have done. Now, you see, under
this l)an we don't buy the labor of our workers any more, they
sell it direct to the people who buy our product. Our interests are
exactly the same. We both have the same interests in putting in
labor-saving machines, we both have the same interests in efficiency,
we both have the same interests in eliminating any element in the
factory that tends toward discord or inefficiency'.

Senator VANDENBERo. Excuse me-how would you have the same
interests in labor-saving machinery, assuming that it might throw a
hundred of them out of work?

Mr. NUNN. No; it wouldn't throw them out of work under this
plan; pardon me, Senator.

Senator VANDENBUG. That is what I am trying to get at. Wly
notl

Mr. NuNN. Under this plan we can't lay anyone off. I think may-
be I should go back a little bit and explain that since 1915 we have
had a system in our business of never doing anything arbitrarily.
We have never hired a man, we have never discharged a man we
have never changed a rate or decided upon a vacation or a working
day without the workers agreeing to it, Under this plan there isn't
anyone laid off. If we put in labor-saving machinery that would
cut down the labor necessary; it would mean that until we had a
natural loss that we would have too many people, that is true, but
there wouldn't be anybody laid off; they would just have less work to
do until enough workers died or left, to bring it down to what was
needed.

As a matter of fact, we have had that situation once or twice,
although it hasn't been any large proportion of the workers. In the



IbiIOFIT-SIIARING SYSTEMS AND INCENTIVE TAXATION 143

shoe industry we haven't had any radical improvenientg in machinery
that would nlean a big change, and it might be a little embarrassing
if we were in all industry of that kind; it might be necessary to have
in our contract a provision that would enable readjustments due to
competition.

We recognize the fact that when our competitors are not on the
same basis that if there were some revolutionary change in the process
of making shoes, that we might not always be'able to pay 20 percent
out of the dollar; it might have to be changed.

Senator VANDENBraG. Is your contract with each worker individu-
ally or with the group?

Mr. NUNN. Oh, no; we have always dealt with our workers as a
group, long before this plan went into effect, since 1915.

Senator HERRiNO. But because of tie increased efficiency you turn
out more of your product in shorter hours, less working time, and
they would benefit in the same way from the profits, and would work
les- hours until you built up a bigger business?

Mr. NuvN. That is right, or until we lost eml)Ioyees.
Senator VANDENBERO. Unless you had such a'revolutionarv im-

lrovement that it would create a factor you couldn't overcome
Mr. NuNN. That is right. But we believe thoroughly that labor in

an industry should be an integral part of that industry. We believe
that what'is needed is more democracy in industry. We believe that
the workers should not only have a voice but a vote in everything
that affects th-eir welfare.

We believe that both labor leadership as well as industrial leader-
ship have been wrong in having too much power qt the top. Of
course our organization is a factory organization-I am talking about
the workers' organization-it is one that was not imposed upon them.
It is one that has developed in an evolutionary way since 1915. The
management has been; friendly to unions, has never opposed them. It
has been entirely the will of the workers themselves that they have
what they have.

But I think that the thing that they like about this organization
is the fact that they control it, that they'don't have imposed upon then
leadership, they have developed their own leadership and they like to
use that leadership. I think today that they would gladly associate
themselves with an international union if it were not for that fact, and
I think that that is a weakness in the national union set-up. I don't
think they have enough democracy, and I think the same thing applies
to industrial leadership. I don't. believe in the open shop. I believe
it is wrong to give to any man arbitrary power over ot her men. I
think that when a man is given charge of a department, as is often
done in an open shop, with the power to hire and fire and direct as
he pleases, without recourse that it is a dangerous thing; there is too
much power in one man, and it leads to these things that we have seen
over the last year or so. We doli't want quite so many dictators. That
is the way I look at it.

Senator VANDN 'iRo. At home or abroad?
Mr. NUNN. That is right, in political life or in industrial life.
Senator VANDENBERG. New Deal or old deal?
(Mr. Nuin laughing.)
Senator HIRlamNo. Wisconsin or Michigan.
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Senator VANDENBERG. Yes; or Iowa.
Mr. NuNx. And I would like to say this, too. I have been pretty

close to the working people for the last 35 years. I am convinced that
they are more interested in a job than they are in pensions and profit
sharing; they are more interested in having a job and having secu-
rity. I dont find that our people, even when they get old and
rather weak, want a pension; they want their job, they want to be
able to come to the factory and know they have a job. Security is
what they want.

Senator VANDENBERG. Well, where does this Nunn-Bush profit shar-
ing and retirement fund, that is described in this booklet, fit into this
situation you are discussing?

Mr. NUNS. It fits in in this way, that even though we have agreed
that 20 percent is a fair-tinder ordinary circumstances--a fair divi-
sion, 20 and 80, there are years that we feel that the capital interests
in the business have earned perhaps more in proportion to their
necessities, let us say, than labor has received for their necessities,
and that plan provides that the directors in those years can put into
this fund a part of the earnings, which is credited to th3 worker
at his retirement.

I will say frankly that I don't think very much of it. It is just,
a means we have found to do a little something additional, but I don't
like it very much for the reason that it seems a little too paternalistic.

Senator VANDENBERG, It is entirely at the option of the manage-
ment?

Mr. NUNN. That is it, exactly, and we are trying now to think of
some better way to do it. I am not pleased with it or satisfied with it.

Senator VANDENBERG. When you allocated this 20 cents out of every
dollar to labor, did I understand you to say that that was in agree-
ment with labor itself?

Mr. NUNS. Oh, yes.
Senator VANDENBERG. Did you undertake to allocate the balance of

the dollar?
Mr. NUNS. We have, to some extent; yes. The officers of the com-

pany receive a fixed percentage of the dollar; the office help receive
a fixed percentage; the shipping department receives a fixed per-
centage of the dollar.

Senator VANDENBERG. IS there anything confidential about it;
would you object to letting us have the figures?

Mr. NUN. The only trouble is that I don't believe I have them
not being intimately connected with those departments; that is, I
have been more responsible for the manufacturing end of the busi-
ness. As a matter of fact, I know I haven't them with me. I would
be lad to furnish them to you.

Senator VANDENBERG. Suppose later that you furnish them to the
committee. It seems to me that that is a very essential part of your
picture.

Mr. NUNN. I would be very glad to do that.
I would like to add one thing that I neglected.
During this period of -ome 31 years there has only been one man

separated from the pay roll. There has been one man discharged
and no one laid off in that time. Of course, the man that was dis-
charged-that was with the consent and approval of the workers.
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Senator H IaiNG. Is there an increased reward based upon effi-
ciency?

Mr. NUNN. Yes. This differential rate that I speak of goes up and
down according to effciency. If a man increases his efficiency, his
differential rate is increased.

Senator IlIm o. Well, as they get a certain percentage, of course,
if the costs go down and the profits go up, they do get an increase
as a result of that, although it is the same percentage?

Mr. NuNN. The same percentage, yes. It is possible that at times
the prices might go up and profits increase faster, that is true, and that
is the reason that we felt the need of some additional way to make a
fair division, but that balances up pretty well. Of course, other years
it is the other way.

Senator VANBE. CRG. Do you recall, offhand, how much of the dol-
lar is allocated to profit for capital?

Mr. NUNN. There isn't any part that is allocated; I can tell you
offhand about what it has been. In 1937 it was approximately 3 cents
out of every dollar. In 1936 it was a little less than 5 cents out of
the dollar. Those are representative years, I would say. As a matter
of fact, 1936 was above the average.

Senator HERRING. You have had no labor troubles, have you?
Mr. NUNN. No; we have never had any labor troubles.
Senator HERIo. These wages which you pay are as high as any

paid in competitive shops?
Mr. NuNN. The average hourly income for 1937 was 33 percent

higher than the average. The annual income of the workers, as far
as we know, was the highest of any shoe factory.

Senator HRiNG. That is, including the profit sharing?
Mr. NUNN. No; that is purely the 20 percent,
Senator HERRiNo. Purely the 20 percent?
Mr. NuNN. Annual income that is right.
Senator HERRINO. Wasn't there a Cooperative Shoe Co. up in Mil-

waukee that had six or eight hundred employees?
Mr. NuNNq. Not that many. There was a Cooperative shoe factory

there but they had only 75 or 100 employees.
Senator HERiNG. They did away with management and then

failed
Mr. NuN.. Well, they had management, but they failed. I am

afraid they didn't have very good management
Senator HFI aNO. Well, just proceed and tell us anything you can

recall of this mique system of yours, because it is most interesting.
Mr. NuNK. I think that I have covered what we have done pretty

well. I might just call your attention to the fact, however, that we
feel the wage-rate system is too rigid. As prices go up and as men
fight for an increase in wage rate, they don't realize that they are not
increasing their income. The very objective they are seeking is not
obtained, because statistics show that as the wage rate goes up the
number of hours worked goes down, and their income for the year
isn't any more. But everything that you buy costs more.

Senator HEmNo. What is your average annual wage, would you
, fr. NuNN. It was $1,346 in 1937.

Senator HERRINo. And that compares favorably with the average
annual wage of your competitors?
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Mr. NUNN. Yes. About half of our workers are girls, shoe mani-
faettiring is a very light industry.

Senator HERRtINo. So this is the average including four or fi'e
hundred girls?

Mr. NuNN. That is right.
Senator VANDENBERO. And that compares with about $1,000 a year

for the 10-year average prior to 1935; is that correct?
Mr. NUNN. It our business?
Senator VANDENBERG. Yes.
Mr. NUNN. Well, I don't recall those figures, Senator. If we have

gathered the figures, I don't recall them.
Senator VANDEN'BERG. Well, I think these figures from your records

would indicate-
Mr. NUNN (interposing). I would presume that would be about

right.
Senator VANDENBERG (continuing). 'hey would indicate that your

system has not only been successful from )our )oint of view but has
substantially enhanced the annual earnings of the employees?

Mr. NUNN. Well, it is bound to, because management now has an
incentive to regularize their production. They have to look upon the
workers as a part of the business. They can't just hire people indis-
criminantly when they need them, with the realization that they call
lay them off any day they want to, but we have to "stop, look, and
listen" before we put on additional people, because they are ours when
we put them on. So we have to constantly think of ways to regular-
ize, to not manufacture more goods than we feel there is a reasonable
chance that we can keel) on making, and we think that any plan that
gives management an incentive to regularize production is a good
plan.

Senator IIERanNo. How much does your volume vary with the
s-easons?

Mr. NUNN. It varies a good deal. I would say that if we made
goods just as we need them in this Milvaukee factory where we make
3,000 pairs of shoes a day, we would have to make 5,000 pairs at cer-
tain seasons of the year, and other seasons we probably wouldn't need
over 1,000 pairs.

Senator HEaRING. So you make them Up in advance?
Mr. NUNN. That is right.
Senator HERnINo. How do you control the styles; don't the styles

change oil yOu?
Mr. NUNN. There is a fixed part of our production that is staple,

although it is true there are many businesses that couldn't do it to
the extent, that we do. I appreciate that. But that makes no differ-
ence, I don't care how seasonal the business, every concern can lay-
there is a certain percentage of the dollar, either the added value or
the wholesale price, that goes to production workers, and I don't
care if they can only run 6 months a year, the worker has to live
12 months a year, and lie has to pay rent every month, and has to
buy food every day, and I think that his pay should be regularized,
and I believe It can be done.

Senator VANDENBERG. Iave you any information as to how thij
20 percent labor factor in your dollar cost of production would
compare with the labor factor in other industries and other busi-
nesses?
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Mr. NUNN. Well, most of them run from 20 to 30 percent, I think.
That is my observation, from what I know of it.

Senator VANDENBERO. Are all of your employees under this so-
called annual wage?

Mr. NUNN. I am glad you asked that because I neglected to
explain it.

At the time we put in this plan. every employee was under con-
tract, but the contract provided that ne," employees would be tem-
porary employees, would be classed as B class members of this
organization. The older members would be A class. These new
members would not participate in the cont:-act; they would be hired
on a temporary basis. They woul have seniority rights, but could
be laid off, but would have to be called back according to their senior-
ity when they were needed, and they would be on that basis until,
by agreement with the management and the class A workers, they
were promoted from class B to class A.

About 10 percent of the workers are class B workers now, but
even they have not been laid off.

Senator VANDENBERO. That is where you get your elastic
Mr. NUNN. That is right; but last'January when it developed

that we did have too many employees and it would seem that the
time had come to lay th<! B workers off, the class A workers asked
the management not to lay them off, and so they never have been
laid off; they stayed oa.

Senator VANDENBERO. We have heard a great deal about the merit
rating system under the Wisconsin Unemployment Insurance Act.
Have you any comment to offer on that 1

Mr. 'NUNN. I think, like a good many other things that Wisconsin
does, it is a pattern that other States should follow.

Senator VANDNBERo. You are in favor of the merit rating system?'
Mr. NuN. Yes; and I agree with Mr. Swope entirely in his remarks

on that. subject.
Senator VANDENBERO. Do you think of any other tax incentives

which might be offered to industry to encourage some of the social-
minded objectives that you have been discussing.

Mr. NUNN. Well, in l)rinciple, of course, I can't help but feel that
they %vould be good, but in practice I must confess I don't know how
it would be done.

Senator VANDENBERO. Well, that is about where we stand on the
thing.

Mr. NUNN. Yes; that is the trouble.
I do want to add just this one thiiJg, that it, seems to ine that one

of the great troubles in the past has been that during periods of
recovery and rising prices, and increased wage rates, management
naturally has been slow to increase wage rates because they realize
the difficulty of reducing them when it turns the other way; and
when they finally are forced to increase them, and prices have gotten
to a point where consumption goes down, that they are a am too
slow in reducing wage rates, and reducing prices to meet tie slack-
ened demand, and that any system that will take care of this thing
automatically and tie tip the interests of capital and leIor, in the busi-
ness is constructive-that is what we have found.
We went through 1920 and 1930, where we held up the wage rates

long after it was to the interests of the workers for us to hord them
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up. They would have been better off if we had reduced them so
as to have increased the amount of work we could have given them.
We thought at that time that we were doing them a service, but we
realize now that we were not.

Senator VANDENBO. Do you think they realized it?
Mr. NUNN. They didn't at the time but we try to do a good deal

of educational work in our plant, and I believe today they do, and
now, when the demand lets up we sit down with our workers and
talk about reducing prices of our goods, and they know that auto-
nmatically when we reduce the price of our goods that their share is
reduced also, but they also know that it may keep up their annual
income because it will increase sales presumably if we reduce prices.

And the same thing-we must be slow about advancing prices
because even though that increases their share, if it is going to slow
up business it is against their interests. We are thinking now in
terms of annual income, and I believe that is what is needed for the
worker to think of, annual income more and his wage rate less.

I believe that covers everything that I have to say.
Senator HnmxNo. Well, thank you, Mr. Nunn, we appreciate your

coming here very much.
Mr.F. Eberstadt, president of F. Eberstadt & Co., New York City,

investment bankers.
We understand you made quite an investigation in the subject of

incentive taxation, particularly as it relates to industrial production
and experiences abroad.

Mr. EnR~srArvr. I did, Senator, and I took the liberty of preparing
a very brief statement which I would be pleased, with your per-
mission, to read to you, and then answer such questions as you care
to have me.

Senator HiMINo. Proceed in your own way.

STATEMENT OF F. EBERSTADT, PRESIDENT, F. EBERSTADT & 0O.,
NEW YORK CITY, N. Y.

Mr. EBERsATrr. In one of his most famous decisions, the great
Chief Justice Marshall said, "The power to tax is the power to
destroy." The converse is also true, that the power to tax is the
power to create. The incidence of taxation may be such as to retard
or completely stop the wheels of industry or, on the other hand, to
create and stimulate it. In my opinion, the recession of 1938 was
due more to the effects of the undistributed profits tax than to any
other single cause. The protective tariff is an example of the oppo-
site effect of taxation.

Incentive taxation is in essence the reverse of the undistributed.
profits tax. While the undistributed-profits tax, in one form or
another, puts a burden on the manufactuier who desires to improve
his plant out of earnings and thus raises, Irequently to a prohibitive
point, the cost of such improvement, incentive taxation would offer
a particular inducement to those industrialists who devote earnings
to plant improvement and thus stimulate employment in a produc-
tive field.

The term "incentive taxation" is being currently used in many
senses . My remarks, however, are addressed to a rather limited
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field of application of the term inasmuch as it is my particular
desire to make the conunittee a suggestion which I think is reason.
able, simple, practical in application, and susceptible readily of em-
bodiment in the next tax revenue statute.

Rather than attempt elaborate definition I will paraphrase and
file as an exhibit with the committee a brie1 item which I wrote for
Printer's Ink magazine a short while ago.

The great questions which give concern to those who reflect on
matters of Federal finance are how and when equilibrium is to be
restored between income and outgo without severe penalty. In
what manner is industry to be speeded up to a point where it will
assume the extraordinary burdens which unemployment and relief
now place on the Budget? It must be amply clear to all that
economy, however important-that is simple and outright reduction
of Federal expenditures-is not likely alone to achieve this result.
I submit that the desired result can only be achieved through a
speeding up of private enterprise to a point where taxable income
increases and private business takes off the Treasury the extraordi-
nary burdens which it has been compelled to carry during the last
years. To paraphrase the words of Secretary Iorgenthau, "by
releasing the driving force of private capital"-before it is too late.

In my opinion there is a sound and simple method of accomplish-
ing a balanced Budget and stimulating a definite uptrend in busi-
ness. The depression created an emergency of unemployment so
serious as fully to justify immediate substantial direct Federal efforts
on behalf of the most acute sufferers. The process consisted of tho
Federal Government obtaining funds through borrowing and taxa.
tion which, in turn, were disbursed directly and through a variety
of projects, the process being a combination of relief and pump-
priming. It was, so to speak, the reverse of ordinary business,
and a process which obviously could not and cannot continue.

A permanent recovery lies only in the absorption of the unem-
ployed in the normal channels of business by corporate and private
employers, and the stimulation of business to a point where tax
reeipts become larger though proportionately less onerous.

It is clear that there can be no return to normal business so long
as building and heavy industry are inactive. The present Federal
tax structure contains elements which place definite obstacles in the
way of expenditures for building or other permanent extensions,
improvements, and betterments, and to the free flow of capital into
enterprise.

The gist of my suggestion is that these obstacles be removed and
the tax laws cha'ngedso as to create definite incentives for building
and the capital goods industries. In a few words, it is suggested
that in the impending revision of the tax laws Congress grant credits
on the normal and undistributed profits tax to business over a period,
say of 5 years, to the extent of X percent of annual profits for
amounts spent on building or other permanent improvements, ex-
tensions, and betterments, including new and up-to-date equipment,
and that like credits be given private individuals, whether such
expenditures be for residential or business purposes.

In order to expedite resumption of the capital goods industry and
building, it would seem advisable to give the largest credit for work
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commenced in 1939, reducing the amount of credit by a fixed amount
during the subsequent years.

rhe effect of this would be that tie funds in question, instead of
being collected as taxes, paid to the Government, and disbursed by
way of relief or pump priming, would be put to work directly to
stimulate private business. Money collected by way of taxes, so far
ts the taxpayer is concerned, and to a considerable extent so far as
the Government is concerned, is spent and gone and not productive.

To the extent that such funds are diverted into business channels
they would be put to productive uses, creating further business and
profits, or to improvement of home and living conditions. Thus, as
indicated above, there would be an exact reversal of the process of
the past. whereby funds taken from the taxpayer, in many cases
necessitating a restriction of his business, were disbursed unpro-
ductively by the Federal Government.

Such finds, under the above suggestion, would be spent by the
taxpayer for productive purposes in the direct employment of labor
on a permanent basis and would be an important factor in reviving
the building and capital goods industries, without which there can
be no real prosperity. Thus relief and pump priming would be
reduced and automatically tax receipts would increase, permitting a
balanced Budget with improving business without the deflationary
effect indicated in a straight slicing down of Government expendi-
tures and raising of taxes.

I do not suggest that incentive taxation, as I have outlined it. is
in any sense a panacea. I do say, however, that the wheels of indus-
try are still at dead center and that some inducement or incentive
is necessary to start them turning. Without desiring to enter a con-
troversial field or to assign blame or credit in any way, it cannot be
denied that the industrialist and employer have had a pretty dis-
couraging row to hoe these last years. Likewise there have been
many reasons which have made inaction and idleness on the part
of both employer and employee the more attractive and safer course.
When one contrasts this with the past spirit and history of this
country, it hardly seems that we are talking of the same place or the
same l~ople. I-istory offers no more tragic spectacle than destitu-
tion and idleness in this country, which is still a land of great oppor-
tunity and great possibilities, with an eager and ambitious population.

It is obvious tiat in the long run under the capitalistic system no
countr y. can prosper unless there is a gradual increase in wages and
other income, accompanied by a gradual reduction in prices of manu-
factured goods. This can only be accomplished through greater out-
put per man-hour, what the economists call increasing productivity
of labor. The route to this lies in putting more efficient machinery-
that is. better capital goods, at the disposal of management and
labor. Plant must be constantly improved if this objective is to be
attained. Unfortunately the picture in the country over the past
vears shows retrogression instead of advancement. A study made
!)y the American Machinist, one of the McGraw-Hill Publishing Co.'s
journals, took count of the metal working equipment of this country
rated according to age. The result showed that of 1,345,44' machine
tools in use by American industry, 65 percent were over 10 years of
age, thus unsuited to conditions existing today. I would like to file
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that study with the committee, together with certain other data and
charts furnished me through the courtesy of McGraw-Hill Publishing
Co. Inc., showing the volume of industrial building construction,
building permits, the estimated total value of all construction ini tie
United States, and the Engineering News-Record's construction vol-
ime chart (filed with the subcommittee). I present these figures to
show the tremendous volume of business which lies at the threshold,
provided private industry can be induced to go ahead.

No less impressive is the possible volume of business in the public
utility field, about which so much has been said of late.

quite apart from business considerations involved in a stimulm~iou
to industry through incentive taxation, the national-defense aspect
of the present conditions of our plant and equipment ill public utili-
ties should not be left out of consideration. The suns required to
accomplish this task from the point of view of national defense alone
cannot possibly be allocated from the Federal Budget. The job must
be done by thie companies themselves, and, I think all will agree,
in the national interest, should be done promptly.

I urge strongly consideration of incentive taxation in the form
mentioned above so as to make it more attractive and nore profitable
for industry to go ahead than to stand still or retract; to make it
more attractive and more profitable to labor to work than to be on
relief.

I urge strongly that without relaxing in any way the fundamental
obligations which an awakened social conscience put on the enm-
ployer, the next revenue statute contain provision whereby it is to
the unquestioned advantage of the employer to act in a manner which
is at the same time to his advantage, to the advantage of his em-
ployees, and to the benefit of the Treasury.

I have no doubt that if Congress will adopt the suggestion out-
lined above, an important step will have been taken to stimulate
business, to reduce unemployment, to cut down the Federal expendi-
tures and to increase Federal revenue without indulging in anything
undul experimental or which could by any possibihflyb have any
retarding or harmful effects on the economy.

Senator VAMNi DnBo. Now, Mr. Eberstadt, in your formula you
suggested that X percentage of annual profits be immunized by this
incentive taxation. Have you any idea what percentage X would
have to be in order to produce an adequate incentive?

Mr. EERBrAIr. There are two very important considerations in
determining the figure, and I shouldn't care to suggest any definite
figure without a much more careful study of the actuarial ends of
the question from the point of view of revenue production, but I
should think it might run as high as 50 percent, say, between 25 and
50 percent. A fairly good measure is the converse of the undis-
tributed-profits tax. That ran as high as 30 percent on the burden
side. Possibly the opposite experiment might be tried, trying it at
30 percent, dividing the credit over 5 years, say 30 percent, 25 percent,
20 percent, 15 percent, and 10 percent, as each year goes along.

Senator VANDENBEUG. Under your formula there would be no in-
centive except if the corporation was making a profit, would there?

Mr. EBERsTADT. No; because normal depreciation ought to take
care of the regular building, but one could imagine that. in the spring
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of the year, for example, the corporation would be justified in going
ahead on an incentive basis without knowing that disaster was going
to overtake it ini November. Profits are calculated on the arbitrary
12 months' basis, and a certain incentive would exist there because
of expectation, if you will, of profits through the year.

Senator VANDENBERG. Well, if the theory is sound--of course, I
completely agree with you-it seems to me that the formula ought
to offer some inducement to the corporation which is still in the red
and which perhaps can only hope to survive through encouragement
of the nature we are discussing?

Mr. EREmAPr. Well, Senator, far be it from me to suggest any.
thing in opposition to that. On the other hand, as you kiow better
than I the problem is extremely complex and extremely widespread
and full of ramifications and repercussions, and I desire particularly,
in the hope of seeing the experiment, if you will, tried, to confine the
suggestion to a rather reasonable and limited field. If it operates
successfully, experience will offer the guide for expanding its opera.
tions. But I think perhaps to make it a bonus system, or, on the
other hand, to make it a birch rod, because there have been authorities
on incentive taxation who jumped very quickly from the incentive
to the good boy to the spanking of the bad boy, and I think that
when you get to the point of spanking, the incentive element has
pretty well disappeared. So that my suggestion would be, and is,
that the effort be confined to a very simple credit on corporate taxes.

Senator VANDENBRO. I share your anxiety to keep the problem
simplified because, heaven knows, it is complex when you leave home
base, but wouldn't it be true that if the formula were as limited as
yours is, that the net result would be to make the rich richer, and
the poor poorer-that is, the corporations?

Mr. EBRsTADfT. I should doubt that. I hadn't thought of it from
that point of view and I can't answer at once. On the other hand,
your employment and your building is coming from those companies
ihat are making money. Whatever inducements you hold out to
those that are more or less consistent losers or even temporary losers,
one cannot expect from them any great contributions to plant ex-
pansion and building improvements. However you phrase the act,
and whatever its scope may be, your real contributions are coming
from those companies that are in the financial position to make the
improvements, and have a fair reason for anticipating that they
can use them profitably.

Senator VANDENBERG. I think you are probably justified in saying
that is the field in which to look for the improvements. I was
thinking more of the equity which the Government owes to all of
its citizens alike, and I am wondering whether it is justified in con-
fining its incentives to the prosperous, and offering none to those who
have got to struggle to be prosperous?

Mr. EnnsrArr. Well, Senator, the opportunities, I assume, would
be equal, and if incentive taxation were used as a basis to bolster up
tottering enterprises, to take the extreme case, I am rather doubtful
as to w ether that would work out because, take the marginal situa-
tion that survives merely by virtue of the incentive taxation, that is
a bonus to that particular company and I hadn't thought of it in
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that connection. I had thought of it more as the exact reverse, if
you will, to the undistributed-profits tax.

We were very much interested in the machine tool business in
1933-34, made a careful study of it, visited very many of the con-
panies, got acquainted with the association and with certain of the
companies. We saw the possibility of a substantial upswing in the ma.
chine tool heavy industry field, until the law was passed under which
the man who retained his earnings and invested it in plant ud prop-
erty was penalized to the extent possibly of 30 percent for making
that investment. In other words, instead of buying a lathe at list
price, if he bought it out of earnings, which is the way business in this
country has been built up, he paid, not 100 percent, but 130 percent
for that lathe.

Well, it was quite evident that that was the death knell of that
business so long as that continued.

Now, I have thought of this as the exact opposite, Where a man
is ready to improve his plant, and it is essential that he must, not
only to keep the nationa-defense point of view before us, but from
the'point of view of increasing the standard of living; it is impossible
to raise wages to the extent that they have been raised over the last
years, probably should be raised-I am not at all critical of that-
unless you can at the same time keep your costs down; rising wages,
falling prices on industrial goods.

The only way to make up the slack is through improved installa-
tions of a capital nature.

Senator VANDENBERO. Getting back to your formula and the prob-
lem we were discussing. Consider the United States Steel Corpora-
tion, which proceeds With a complete modernization of its plant out
of its accumulated surplus in a year when it is actually operating at
a deficit. Take the Pennsylvania Railroad, which electrifies itself at,
a time when it has no profits.

Don't you think that the same incentive by way of tax compensa-
tion should apply in that circumstance as it would if they were actu-
ally running at a profit ?

Mr. EBEsrAur. As you stated, Senator, it appears to be worthy of
thought. I had not considered that phase of the question. It may
be that that could be accomplished by a tax credit available over a
number of years. Certainly the Steel Corporation hasn't revamped
its plants on the expectation of continued bad business, nor has the
Pennsylvania electrified its roads oil the expectation of a continuance
of the present situation-and that might. be met by an available credit
to be taken any time over a certain number of years.

But that thought just occurs to me at the moment, I haven't con-
sidered that very important phase of the subject.

Senator VANDVNBERO. Well, it is important, is it not I
Mr. EBiSwTra. Very.
Senator VANDENBERO. Did I understand that you had made some

study of this problem abroad, as it has been developed?
Mr. EBERSTADr. Only in a very cursory way. Tfiis has been tried

in certain European countries, notably Germany and of course it has
gone very much further there. The incentive has even gone to the
extent of tax credits for the employment of labor, and while it is.
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difficult to say that the extreme improvement of plant and the extreme
uprush of industrial activity is due to one thing any more than any-
thing else, let's say they coincided, you had so many other factors in
that situation, a tremendous demand for munitions, that it is awfully
difficult to say that it was one particular thing. But it was used
with that in view.

Senator VANDEN BFU. The incentive taxes you are speaking of in
Germany preceded the era of the dictatorship, did they not?

Mr. EBERSTADr. No; they were just at the outset, the ones I am
talking about came along in 1932 and 1933, just at the beginning of
the upswing, before what I might characterize as the violent stages.
They were more or less in the experimental stages of the dictatorship.

Senator HUnINo. The practical repeal of the undistributed-profits
tax was a step toward accomplishing what you have in mind, wasn't
it?

Mr. EBERArADT. Yes; as far as it went.
Senator HmI o. Then you believe that through subsidy or in-

centive taxation, industry should be encouraged to build plant im-
provements and extend their plant?

Mr. EmxnAsrr. I hesitate to use the word "subsidy." I have so
much confidence in the independent power of industry going ahead
that I think the word "subsidy" is a little bit-

Senator HERRio (interposing). You don't consider it as incentive
taxation!

Mr. EBERSTADT. I wouldn't consider that a subsidy.
Senator Hnimxo. I am wondering what we are going to do with

the increased products when we get these plants all doubled up, vho
is going to buy them?

Mr. E BRST ur. I don't think there is the least problem along thoselines.
Senator HERRiNo. There is no shortage today is there?
Mr. EBEESTAUT. Very great indeed. Are you talking of the housing

field, Senator ?
Senator HERRiNo. Well, you know how that has been encouraged,

of course.
Mr. EBas'rar.. You asked me if there is a shortage. I say that

there is a perfectly tremendous shortage.

Senator HaxuNo. There is a shortage of buying power as well.
Mr. EBERsTADr. Not in my opinion, because the credit facilities are

greater than this country has ever known. There is no shortage of
demand and there is no shortage of need.

Senator HER R . Why don't they buy I
Mr. EBE AmDT. They are timid, there is a lack of incentive, shall

I say, buying incentive, incentive topo ahead. You have a popula-
tion that, 10 years ago, was proud of everything in connection with
our industry. Our plants were in condition, a condition which was
Regarded as the model for the world. Our industry was confident
and you used to hear the word "idealism" used. I don't hear that
used so much any more. It used to be that the simplest kind of an
industrialist thought himself an Idealist, a man with a great in-
centive. It is sort of unfortunate to see that gone. I say that it is
gone only on the surface. If given some incentive, not an im-
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poverished thing, I didn't mean subsidy, give him a return for his
efforts, not a hand-out.

Senator IERRIINO. Of course, I am thinking more of the ultimate
consumer, and his ability to pay.

Mr. EDERAurAD. Yes; I have no doubt of that either. Anotitr
season I si'ggest is that the ulti-zhate consumer is interested in con-
,tantly falling prices. It is impossible to have falling prices under
out, system of economy in industrial goods unless you improve youL-
plant. Where a worker gets $10 a day, let us Fay, against $5 a day
10 )ears ago, it is a very fine thing that he should get it, but it is
to his interest that he have at the end of his fingers a tool which will,
without greater effort on his part, turn out twice as much product
which can be sold to the consumner at half the price. That is my.
theory.

Senator HERRING. Would you favor incentive taxation to be usedin encouraging profit sharing with employees?
Mr. EBERSTAr. Senator, I am not familiar with that field. I will

have to be excused from commenting on it because I haven't had
experience in that field.

Senator HERRINo. That is one of the questions that has beeni dis-
cussed here.

Mr. EBEAsT[YF. Yes, I know but I am sorry that I can't reply
sensibly to it, and I hesitate to give an opinion.

Senator HErRIo. I am not certain that anyone can.
Mr. EBEISTAUr. I certainly can't.
Senator VANDEXIERG. I am very much obliged to you, Mr. Eber-

stadt.
Senator HrINmxo. We will recess until 10 o'clock tomorrow morn-

ing.
(Whereupon, at 2:45 p. i., an adjournment was taken until 10

o'clock Tuesday morning, November 29, 1938.)
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SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

TUESDAY, NOVEEBER 29, 1938

UNITED STATES SENATE,
SUBCOMMI'Irza OF THE OMMrIEE Ox FINANCE,

Washington, D.C.
The committee met pursuant to adjournment, at, 10:10 a. in., in

room 312, Senate Office Building, Senator Clyde L. Herring pre-
siding.

Present: Senators Clyde L. Herring (chairman) and Arthur H.
Vandenberg.

Senator HE/RRINo. MIr. George T. Trundle, Jr., president, the
Trundle Engineering Co., Cleveland, Ohio.

Just proceed with whatever you have to offer, Mr. Trundle.

STATEMENT OF GEORGE T. TRUNDLE, JR., PRESIDENT, THE
TRUNDLE ENGINEERING CO., CLEVELAND, OHIO

MNr. TRUNDLE. We are management engineers, consultants, and
while we employ only 50 men in our own organization, we do advise
management, who employ several thousand people.

We have had, in our organization, a profit-sharing system since
1929. We divide our profits, one-third for the employees, one-third
for reserves, and one-third for ownership.

Now that one-third for ownership may not always be paid out in
dividends, it may be used for expansion; while the one-third for
reserves is set up to insure steady employment and is used during
dull periods when men are not on assignment.

Senator VANDENBERO. How is the third to employees divided among
the employees themselves?

Mr. TRUNDLE. Percentagewise. It amounts to about 20 percent of
their salaries and it is paid monthly. Now we are not sure that the
monthly method of distributing profit sharing is correct. Next year
we are going to try it uarterly. We find the engineers are inclined to
treat that as a part of compensation rather than as additional com-
pensation, and we believe a lump sum of money will be used to better
advantage than the monthly rate-and we are advising our clients
to follow the same procedure.

We have one client who employs about 800 people. We installed
profit sharing there 3 years ago, and they are paying once a year.

Senator VANDENBERG. When you installed that system for the 800
employees, was it on this same three-way split?
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Mr. TRUNDLE. No, we set aside 5 percent for capital, 5 percent of
the net profits, and then on all profits beyond that, for every $10,000
increase we increased the chief executives' salaries. What I mean hy
the "chief executives" is those salaried people who are directing tfe
work of that business, such as foremen, salesmanagers and super-
intenennts and treasurers, ind those people, keeping their wag.?,
their salaries, down very low.

Then we have a junior executive group which participates, and
then the workers as a whole. That amounts to about 12 percent for
the workers in the shop, or 1 month's pay; and about 20 to 25 per-
cent for the junior executive group; and then goes up to aroundtfi0
or 7~0 percent, or.80 percent, for the senior group.

Now that senior group is working for about one-half a normal
salary, while those other groups that I speak of are working for full
salary or better than they are paying in the community.

We found in all profit-sharing systems that you must not let it be
a part of the compensation for anyone other than the chief execu.
ties. The workers down the line, or people under $300, must re-
ceive full salary.

Senator VANDENBERO. You prefer not to identify this employer
with the 800 employees?

Mr. TRUNDLE. I would prefer not to; I don't believe he would like
it. I Urged them to send in the information Rnd they refused to
do it.

We have installed four profit-sharing systems in the last year and
they all operated through 1037. In each case we found menageient
very anxious to have a profit-sharing system. We have not been
able to adopt a standard way of determining the amount of profit
sharing. That is one of the real problems. Some of them want to
take 10 percent, some are willing to take up to 25 percent, and some
only 5 percent. Any profit sharing to me is very important in stim.
ulating workers. In each case where we have installed profit shar-
ing, whether it was a coincidence or what, I don't know, but I do
know that their profits immediately increased, and a satisfied group
of employees resulted. That has always happened. Even in 1938
when companies within an industry are off, these people who have
profit sharing are considerably ahead of the whole industry. Maybe
you cannot give profit sharing credit for it, but I do. I say it has
had a lot to do with it, even with the workers in the shop. *

So I am enthusiastic about profit sharing, and I find most of our
clients want some form of profit sharing. They hardly know just
how to proceed with it, but they are seeking counsel and working
in that direction.

Senator HERRYNo. In how many industries have you installed a
profit-sharing systemI

Mr. TRuNDLE. About 12, now; and the largest number of employ-
ees has been 2,000 in any one industry.

We are now installing one in an industry employing 4,000, but
that has not worked yet; but we are in hopes to prsuade them to
make it retroactive for this year. Whether they will or not, I don't
know, but we are going to attempt it, and I think probably that will
happen.



PROFIT-SHA RING SYSTEMS AND INCENTIVE TAXATION 159

Senator HERRING. Do you find the same system will apply in most
industries, or do you have to have a different system for each
businessI

Mr. TRUNDLE. We have a system that we feel should be universal,
but we are not able to sell it. They bring up some reasons why it is
not good, and perhaps rightly so.

Senator VANDENBERG. What is the system you think should be
universal I

Mr. TRUNDLR. I feel that you should first set aside an amount of
money for ownership. I think that is important. We will say 5
percent, as an illustration. And then for all moneys earned above
that, a percentage of it goes to or should go to the employees.
Dividing the employees into three groups we think is important.
One group is what we call the chief executive group, taking in super-
intendents and the higher executives; and then the junior group of
foremen and office workers or people making, we will say, from $3,000
up to $5,000; and then the group below that.

Senator HERRINo. Do you base that upon the pay roll?
Mr. TRuNDLE. Yes; ahd pay it percentagewise. It is the easiest

thing to do. You can take your total pay roll, and if you have got
$100,000 to distribute you know what percentage that is of your pay
roll, and then there is no question about the proper distribution of it-

Senator HERRING. The higher-paid employee, then, gets a larger
share of tile profits?

Mr. TRUNDLE. Yes; but is paid the lowest salary commensurate
with the work.

We have found this-that the workers in the shop and the foremen
and the workers in the office have to be paid the prevailing wage in
the comminitv or better.

Now, for instance, this one company that I was talking about-the
highest-salaried man in the company is $6,000. I have cut their salaries
down to $6,000-one from $25,000 and another from $18,000-to
*6,000. They must earn their compensation through profit sharing.
At first they didn't like it, but now you couldn't take it away from
them, even though this year might be a considerable reduction over
what was their normal salary.

Senator HrRo. They get a larger percentage on their salary than
the employees thenI

Mr. TRUNDLE. That is right. I endeavor to give them as a straight
salaryy about half what that job should pay, and that comes in awfully
ice during a depression and when there is no business, because you

automatically cut wages. You don't have to go out and say you are
going to cut wages; you have automatically done it.

Senator VAN.DEN-BERO. Have you given any consideration to the
other problem we are discussing, namely, incentive taxation I

Mr. TRUNDLE. Yes.
Senator VANDENBERG. What have you to say about that
Mr. TRUNDLr. I am very much in favor of it. However, I believe

we do get that benefit now because in profit sharing we throw it back
into compensation on our books. However, that does not induce
other people to follow the same principle. If you have your incen-
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tive from a tax standpoint I ant quite confident that 1o5' mAntfac-
turers and businessmen will go to profit sharii-g, and wisely so.

Senator VANDENBERO. You haven't any specific suggestion as to how
tax rewards should be created and applied, have youf

Mr. TRuNLE. No, sir; I have not.
Senator HFRmNo. Those profits that you share in that way, of

course are treated as an expense, aren't they, in the business I
Mr. TRUNDLE. That is right; but an expetise only if they are earned.

It is not an obligation until they are earned, so that puts a very differ-
ent view from an operating standpoint in the forecasting of what you
are going to do in a business.

Senator HERuxo. Do you have anything else, Mr. Trundle, that
you would like to addf

Mr. TRUNDLE. No; I have nothing further that I can add. My
experience has been that. it does create a much better feeling with the
workers, and they make every effort to put in economies and eliminate
waste.

As an illustration I saw a sweeper pick up a piece of steel that. big
[indicating sheet of paper] that was thrown in a scrap barrel, lie
came to the superintendent and said, "You are throwing that piece
of steel away; we should use it; that is part of our profits." Now
when you call get workers to feel that way about it, it is'really acconi-
plishing something.

I find today-and have always found all my life-that you have
got to take workerss and your'employees into" your confidence and
assure them that you are doing the best yon can anti you need their
help, and then vyoti can be assured of their cooperation.'

Senator HERING. Well, do you advise these clients of yours that
they arrive at this through negotiation with the employees,*or (to you
give them a definite plan and let then follow it I

Mr. TRUNDLE. Ill several cases we ]lave discussed it with the em-
ployees; in others, we have not, we have just. told thlem about it. We

ave found that the employees are rather at a loss when you go to
them for help in working out such a plan. I find when you go to
them with a plan, if that plan is sound, they will follow it very
closely y and add to it as you go along, and of course that is exactly
what we want.

Senator HERaRING. Do many of these plants employ organized
laborI

Mr. TRUNDLE. There is one that has absolutely no union; the rest
of the plants either have one of the organized* unions or company
unions, and it never makes any difference to me which it is because
they are all reasonable.

Senator HERRINo. Do you think you could apply this with collec-
tive bargaining?

Mr. TRUNDLE. Absolutely, I think it is one of the best tools we
have. I am heartily in favor of that.

Senator HEaRiNG. Well, your experience is, then. that it aids effi-
ciency and lowers cost, increases profits, and does away with labor
trouleI

Mr. TRuNDLE. That is right, that is right.
Senator HERRINo. I don't see how you can ask for more than that.
Mr. TUNDLE. Give me that and I will take my chances with labor

troubles, because we don't have any anyway.
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I was called in on a job yesterday 80 miles out of Cleveland. The
company union had made a demand. I looked at it. The manage-
nient was all excited. I said, "Bring the group in." When they
came in I said, "You can have what you want, you have demanded it
and you can have it, but unless you will take steps to eliminate some
of the waste that we know exists here we must naturally expect our
prices to increase and therefore make us noncompetitive, and we must
compete in order to stay in business."

The spokesman for the group, who was quite a radical, said, "Come
on out and show us how to do it."

Senator HERRINo. That was a company unionI
Mr. TRUNDLE. Yes; a company union, but engineered from tie

outside I am sure, because I doubt if any group of employees with
no experience with a union could have drawn up the demands in the
form they were drawn up.

Frankly I am not afraid of high wages; they have never bothered
me at. all, ior wages usually only represent 17 cents on the sales dollar,
and that is a small amount.

Senator HEnRNo. Seventeen cents?
Mr. TRUNDlE. About 17 cents--and that is a small amount to battle

with.
Senator IIEwuUoN. Well, thank you very munch, Mr. Trundle. We

appreciate your having conic and given us the benefit. of your experi-
ence.

Mr. J. R. Ramsey, general manager of S. C. Johnson & Son,
Inc., Racine, Wis.-better known as the Johnson Wax Co.

We understand you have some rather unique policies up there. At
any rate you have been able to get along with competition that has
put some of the others ou,. of business.

Mr. RAMSEY. Not exactly; I think we have two or three thousand
competitors left, but we are reasonably successful in the way of har-
mony.

STATEMENT OF J. R. RAMSEY, GENERAL MANAGER, S. 0. JOHNSON
& SON, INC., RACINE, WIS.

Mr. RAMSEY. I think possibly I could tell you about it best in a
sort of historical way.

The firm is 52 years old. It was founded by S. C. Johnson, for
whom it, is named. He carried on for many years and flien his son,
Herbert, came in and when lie died the grandson of the folder, the
present H. F. Johnson, Jr., took it over 10 years ago, and they inaugu-
rated these policies as a sort of human growth. Therefore, if I use
the word "we" I can do it without blushing as it goes back to these
people.

Thiey always did that fundamental thing of paying good proper
wages, and they always furnished their employees with security; that,
is, no lay-offs in dul seasons, and no big gangs taken on in peak
seasons.

The more formal employee benefits began-well, such things as vaca-
tions With pay-back beyond our memory. I couldn't find anybody
in the office who remembered when they didn't have any vacation.

About the first really formal gesture was in 1917, when they started
paying a profit-sharing bonus, and that has been paid ever since
then, every year that we made a profit. There were two unfortunate
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years, 1931 and 1932, when we skipped it, but otherwise it has been
a continuous proposition.

The next thing that came along was in 1922 when they formed a
mutual benefit association, to which the employees contributed half
and the firm one-half. That took over the rather commonplace bene-
fits of sick benefits, hospitalization, insurance, and the usual smaller
chores.

Then in 1934 we put in a. formal pension system. So the set-up
now consists of three major elements this mutual benefit associ-
ation taking care of all the mine-run of doctors' bills, hospitals, sick
benefits, and the miscellaneous sports, recreations, bands, and that
sort of thing.

The pension plan takes care of future security, the men to retire at
age 65 and the women at age 60, with a pension equal to 11h percent of
their annual earnings since the plan started in 1934, and in addition a
past-service benefit of 1 percent of their earnings prior to 1934. That
pension plan is also mutual, the same as their benefit association,
insofar as services from 1934 on are concerned. For those past services
the com pany is paying entirely.

The thir thing is the profit-sharing bonus, which is paid the day
before Christmas and which is quite a sizeable amount. Last Chris&-
mas there was $202,000 distributed to about. 800 employees.

The J. M. B. A. and the pension plan are very, very definite things
on which they can count, this benefit association for the current things,
and the pension plan for the future.

The profit sharing depends upon the "ups" and "downs" of busi-
ness; as to which is the most important, I don't believe I could say.
It seems to me that all of those elements are necessary. that they all
fill a certain need, and they coordinate with each other and have
worked out ourproblem very successfully.

I think I could probably tell you more "in the line of what you want
to know if you have any questions you would like to ask about any
of them.

Senator VANDENBER0. Well, I would like to go into a little more
detail at the moment. about the third factor, iamely, the profit-sharing
bonus. You said that, $202,000 was distributed to 800 employees.
Upon what basis was the $202,000 figured-how did it happen to be

Mr. IRAMsEY. Based upon three things-the earnings of the indi-
vidual, the number of yea-s he had been with the company, and his
position in the company. There is a very definite schedule, starting
at the end of 1 year of employment, 5 percent and 6 percent, depending
upon the position.

A salesman, for example, would get 5 percent-
Senator VANDENBEMG (interring). You mean of his annual wage?
Mr. RAMSEY. Of his annual earnings. Office employers start at 6

percent. Then those percentages increase up to 10 years. After 10
years' service they remain the same. The maximums then range from
15 to 35 percent, depending upon the position of the employee in the
company.

Senator VANDE.nFRo. Are those percentages fixed percentages
regardless of the relative earnings of the company for the year?

Mr. RAMSEY. They are fixed for the time being, but the board of
directors could change then, in any year they so desired when earnings
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went. up or down. For instance, in those bad years of 1931 and 1932
we couldn't pay anything. In one year we paid just half of the theo-
retical amount. It we make more than we are counting on at the
moment, I suppose more might be paid. That is something decided by
the board of directors each year. That system is merely a basic plan.

Senator VANDENBERG. In other words, there is no continuity in the
formula itself except that a formula is going to be used?

Mr. RAMSEY. Except a formula as a basis for comparative fair-
ness for all concerned.

On that point of continuity it might interest you to know that
maybe one of the best things that ever-happened was the 2 years when
we didn't make any money and couldn't pay it. Everyone, includ-
ing myself, I guess, had gotten in the habit of counting on it every
year, and maybe bought a new car when we shouldn't, and one thing
or another. And these 2 years without a bonus sort of brought the
bonus quite forcibly to our minds that it was a profit-sharing
proposition.

Senator VAN.DENBERa. Are all employees who have been with you 1
year or more included?

Mr. RAMSEY. All employees who have been there 1 year or more
are included in that basic formula. Then those that have been there
6 months or less than 6 months get a flat payment of some sort, rang-
ing from 10 to 50 dollars.

Senator VANDmBERG. Is there any explanation to the employee in
dollars and cents to demonstrate to him why it was $202,000 that was
to be divided this particular year?

Mr. RAMsEY. No, sir; that hasn't been done. Possibly the thought
behind that goes back to the same thing that I just explained. Maybe
the idea is that it is not too good to count on it exactly.

If you have the fundamental things of good pay, pay above aver-
age for all positions, and a sense of security in your job, this third
thing psychologically may just as well be variab e.

Senator VANDENBiR. I wasn't thinking so much about the vari-
ability of it as I was that an employee might wonder why it was
$202.00 that was divided, instead of $252,000. Was there some
explanation made to justify that particular figure?

Mr. RAMfSEY. There hasn't been thus far, although it has been
explained to them in relation to company profits. For instance, they
know that it was more than was paid out to the owners in dividends.
It was around 23 percent of the net profit before taxes.

Senator HuRIaiNo. Twenty-three percent of the total profits was dis-
tributed to the employees?

Mr. RAMsEY. Of the net profits before taxes.
Senator HERiiNo. You would distribute 23 percent!
Mr. RAMSEY. That is what it came to last year, in round figures,

even before taxes. In simple sums, not the net figures on our
balance sheet, suppose in actual operation we made $110. We paid
out about $30 of that in taxes, leaving $80. Then we spent about
$30 in sharing it with employees, that is this bonus plus those other
benefits. That left $50. The owners got $20 in dividends, which left
$30 to be plowed back into the business. It went about in that ratio.

Senator VANDENBERG. What is the net result of this combination
of helpful relationships? Has it brought you industrial efficiency
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anti industrial peace to a greater degree than you would have had
without them?

Mr. RAMSEY. That is kind of hardl to answer. You asked about
that in your questionnaire and there 'ust isn't, any "before" and
"after" picture, because the thing has always taken place and there
has never been any trouble.

Senator VANDENBERo. You have never had any trouble whatever.I
Mr. RAMSEY. Literally never.
Senator VANWDENBERO. At least you can compare yourself with some

who have had trouble.
Mr. RAMSEY. I don't like to do that. They will just get mad at.

us and think we are putting ourselves up on a pedestal.
Senator VANDLNBERo. That would bear on the question as to

whether or not there was any direct utility in these factors?
Mr. RAMSEY. There evidently is. You can't expect 800 human

beings to go around waving flags and saying, "Yes, we are all en-
thusiastic," ani use some of the nice worls that were in your ques-
tionnaire. The best result, you se, is a negative result in that there
is never any trouble, and I an certain that everyone is satisfied within
the bounds of every-day human nature.

Senator LHauuxo. Your labor isn't organized, is it ?
Mr. RAMSEY. No, sir.
Senator HmRINO. Do you have anything else you think you might

suggest, Mr. Ramsey?
Mr. RAMSEY. Our company is comparatively small and I knowthat what we may say may not fit the big companies, the biggest out-

fits in the country, but I do want to say that. the flexibility of having
three plans, and incidentally of having each of those plans flexible
in themselves, is a more workable proposition than sitting down and
fixing an iron-clad thing that you are going through with for 20
years.

Conditions change, and you are dealing with human nature, and
you just. can't set. it down definitely.

In the bonus plan for example, we have 10 classes, as carefully
outlined as we possibly could figure out. Then we have class No. 11,
which is called "special." Mary Smith is not quite in this or that
regular class, and it is left to the discretion of the president or general
manager to adjust her in class No. 11.

And in the mutual benefit association, which is run by a board of
directors, of whom four are elected by employees, two appointed by
management, and one by the sales department to represent the out-
si]ers, they change their'bylaws. They have their rules but they have
a meeting and decide that Ole So-and-So did have awfully hard
luck and although we paid him his normal maximum 200 days' sick
benefit, we will carry him on for another couple of months. They
are all flexible and they are all human.

Or, take salesmen, under the pension plan-we ran along for a
couple of years and found that a salesman can't work hot-foot until
he is 65; his legs won't. last even if his head does. And a salesman
can't retire back to running an elevator, like a factory man can, or as
an office person can go on to just detail work. So we modified that
one day. If a salesman wears out at 45, 50, or 55 instead of giving
hin what lie would normally get, his own contribution plus 3 per-
cent compound interest, we throw in what the company contributed,
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too. So that salesmen who have left in the last year and a half have
enjoyed the full benefit of the pension plan as far as it was built up to
that time.

Senator VANDENBERO. What is the total amount expended by the
company for all three of these plans?

Mr. RAMSEY. I figured up pension and J. M. B. A. contributions
and some miscellaneous things, vacation pay-we even pay for holi-
(lays Christmas, Fourth of July, and so forth-and it was $118,000,
which plus the $202,000 bonus, made $320,000 for the year 1937.

Senator VANDEBiERG. What relationship would that $320,000 bear
to the profits of the company, in percentage?

Mr. RAMSEY. I figured it out after taxes, which isn't fair. That is
around 60 percent. Let me figure it back. These round figures that I
gave you before are the easiest to keep in mind. We made $110 total
in operating profit, and paid out $30 in taxes--30 to employees first,
then $30 in taxes, and then $20 in dividends to the owners, and then
$30 added to surplus which is plowed back into the business.

Senator VANDENENRO. Well, it is somewhere around 60 percent, I
should think.

Mr. RAMSEY. After taxes, it is over 60 percent. On later considera.
tion I decided that wasn't quite a fair way to figure it.

Senator VANDENBE RG. You are familiar, of course, with the Wis-
consin unemployment insurance law?

Mr. RAMSEY. 'Yes, sir.
. Senator V.NDENBERX. What have you got to say about merit rating,

pro or con?
Mr. RAMSEY. Pro, I guess-not a very considered opinion because

we haven't, as you can imagine, had a great deal to do with the law
except building up the required surplus. If you reach 71/2 percent of
your pay roll you drop down to 1 percent contribution, and if you
reach 10 percent, you cease contribution-and that has been about our
only thought given to the law. Not hiring and firing a great many
people, we don't have that problem to any great extent.

Senator HERRiNo. Have you any thoughts as to incentive taxation,
Mr. Ramsey, as to whether it would be helpful or not I

Mr. RAMSEY. I have very definite opinions; yes. I might even call
them prejudices, but they are certainly definite opinions. I think tax
incentives toward two things would be excellent, toward continuity
of employment and toward profit sharing.

I am naturally selfish in one way. If we are going to give that.
q30 out of the t110 to employees, that makes our goods cost that
much more, and somebody down the street, one of these thousands of
competitors, will hire some girls for $15 a week, and slap out some
stuff which makes it a little more difficult for us to sell our product.
And it seems to me inequitable that we should be penalized for it.
Evidently some of the taxes we are paying are going to help under-
paid people or people who are laid off. In the long run they must.
Hence I think it would be very just and fair to put up some sort of
incentive for both of those things that we are doing, profit sharing
and assurance of continuity of employment.

I realize that there are some practical details in the way of it
but I think a reasonably simple formula could be propounded and
could be tried for a year. You would run into some bugs in it, but
no more than in the undistributed profits or any other tax law.
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The percentage probably wouldn't mean an awful lot in a mone-
tary way but its psychological benefit would be wonderful. You
have tried all sorts of laws to make us behave. I say "us," but I mean
all employers. And they worked to a certain extent. But you can
catch more flies with molasses than you can with vinegar, and I
should like to see the other type of law or incentive tried for a change.

For example, if you allowed us to calculate our income return
in a regular way, and there was some special allowance for these
profit-sharing devices, take that $300,000, supposing you said, "Well,
you can take a special deduction of 50 percent of thatN, or $150,000,"
that would really mean about 16 percent of that saved ini taxes,
wouldn't it? It wouldn't be an awful lot of money, but even if you
chiseled that percentage down to where it didn't amount to many
thousands, there would still be the psychological incentive and some
feeling of-well, "they realize we are tryingto be decent and they are
giving us a little break." I think the psychological benefit would be
even greater than the monetary benefit.

Senator VANDENBURG. Would that be equally true, in your judg-
ment, if incentive tax credits were given for plant expansion and
for equipment replacement, and so forth?

Mr. RAMSEY. Yes; but to a lesser degree. This profit sharing prop-
osition is a voluntary giving away of your assets. If vou are just
putting them back into your plant, you are doing good,'yes, in pro.
viding labor, in buying the materials and all that-but you still own
the result. We lave, however, felt the inequity of the present tax law
very strongly in the last couple of years in building a new office
building designed by Frank Lloyd Wright, and if you know Mr.
Wright you know it costs a few more pennies than we started out to
spend-and we have felt rather badly about the Government penaliz-
ing us for wanting to save up profits to pay for that. But we haven't
crabbed to any great extent because the law has been very sensibly
modified.

Senator HERRINo. Unless you have something else, Mr. Ramsey, I
think that is all.

Mr. RAMSEY. I can't think of anything else except to reiterate
very strongly my belief in, and favor of, some tax incentive toward
two things, profit sharing and continuity of employment..

Senator Hmixo. I think you have made a very fine distinction
there, too.

Thank you very much, Mr. Ramsey.
We had expected to have Mr. Babcock, the treasurer of the Endi.

cott-Johnson Shoe Co., here this morning, but due to some causes
that came up suddenly, he isn't here and won't be here today.

Tomorrow we will *have Mr. Moss, the president of the American
Sash & Door Co., of Kansas City, Mo.; Mr. Kennedy, the vice presi-
dent of Cluett, Peabody & Co., of Troy, N. Y.; Mr. John L. Lewis,
president of the United Mine Workers of America; and Mr. Walter
Godspeed, vice president, American Box Board Co., Grand Rapids,
Mich.

Because of the inability of Mr. Babcock to get here today we will
be compelled to adjourn now until 10 o'clock tomorrow morning, at
which time we will resume with the hearings.

(Wh3reupon, at 10:50 a. m. an adjournment was taken until 10
o'clock, Wednesday morning, November 30. 1938.)
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UNITED STATES SENATE,
SuBcoMMiTriz OF THE COMMITTEE ON FINANCE

Washington, . 0.
The committee met, pursuant to adjournment, at 10 a. m in room

312, Senate Office Buihling, Senator Clyde L. Herring preiding.
Present: Senators Clyde L. Herring (chairman) and Arthur H.

Vandenberg.
Senator HEWNo. This is F. J. Moss, president, American Sash &

Door Co., Kansas City, Mo.

STATEMENT OF F. J. MOSS, PRESIDENT, AMERICAN SASH & DOOR
CO., KANSAS CITY, MO.

Senator HEunmo. Mr. Moss, will you just give us a brief history of
your business, when it was commenced, when you inaugurated this
profit-sharing plan, and what your experience has beenI

Mr. Moss. We commenced our profit-sharing plan in 1919, and it
has been continued up to this date. I might state that for the first
10 years we had profits to share, but for the past 9 years, as you are
aware, the building business has b.it perhaps more depressed than
any other line, the building and litinber business generally, so that
there have been no profits to divided in the past 9 years. In spite of
that, fact there has been no expression of dissatisfaction on the part
of our employees. They seem to understand and are just awaiting
better times.

Senator VANnEN HERo. How man. employees do you have, Mr.
Moss?

Mr. Moss. Normally, 350.
Senator Hmunto. They have access to the balance sheets and know

exactly what. the company is doing?
Mr. Moss. Yes.
Senator HEntiNo. Is that one of the reasons why you have had no

expion of dissatisfaction?
Mr. Moss. We have our books audited by public accountants every

year, and we pass out the report on the result of the past year s
operation.

Senator HE~tmiNo. I think that might have quite a good deal to do
with their being content under the circumstances. They realize you
are not making money, and they believe you are telling the truth
about it.
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Mr. Moss. As far as we can determine, I would say 95 percent of
them are entirely satisfied. Of course out of an organization of 300
to 350 men there will always be a few (liscontents, but it is not enough
to disturb the situation at all.

Senator VANDENBEBO. Well, I suggest that you proceed with an
explanation of the way your plan operates, Mr. Moss, the formula
upon which you proceed.

Mr. Moss. I would first like to proceed to state what I had in mind
when this plan was formulated, and then I will give you just a very
brief outline of the plan itself. -

I feel that vve are dealing with a tremendous problem, one that
has caused more disturbance in the last 100 or 200 years, perhaps,
than anything else. I have very definite ideas as to the rights of
capital and human beings. It might better be placed the other way,
a human being versus capital. I approached the problem feeling
that anything that might be accomplished, that wais worthy, would
affect millions of workers. Anything that will contribute to their
contentment, to a feeling that they are getting that to which they
are justly entitled, and then some direct returns in addition to tle
regular salary, would go far toward bringing about peace in the
industrial world. In my opinion, we will never have industrial peace
until some plan of fair distribution of capital growing out of business
is arrived at. It cannot be brought about, in my judgment, by vohin-
tary action on the part of capital or labor, or both of them, in the
absence of some incentive, for the reason that we have men who are
selfish and men who are inherently opposed to any kind of a profit
plan. For that reason I have felt that we cannot make general
progress in this sort of work unless we can enlist the support of
many reputable concerns, preferably of course a large percent, and I
think that can only be brought about by a measure of incentive
offered by the Government in the way of abatement of an onerous
income tax. That will effect a wide and fair distribution of capital
among employees, and I hope my plan will prove to be fair aid
just.

Now, when we deal with capital, in considering this matter, we
are dealing with billions, and I feel that we should keep in mind
that anything that injures capital or labor will injure both. It can-
not be otherwise. I feel that we must rvuove this cloud thrat has
been placed on capital by reason of false propaganda.

For instance, in that )eriod from 1931 to 1936 corporations in this
country paid into the Treasury some $18,000,000,000 in taxes. Their
total net earnings were only a little over $9,0000,000,000; the net
result being the confiscation of about $9,000,000,000 of 'Spital. And
all the time that this was going on, capital was being lambasted from
hell to Sheba as robbing the public, right at the very time that they
'were losing money by the millions. That, of course was brought
about by an effort on the part, of the demigods to ap zi to the voters,
to get fie elections. That has been indulged in ty both parties. I
am not speaking from the partisan standpoint at all, because one
is as guilty as the other, as fir as I know.

Senator VAN rDENIBEO. Not quite.
Senator HEBINo. I agree, not quite.
Mr. Moss. I mean some of them, some of each are as guilty as

the other. So it must be our aim, it seems to me, to strive for more
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fair and square dealings in business and cry down the man that is
crying down everything that is constructive.

'Senator VANDENBERO. I would like to interrupt you just for a
moment, Mr. Moss, to sustain your thesis with a figure that Senator
'Tydings offered in the Senate one day, because I think it is pertinent.
Ile pointed out from the records of tile Department of Commerce
that America's business in the 8 years succeeding 1929 paid out $23,-
COO,000,000 more than it took in. That was American business'
voluntary contribution, by the way, in an effort to help meet the
economic crisis. So that business is not always a robber, a horse
thief, or a pirate.

Mr. Moss. Those figures are about correct. While they differ from
my own, you notice I dealt only with corporations and ie deals with
all American business. That accounts for the diference between the
two.

Senator VANDENBERO. Yes.
Mr. Moss. Unfortunately, during that period when business was

going in the red and that propaganda was being spread people be-
lieved it, they thou ht perhaps that was true. They did not get at
the fact. I think tfley are now beginning to be awakened, but there
is a feeling, which is very general, that the corporations were rob-
bing the public.

Now, of course, that was directed largely against the large con-
cerns, although in the statement it was stated broadly business.

Now, I would not want to be understood as defending the actions
of some of the corporations, the large corporations. I think we have
bad members there, just as we have in churches.

Senator VA.D)E;BERo. And in Congress.
Mr. Moss. Ol1, yes; I forgot to mention the Congress. I have, in

the last 50 years that I have been in business, dealt with a good many
thousand concerns and I want to say that so far as the morals ;f
the businessmen ol this country are concerned, if the truth is known
they need no further defense. I feel that I speak authoritatively when
I say that American businessmen, by and large, perhaps 95 percent of
them, are on the square. They conduct their business on the square,
and as soon as we can get that message across to the people, the better
it would be. for all concerned.

Now, as to the suggestions I have to offer bearing upon the question
of distribution of capital or earnings from business, I will read, if
I may, from the memorandum that I dictated before I left my office.

The profit-sharing plan submitted herewith is predicated upon the
fact that in the last analysis there are but two factors of cost in any
product, or in the conduct of any business. One is invested capital,
including surplus, which remains permanently in the business and the
other is labor, including salaries, which is withdrawn as earned.

The plan contemplates that of a year's profits from the operation
of a business there shall be first set aside 6 percent-I will wish to
discuss that percent business a little bit later, if I may-upon the
capital actually invested in the business, and that of the remainder
of the profits, in excess of the 6 percent so reserved, a division should
be made between capital and labor in the proportion that each relates
to the cost of the operation.
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CAPITAL

Capital is real estate, buildings, machinery, merchandise, and funds
necessary for the proper conduct of the business; in fact, everything
with the exception of labor necessary for the operation.

LABOR

Labor is the factor supplied as the result of human effort, whether
mental or physical, and the plan implies that each worker should
receive returns in the exact degree that his effort and qualifications
contribute to the success of the business. There can be no more prac-
tical measure thereof than the amount of his wages or salary.

Thus it is the relation that the sum total of wages including sala-
ries paid during the years bears to invested capital that determines
the participation of each; i. e., if the total capital employed should
be $150,000 and the total wages including salaries should be $50,000
then it follows that capital should first receive a 6 percent so reserved
for it and then because it has supplied three-fourths of the cost,
should receive three-fourths of the profit in addition to the amount
so reserved. Labor having supplied one-fourth of the cost should
receive one-fourth of the profit as adjustment of wages. Thus labor
will have received all the profit on what it has put into the business.
Under this plan is applied the same yardstick to labor that is applied
to capital-so simple that a 14-year old boy can understand. Coupled
with this division of profits there follows an abatement or lowering
of income tax for the year in an amount equal to the wage adjust-
ment paid to labor in accordance with the foregoing described
proportions.

OBJECrIVIES

1. An equitable distribution of profits growing out of the operation
of the business.

2. Increased production due to mutual interest of labor and capital.
3. Less loss growing out of labor disturbances.
4. Reduced cost of production.
5. Increased purchasing power of those participating.
6. Reduced unemployment due to increased demand and production.
The extent to which a profit-sharing system is put into operation

will largely determine its success for the reason that if generally em-
ployed, it will have the effect of establishing a standard. The effect
on the income tax will operate as an incentive for industrial concerns
to adopt the plan.

It is fully appreciated that the Government needs the money and
could hardly afford to sponsor any plan the effect of which wo~ild be
to lower taxes. It is, however, quite doubtful if the final result
would be to materially reduce Government revenue as under this plan
with the principal stockholders of a corporation, having in many
instances large income from other sources, sharing in the profit on the
salaries they may be drawing, the effect. would be to raise their in-
comes to a hiighei bracket and the Government would realize a larger
amount of revenue from their income tax than it would realize in the
19 percent on the corporation's earnings plus an indefinite anioun
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from the individual taxpayer on its dividends. There would also be
the increase in the income taxes of other employees and over and
above all it would mean an impetus to business as set forth under the
objectives mentioned above.

Note attached examples of the typical working out with various.
size corporations.

Here I have six or eight examples of the result as it affects labor
and capital in various corporations.

Senator H.iimo. That may be inserted in the record.
Mr. Moss. That will go into the record for your examination.
(The matter referred to is as follows:)

Examples

1. 'ro illustrate results of a relatively small concern's operations in good year:.

Capital and surplus ----------------------------------------------- $50,
Pay roll qualified to share profits ------------------------------------ 15,000.

Net earnings before distribution of profits ------------------------ 8, 000
Owner's 6 percent on capital and surplus ----------------------------- 3,000

Amount distributed between ownership and employees ---------- . 000
7.69 percent on $50,000 to owners ---------------------------------- 3,84
7.0D percent on $15,000 to employees ---------------------------- 1, 154

2. To illustrate results of medium-size concerns' operation in only a fair year:
Capital and surplus -------------------------------------------. $ ,OD. 00
Pay roll qualified to share profits .------------------------------ 200, 000. 00

Net earnings before distribution of profits -------------------- 50,000.00
Owner's 6 percent ou capital and surplus ------------------------- 8 s0, 0D. 00.

Amount distributed between ownership and employees ---- 20, 000. 0)
2 , percent on $500,000 to owners ------------------------------- 14,285.72"
2"- percent on $200,000 to employees ----------------------------- 5,714.28

3. To illustrate results of medium-size concerns' operation In good year:
Capital and surplus -------------------------------------------- $O, OOo. 00
Pay roll qualified to share profits -------------------------- 225, OO. 00

Net earnings before distribution of profits -------------------- 75,000.00
Owner's 6 percent on capital and surplus ------------------------- 30,00. 00

Amount distributable between ownership and employees ---- 45,000.00
6.2 percent on $500,000 to owners --------------------------- 31. (4.43
6.2 percent on $225,000 to employees --------------------------- 13,965. 57

4. To illustrate results of contracting concerns of small capital and extensive-
profitable volume:
Capital and surplus ---------------------------------------------. $,000
Pay roll qualified to share profits ----------------------------------- 250,000

Net earnings before distribution of profits ------------------------- 15,250
Owner's 6 percent on capital and surplus ---------------------------- 1, .5W

Amount distributable between ownership and employees -------- 13, 750
5 percent on $25,000 to owners ------------------------------------- 1,250
5 percent on $250,000 to employees --------------------------------- 15

Mr. Moss. That, in substance, is the plan under which we have been
operating in every detail, except the suggested governmental participa-
tiln, the abatement.

110513-39-12
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Senator VANDE.NBFHO. Would you say, Mr. Moss, in your own ex-
perience, as the result of the use of this formula, that you had reached
Most of the objectives?

Mr. Moss. We are confident it has had that effect, but as I have
stated before, we will never get the full force of a profit-sharing plan
until it has been established so as to satisfy the employees themselves
that they arc getting their just dues.

Senator VANDENBEIIO. That is absolutely so.
Senator HERRINo. You have accomplished that through your plan,

you feel ?
Mr. Moss. We certainly have.
Senator HmmuNo. You have not had any labor trouble?
Mr. Moss. Not any labor trouble whatever.
Senator VANDENBERo. In spite of the fact that you have had no

profits to share for 9 years?
Mr. Moss. Yes, sir.
Senator VANDENBERG. Which is a rather remarkable tribute to your

operations.
Mr. Moss. Of course, I might state in that connection that one thing

that has operated to save us from that sort of trouble has been the
general knowledge of the complete cessation of building operations.
Our business at one time went down to 10 percent of normal business,
in 1933.

Senator HERRING0. The wages you pay, not considering the sharing
of profits, are equal to those paid by your competitors?

Mr. Moss. They are, and must of necessity be, otherwise we could
not get the workers; and not only that, we know that we are getting
the first pick of labor becat.we of the profit-sharing plan. Were it not
for that we would feel we could not continue sharing profits even ini
good years; we would have to average it up, don't you see.

Senator Hm.iamo. Have you given any thought -to the suggestion of
incentive taxation or conmpelsatory tax benefits to those who are
sharing profits?

Mr. Moss. Yes. That is what I was suggesting here. I would
suggest that of the profits distributed to the employees, the corpora-
tions income tax would be abated in that amount.

Now, as I suggested earlier in the discussion, I want to make a few
remarks bearing upon the interest, rate of 6 percent, suggested in my
notes. Of course, that is high as compared with the going rate at the
present. time, but it must be borne in mind that capital invested in
an industry assumes all of the risks growing out of the depreciation
of property or the change of conditions, growing out of a shift of
source of supply, or any one of a hundred different causes, resulting
in a shrinkage of property values, as I stated, which all goes out or
capital. Of course, there has been an abnormal shrinkage, we are.
all aware of that. So that the investment on a 6-percent basis I
think is fair, when you tUke into account the risks that is involved
in tying up a lot of money in bricks, mortar and real estate that
might at. any time become materially lower. i am offered literally
hundreds of industrial plants at. a mere fraction of their cost all
over the country.

Senator 1lmuII-o. You are not familiar with this interet charge
uniformly to be charged out before there is profit sharing?
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Mr. Moss. Only in this respect: As has been the case in the last few
years, no profits have been made, there have been only losses. If no
i)rofit has been made, why, no interest on invested capital could be
paid, and it should be carried over into the next year's profits.

Senator HERRING. That would be deducted in addition to the next,
year's interest before the employees would share?

Mr. Moss. Yes. In other words, to average up the 6-percent invest-
vient on capital.

Senator HERRI N. If you have nothing else you would like to sug-
gest, I think you have given us a very finepresentation, Mr. Moss.
Thank you. We will next hear from R. 0. Kennedy, vice president,
Cluett, Peabody & Co., Inc., Troy, N. Y.

STATEMENT OF R. 0. KENNEDY, VICE PRESIDENT, CLUETT,
PEABODY & C0., INC., TROY, N. Y.

Senator lIBRjio. Mr. Kennedy, would you give us a brief history
of your company since the inception of the plan that you have in
operation, and your experience with it ?

Mr. KENNEDY. Mr. Senator, we have no definite profit-sharing
plan, as it is formally known as such but I ani here today as the
result of the formation of a plan based upon my concept of the ob-
jective of the committee. It is a very simple plan, and perhaps my
concept is very simple too, but it is so simple that I have been able to
put it on these three pages, and I am going to ask Mr. Walsh, if he
will, to present that to you, and at the same time I would like to
submit copies to you so you may be able to follow him.

Senator HERRING. Will you read it, Mr. Walsh?
(The lan presented by'Mr. Kennedy is as follows :)

A SUoGESTION FOR CREATING AN INCt-NnVE FOR INCRFASING EMPLOYEE PARTICIPA-
TION iN THnE Paonrs or BusNEss

flo stimulate the distribution of revenue from business by means of incentive
taxation through reduction of income tax rather than by means of punitive
taxation through Increased Income tax.

To direct such distribution into the lower-bracket incomes of the workers
rather than Into the higher-bracket Incomes of the stockholders.

To assure business of governmental cooperation In Its efforts to make a profit
so essential for carrying on the business from year to year and thus providing
employment.

It seems at first that such a distribution would deprive the Government of
some tax income derived from taxation on the higher brackets of the stock-
holders. However, this thought Is soon dissipated when one considers that the
stockholders In the higher brackets are few In number and that such income
iq often frozen. In other words, is not put Into circulation by purchasing that
which would provide work for others and thus Increase the revenue of buslness.

A further commendation of the general plan is the social service rendered
through an impetus for the greater distribution of the revenue of business to
those who need It most.

Broadly, the proposed plan Is one to reward business for sharing to a greater
extent with the employees the profits of business. Obviously, this cannot be
confined to those few companies which have formal profit-sharing plans. If so,
It would be possible for a company to pay mediocre wages and at the end of
a year provide for a credit by a distribution, while another company with no
profit-sharing plan might make a larger proportional distribution of its revenue
through a higher wage scale throughout the year.

This presents the need of a plan that will provide an incentive for an increased
participation by the employees in the revenue for the year.
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It would be unfair to set this up on a basis of a reward in a reduction of
income tax based on an excess of wage distribution over an arbitrarily ixed
ratio covering all industries.

An industry such as the garment industry may have a high ratio of wages,
while the paper industry, because of its automatic machinery, may have a low
ratio, but it would be practicable to set up such incentive rewards based on the
ratio of increased distribution in pay roll to the total of pay roll and net profit
In excess of the ratio computed for a base period, say, the last 5 years, for any
one company.

In computing this ratio it would seem fair to deduct from the net profits
5 percent of the actual investment, as shown by the balance sheet, or on the
average of the actual investment throughout the 12 months. This would allow
for a fair return on any increase In investment due to expanded facilities or
improved equipment.

In computing the Increased ratio against the 5 years' base it would seem fair
to compute this on either the current year or the average of the last 3 years,
whichever is the higher. This would provide an escape from the consequence
of some contingency occurring in a single year, such as a temporary lo', of
market. It would also provide for possible rewards to those companies that
already have begun a greater distribution.

Basis, last 5 years: Company A CompIny B
Net profit (les 5 percent on investment). _ 20, 000 100,000
Wages ................................ 1 100,000 '20, 000

120, 000 120, 000
Ratio of participation:

83 16
120)100000 120)20000

96 120

400 8o
360 720

Next year or last 3 years: - -
Net profit (less 5 percent on investment)... 20, 000 100, 000
Wages ............................... 1 120, 000 30,000

140,000 130,000

85 23
140)l20000 130)30000

1120 260

800 400

85-83=2% 23-16==7%

3 2% increase 2 43% increase
83). 0O0 16)7. 00

In computing the wage distribution eliminate all participation of individuals who
receive $10,000 per year or over.

I Points.
To be deducted from tax on net income 2 points; 43 points but limited to S3

points. (See below.)
For every point of Increase In percentage of distribution there shall be made

a deduction on the net-profit tax of an equal number of points as represented
by the reduction In percentage. In other words, if the percentage of distribu-
tion should be Increased by 2 percent, there shall be taken from the 16%-percent
Imposition on net income 2 points, making 14% percent, but there shall be no
reduction in the income-tax Imposition greater than 8%4 points. It Is under-
stood that in computing the increased distribution the current year shall be
taken In comparing with the basic 5 years, or the average of the last 3 years-
whichever is more advantageous to the taxpayer.

Mr. KENNEDY. That is almost too simple, is it notI
Senator HERRING. You might proceed, then, with your explanation

of it.
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Mr. KENNED~y. You can see that my problem in preparing that was
to make something that was applicable to all industry. For instance,
I know of one industry that does a business of $250,000,000 a Year.
It ha's 10,000 enployeos. Therefore its ratio of wage distribu-
tion to its total net "profits would be rather small. I know very
intimately of another industry that has 7,000 employees and is very
happy i it can sell $2000,000 or $22,000,000. Therefore you
could not set up an arbitrary base on which to make a reward for an
excess over that base. So we have selected here a 5-year basis for
any one company as being the basis on which performance would be
computed.

Another objective of the plan as outlined in the preamble is to put
the money into the lower brackets, where its velocity would be greater,
where it actually would be spent, because we know money in a fat.
envelope will buy those things beyond necessities, and the very pro-
viding of those things beyond necessities will make for more empq)loy-
ment.

Then another feature of the plan is if a company wished to try
to get the advantage of a reward because of increased participation
and should increase its wages, and should at the same time increase
the cost of its product, it would naturally increase its net reve-
nue, which, in turn, would reduce the ratio of the participation
of wages to the total of wages and net revenue. So it has a brake
there. It seems very definitely to attain the objectives as I under-
stood them to be of the committee, to reward those companies who
did put into circulation more money, that put more money into those
channels where it would be spent.

Senator Himim o. Well, you would make these benefits apply re-
gardless of whether it is high wages or the sharing of profits? *

Mr. KEx N Y. Yes. The wage participation woulU be the total
of all wages paid, plus any profit-sharing plan, anything that ac-
crued to tie workers. We have eliminated in this particular plan
those who received more than $10,000, because it might be possible for
a company to take unto itself the reward of an incentive plan by ill-
creasing the higher salaries to such an extent that the total wage
bills would be very high, simply because the high salaries were ini-
creased.

Senator tERRIiNo. Those in excess of $10,000?
Mr. KENNDY. Yes.
Senator HRRIN.vo. Do you think this would encourage profit shar-

ing or higher wages?
Mr. K(ENNFDy. It would encourage profit sharing, as I understand

profit sharing, and that is some continuity throughout the year.
Profit sharing in a lump sum personally I am quite opposed to, for
two or three basic reasons, one reason being the employee receives
the amount in rather large sums, unusually large sums compared
to his weekly wage, and it causes a false standard of living, lie buys
a new radio, or a iew piano, on the installment plan because he h1as
money on hand and then it is not recurring again unless there be
profits. I like the company whose employees participate by a higher
wage scale through the year. I think tiat company is rendering a
greater social service and perhaps following a more prudent business
policy than one which does share rather large sums after a mediocre
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wage scale. But this does provide that a company which has-had sr
unusually good year at the end of the year will be adding to the
pay envelope a wage distribution all of which would be added
onto that which the employees receive and would be included as the
participation on the part of labor.

Senator HnERNG. Of course, that has been the fear of labor, that
profit. sharing would be at the expense of wages.IMr. KRNNzrY. It ought. not to be. I agree with them heartily on
that. I do not think it ought to be. I think a higher pay envelope
week after week is far better for labor and is really far better for
the employer too, because he really knows what his costs are going
to be to a greater extent. Primarily, I would say it would be a
greater social service to pay high wages throughout the year. I con-
cur fully with labor in that attitude.

Senator VANDnBrxO. Then there is not any war between the policy
of high wages and the policy of profit sharing?

Mr. KENNEDY. It would be better if you could have both the high
wages and profit sharing, and they both" fit into this plan. This plan
is a rather omnibus plan because it takes in all of those things.

Senator HERRINO. As a matter of fact, you could not have profit
sharing unless you had reasonably high Wages?

Mr. KENNFDY. I do not know of a company that makes profits and
that does not pay good Wages. I know a lot of companies that are
just struggling along and that are just paying the bare living wage.
I do not know what your point was, unless that was it,

Senator HERmmio. I know unless you pay at least the prevailing
wage scale you are not sharing profits.

Mr. KENNEDr. No; you are not sharing profits, and you are not
tang in business very long.

_ nator iHERWo. We have had many men coming before us in
the last, few days who employ anywhere from 400 to 65,00 people,
sharing profits and having no labor trouble, and all of them seem to
be making some money, even in these times.

Mr. KErNxDY. I think those are the companies that are making
money.

SeAstor IIF.RRINO. We find them all over the United States. Just
in the last few days we have had men who said they have no labor
trouble in their plants, and they are sharing profits.

Senator VANDENRERO. The conclusion to be drawn from the fact
that Senator Herring has just correctly indicated seems to be that
profit sharing, in its broad sense, in the -*nse they use it, is a good
business investment.

Mr. KzNNny. I think every good employer would concur in that.
Senator HRRINo. Well, this is very fine. We are very glad to

have this. We will include this in the record. If you have any-
thing else, Mr. Kennedy, that you would like to say, we would be
glad to hear you.

Mr. KzNxvm. There is nothing else I would care to volunteer.
I would be glad to answer any questions, sir.

Senator VAEnqtraO. You are not operating a profit-sharing'plan
in your own company?

Mr. KzNrtw . No: we are not. We have, Senator, on our books a
plan that is about 15 years old, that does provide for a participation
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on the part of the major executives on all income over I think it is
7-percent dividend to stockholders, Lilt that was in the halcyon days,
it has never been reached, we have never tasted blood on it, and we
never expect to. We believe we have expressed our profit-sharing
plan through our weekly envelope. I hope you will pardon me, it
sounds just a little boastful, but others have said it and I am just
repeating, that we have the highest wage scale of any company in
our industry.

Senator HzmNo. You have a large percent of women employed I
Mr. KENNEDY. Eighty percent.
Senator HERiNo. Eighty percent out of about 4,0001
Mr. KENNEDY. Out of about 7,000. We have about 4,000 in Troy.
Senator VANDEBER. T tica profit-sharing plan.
Mr. KENNEDY. I th is exceedingI
Senator HEni r hink that is all, 5 r. Ken
Senator VAND into. Mr. Chairman, while we are aiting I would

like to put in e rccoid a letter f . F. E. Fustg, vice presi-
dent of the wn Cork & Co., c., more, Md.
A letter im O. D. elof T Ohio i o Fin Ohio.
A letter mo M. I arker resi Jewel Tea Inc., ofBar,-ingt , 111. . .
A me randuni from tP, in depa e of the nnsyl-

vania R lroad, Philadelp atlupon pro-shar-
ing and ncentive. ation' ructi ay.

Senait r Hu % lhe n i ,v11 be i nl ed in

(The tters an o e as follows:)
C F9EAL 0o., 1

#I 31 id.,- reniber ,1988.
Mr. T. 1. VLH, _ •

TIcchptI Advtsor, Subcommf tW
Conm tee on FIRGMC en So8 e

R onT77, F BuIlding, kco;o. Ill.
D.~x Ma. WA I wish tor 1 your letter of Oct 25, and also

your telegram of -( ember 10, both addres.s,,d to Mri. McMan
Broadly speaking, re of the opinion that if a tax rew plan was adopted

on a liberal bais, that Qould have the effect of en going business expen-
slon, and should also encou g4,xpendltures for_ W of engaging in new
lines of endeavor.

We shall undertake to answer specifically the'questions set forth in the closing
paragraph of your letter.

(1) Would suitable tax rewards encourage you to-
(a) Increase your plant and equipment &aintenance expenditures?

(2) We feel that a liberal provision would encourage us to make expenditures
of this character.

(b) Expand productive facilities?
Our answer to this would be the same as our answer to (a).

(c) Adopt profit sharing; or
(d) Employ additional help?

(2) Could tax rewards be equitably granted? Because of the innumerable
questions that might well arise In the operation of a law of this character It Is
diffcult'to determine whether it could be equitably applied.

(3) What other measures do you believe ate essential for the encouragement
of capital in the resumption of normal activity and progress? Any plan which
will relieve or lighten the tax burden of a corporation, and thereby place greater
funds in its hands for expansion or distributloa among Its stockholders, we
believe will be beneficial.

Very truly yours,
F. E. Fu0mo, Vice Preddent.
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Tim OHIo OIL Co.,
Findlty. Ohio. N-orember 2?, 1933.

Office of the president.
Mr. DONALD DF.SPA,;,

Director of .Surrry, Subcommittee of
Committee on Finance of the United States Senate.

Room 77, Fcdcral Butldiig, Chioago, IMt.
My DAta M. DE sPAi1: Received your letter of November 10, wherein you

refer to comment contained in Schedule of Information relating to profit-sharing
plan submitted with our letter to you of September 7, 1938, said comment being
Zs follows:

"Such corporations should be accorded a graduated reduction in normal and
surtax rates In proportion that the amount distributed beats to the total net
Income."

You have requested that we fully explain the above by an example, and our
Federal income-tax delprtment has submitted the following:

I Corp ration Cor potlronA B

Net income .................................................................. $7, 000.000 $7.000,000
Carltal Invested ............................................................ 40.000 000 40, 0), (
Salhries to emplo)e ......................................................... 2 .000.00 " 2.00 ,003
Heasonable return ofS percent on cepitN .................................... 2, 00. 010 2. 000(), 0

Total berote protlt-shain Ph3 .................................... .| 4,000,000 4,000,000Subject to proItsharn, ra-n ............................................... 3 ,

The rate of tax on both corporations A and B is the saime up to this point.
If corporation A has plan of allowing employees to receive additional compen-
s uton of 10 percent of $3,000,C00, the corporation tax is reduced by 4 percent;
20 percent of $3,000,000, the corporation tax is reduced by 8 percent: 30 percent
of $3,000,000, the corporation tax Is reduced by 15 percent; 40 pvrcVrit of
$3000,000, the corporation tax is reduced by 25 percent.

Percentage figures used above are not la'ted on ni-ess,-lary information to
determine reasonableness thereof, but are used for purpose of illustration. You
will note that corporation B, not having distributed any portion of its net profits
to cmployees,receivesno additional tax reduction or credit asdoes corporationA.

Yours very truly,
0. D. DoN jn.

JT.wEL TF-, Co., INo.,
OFF-IC OF THE PRaSDEiNT,

Jewel Park, Barrington, ItM., September 10, 193.
Mr. TtIoMAs I. WALSH.

Tcchndil Adrii rr. Subrommttcc of Committee on Finance,
United States Senate. Chicago, Ill.

DFAR ME. WALSH: The subject raised by your letter of August 30 is4 bth
broad and difficult of solution. It is easy to agree with the principle that there
be the incentive of tax advantage to those who contribute to the increase in
employment and the distribution of larger benefits to workers, but it will be
much more difficult to work out a plat which will be relatively simple of
administration.

Without meaning to be trite, it scetus clear to ine that the best incentive to
increaseol employment and to a resumption of Amerkeat enterprise would he a
decrease in the needs for tax receipt%. If the present rates must be continued,
then even the assurance that they would not need to be further Increased might
be enough to arouse some of the enterprises in the country, even in the face
of the fact that many of the cards in the deck would re.,ain stacked against
the employer.

Before proceeding to the specific suggestions in reply to your letter, I should
liko to make two general observations:

(a) The present revenue act sufficiently penalizes the "feast or famine"
industifes-those In which there are wide fluctuations In employment and in
tarnings-but it penalizes such Industries only if there are years of losses
::ltvrnating with years of profit. From our point of view and as it affects
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our Industry, I see no reason for a change in this principle although others
may have a different point of view.

(b) Neither the law nor the regulations now provide a discount for the
prepayment of tax liability, although interest is charged at the rate of 6 percent
per annum on deficiencies. It is suggested that consideration be given to the
provision of a discount for prepayment to the end that government may be
earlier In receipt of taxes due.

There are three fields in which, it occurs to me, corporate and individual
employers should properly be rewarded for increased efficiency. Employers
with the best showing or with an improved performance over base, In these
lerliculars, are contributing directly and measurably to the economic welfare
of the country and would be further encouraged to do so by relatively small
tax advantages. The tax concession need not be anything like enough to pay
the cost to the employer but it should be sufficient to impress the fact that the
contribution has been recognized and is valued by the Federal Government.
The three factors which I believe to be important are these:

1. The average weekly employment during the tax year of larger numbers
of men and women over those employed by the same business in the "base"
year, with adjustments upward in the base for businesses or activities pur-
chased but no adjustments downward for business sold.

2. For the maintenance or increase of full-time (52-week) employment.
3. For distributions to workers over and above established pay rates whether

such distributions are by means of bonus payments, profit sharing, wage extras,
or otherwisee.

Purely as a suggestion as to the method by which such tax incentive might
be made effective, it is suggested that the item (1), numbers employed, the
base year be made 121 and that for each increase of 10 percent in the number
of full-time average employees per week one-half percent reduction he allowed
in the Income-tax rate on the profits of the employer with a maximum credit
for 10it percent increase employment (I. e., a maximum reduction in the cor-
porate tax rate from 1t to 14 percent, plus additional credits now allowed by
law). This one suggestion of means is submitted with the realization that it
is an encroachment on the field of the technical expert in the drafting and
administration of the law, but I believe it to be entirely practical and to hold
the promise of much goo.

The tax'incentive must be relatively substantial if it is to serve as Incentive
f(or further improvement in employment and not alone as reward for those few
organizations which have already increased employment.

Sincerely yours,
31. II. KsaxE, Preaidenf.

THE PENNSYLV'ANIA H InzoAD. Ae- t'NTIN'O lI)TAusIENT, I'llsnADnLPI A, IIA.

IxNMTr1iv TAXATION

The ensylvanila ltailroad Co. has, of course, like other concerns, given con-
sideration to profit-sharing systems for its employees, but the financial condition
of the railroads in the last few years has been such as to preclude the possibility
of Its being seriously consid-red. However, if the definition of "incentive taxa-
tion" Is extended to include the employment situation, then from a railroad point
of view It should receive very serious consideration.

The spirit of Incentive taxation is recognize by a number of the State laws
which have merit rating provisions, such merit rating provisions providing for
a reduction in the amount to be pald under such compensation laws, dependent
upon the stability of employment. Forty-one of the State laws (including Alaska,
Hawaii, and District of Oilnmbia) contain provisions for merit rating laws of
other States make provisions for its study, and only two of the States have no
provision in regard to merit rating.

Proceeding upon the basis that employment would assist the Government by
reducing the number of persons unemployed and on relief, then for those cor-
porations which have provided employment t*yond what might be considered
normal or average, such corporations would receive some reward in the way of
Incentive taxation by a reduction in their Federal income, exciss-profits and
capital-stock taxes. the amount to be expressed in a reduction of their taxable
income for the three taxes mentioned above.
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In other word, any year In which employment, expressed in hours paid for, is
in excess of the average for 10 years, or some constant test period, then there
Should be some allowance made in taxable Income for such excess. However, the
basis might start from the year 1931 and be for such period less than 10 years
until the 10 years Lq reached, and lten one year could be dropped and a year
added, etc. No penalties should be added when the hours paid for by an
employer In the railroads ves below the average, for the reason that the taxable
income drops very materially as a result of a deprisslou. However, such an
incentive as suggested would have a tendency to keep up employment rather
than decrease It.

As an instance of what took place on the Pennsylvania Railroad: In the 7
years ending 1937 the average per annum of hours paid for was 25&000,000 and
In 1937 It was 289,000,000, 1937 being an increase of 12 percent over the average.
For each 1-percent increase In the number of man-hours worked in any particular
year over the average for the 10 years there could be allowed as a deduction
against net taxable income an amount equivalent to one-half of 1 percent of the
estimated increased compensation paid, which would he calculated by taking
one-half of 1 perce-n of the Increased man-hours and applying thereto the average
rate of pay per hour. The following concretely Illustrates the above statement:

'ATking ihe year 197:
(a) Excess hours of employment 31.000,000. or 12 percent.
(b) One-half of I percent for each 1 percent would be equivalent to 6 Itercent

Increase.
(c) Six percent of 31,000,000 hours would be 1.800,000 hours.
(d) One million eight hundred and sixty thousand hours at average rate of

70 cents per hour.
(W Reduction in taxable income equivalent to $1.30 2.000.
(f) Redclnion In taxes (income). $247,380.
It should be noted that the reduction is not in taxes but in the amount of

taxable income.
The above specific illustration may not be the proper mathematical table to

work out incentive taxation based on giving the employer a reward for the
hours of labor he provides, but it contains the nucleus of an idea which could
be worked out-perhaps it should be more, perhaps less.

Senator HUnRING. This is Monsignor J. A. Ryan, of the Catholic
University, Washington, D. C.

STATEMENT OF MONSIGNOR T. A. RYAN

Senator HFRmNo. Monsignor, we know of your work and your in-
terest. in some of the proposals in the resolution under which this com-
mittee 'as appointed. We appreciate your coming down here and
talking with us about your experience. You may proceed as you
wish.

Monsignor RY.AN. The last. few years have witnessed a considerable
increase of interest inl profit. sharing, )articularly among busine.mien..
and legislators. While the majority of both these groups shrink from
fundamental changes in the industrial system, some of them realize
the necessity for some modifications. An organization of businessmen
called the Industrial Relations Counsellors sponsored a study in the
years 1936 and 1937 of profit-sharing plans in the United States and
-Great Britain and near the end of the latter year published their find-
ings in a volume entitled "Profit Sharing for Wage Earners," pub-
lished by the Industrial Relations Counsellors, Inc., New York.

In the spring of 1938 a subcommittee of the United States Senate
was appointed to study the whole subject. Organized labor is mostly
hostile, or at least indifferent, to profit sharing because it has, in a
large proportion of instances, been useed to discourage unionism or to
serve as a delusive substitute 'for higher wages.

As a matter of historical fact, profit sharing has not been an im-
portant feature of American industry. According to the volume
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mentioned above "the record of profit sharing is mixed." The total
number of plans initiated in both Great Britain and the United States
have not exceeded 1,000; considerably less than 200 are now in opera-
tion in this country; and the arrangement "is only applicable in a
business with a record of fairly stable and continuous profits." In

general, this volume, or report, intimates that no rapid or widespread
increase in the number of profit -sharing leans is to be expected.

There are only two existing types of profit sharing that seem
worthy of thle name or deserving o;f serious consideration. In) one of
these dividends are paid at the same rate on t e stock held by the
capitalist and wit the annual sum osf wages received by the workers.
The other type divides the total profits which remain after stock
dividends, wages, and all other expenses have been laid, equally
eween the owners of capital as a whole and the wage earners as a

whole. Perhaps the best-known instance of this type is that carried
on with considerable success for many years by lthe Louisville Varnish
('o. under the direction of its president, Col. P. 11. Callahan. How-
ever, the profit-sharing scheme there has not been actually working
the last year or two, I think, and it was not during the greater part
of the depression.

Neither of these plans nor any other is completely logical or scien-
tific or capable of being widely'successful. In fact, there is on1ly onle
kind of profit sharing which meets these requirements, anid it has
never been put into actual operation. It resembles the second of the
two plans just described inasmuch as it would distribute only surplus
I)rofits; that is, those which remain after the aynent of reasonable
dividends and reasonable wages. It differs fromin that arrangement
inasmuch as it would give none of the surplus profits to the owners
of capital stock as such. All the surplus would go to labor, that is,
to the receivers of wages and salaries, to everyone who labors in the
corporation in any capacity, from the president to the lowliest em-
ilovee. And the division should be in proportion to the regular wages
and salaries.

There are two reasons why the owners of capital should not share
in the surplus profits: First, because they do not, need this incentive
in order to perform their functions as owners and stockholders;
Second, because, as such, they perform no significant amount of labor.
If they receive a sufficient rate of dividends to induce them to place
and keep their money in the business, there is no good reason from
the viewpoint of either economics or ethics why they should get
anything more. They are as well off as the preferred stockholders
in any existing corporation, who never receive extra profits of ally
sort. *It has been suggested that the dividends should be cumulative,
that dividends which have been omitted or reduced on account of poor
business in 1 or more years should be paid up before any new surplus
profits are distributed In view of the grave and increasing evil of
fixed bonded indebtedne in our industrial system, however, this
suggestion is of questionable value. The necessary protection for the
stockholders could be provided by an adequate dividend rate.
Ethically, the method is unobjectionable, as Pope Pius XI points out:
Capital has a right to a share in the product but the amount of its
proper share is determined by the common good; if the capitalists
are willing to place and keep their money iu a concern the common
good is adequately safeguarded.
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On the other hand, giving all the surplus profits to those who per-
form any active function in a business concern would relate rewards
to efforts and provide the strongest kind of incentive for more and
better efforts. After all, one of the principal merits of pri-
vate operation of industry is that, it encourages the entrepreneur, the
active director, of a concern to do his best because his rewards or
profits will be large or small in proportion to his efforts. To be
sure, his best efforts do not always bring proportional returns, owing
to his own incompetence or to risks which he did not adequately esti-
mate; but the number of instances in which this inducement has been
effective and fruitful is so great that there is still an abundance of
business men who are willing to take the risks for the sake of the
rewards.

Since this principle or policy has proved itself in the case of the
directors of business, why should it not be equally effective with
regard to all classes of employees? The practice o? giving surplu-
profits to owners and stockholders merely as owners and stockholders,
when they are already adequately remunerated for their ownership
function,'is uneconomic and unscientific. To give this variable and
contingent share of the product to all classes of workers in proper-
tion to their wages a'ld salaries would be at once economic and sci-
entific. It is unnecessary to emphasize the increased interest in their
work and in the good fortune of the employing concerns which would
be created in the great majority of employees if this additional
remuneration were made available.

Another reason, and a more fundamental one, for adopting this
type of profit sharing is the effect that it would have upon the dis-
tr'ibution of the product as between capital and labor and the con-
sequent good effect upon industrial prosperity. Any device or ar-
rangement which gives lalr more and capital les will help to
achieve and maintain full employment and full operation of cur
industries.

The recent, or present, business recession became inevitable on
account of the chronic disproportion between saving and spending
which has existed for the last 50 years but has greatly increase
since the beginning of the present century. In the volume on Amer-
ica's Capacity to Consume, the Brookings Institution attributes the
recent increase in the rate of saving to the notable increase in the
national income which has enabled tie population to save more, 'and
particularly to the relative increase in the incomes of the upper
classes. Too much of the national income or national product is
saved and too little is consumed. Too much goes to capital and too
little to labor and the farmers. Three-fifths of the savings in 1929
were made by that. 10 percent of the population having incomes of
over $5,000. " Of course almost all the savings of this 10 percent
came out of interest anl dividends. If the members of this group
had received considerably less interest and dividends, the total sav-
ings of the country would have been smaller, the excessive capacity
for production would have been lower, the incomes of the wage-
earners would have been higher and their volume of purchases larger.
Thus more business would have been done, a smaller productive plant
would have been operated more nearly at full capacity and there
would have been less unemployment.
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Under this plan, the conduct, direction, operation, of al industry

would obviously be in the hands of its workers of all classes. These
,owers might be exercised, as in the present system, by tie board

of directors, acting alone, or in cooperation with a part or all of
those who are ordinarily called employees.

In 1932 the late Robert S. Brookings, the wealthy man who
founded the Brookings Institution, advocated the enactment of a
law by congress s which would require corporations operating in inter-
state ;,r international commerce to take out Federal charters.

The new articles of incorporation (lie prolpsed) while securing to capital
a fair return at a fixed rate of interest anti dividends, risk considered, would
divide all additional profit or accretions in the form of labor shares between
the employees (management and labor) in the ratio of their individual contri-
bution, probably as recorded by their wage or salary co.upensation.

That is taken from his little book, The Way Forward, pages 17
and 18, published in 1932 by the Macmillan company, New York.

The only notable difference between the Brookings plan and that
described "in the paragraphs immediately preceding is in the re-
quirement that the surplus profits should not be distributed in cash
but take the form of a special kind of securities, called "labor shares."
On these the holders would draw dividends. The shares held by a
person who had ceased to be an employee (through death or other-
wise) would be sold to the company at their book value.

Apparently, Mr. Brookings d,&rived this plan from the "Com-
panies Empowering Act," which was passed in 19,24, in New Zealand.
Although the labor shares do not form part of the capital of a
company, nor have any nominal par value, they enable to holders
"to attend and vote at meetings of shareholders, * * *." In other
words, the New Zealand law combines labor partici nation ill profits
with labor participation in management and control. Undoubtedly,
this would contribute greatly toward making labor, to quote Mr.
Brookings, "in reality the partner and ally of capital." There is no
reason why the labor shares provisions of the New Zealand Act
should not be included in the Federal incorporation bill which has
been introduced in the United States Senate by Joseph C. O'Mahoney.

Senator HEnnINo. Do you have anything *else you would like to
suggest, Monsignor?

Monsignor RYAN. No. I was very much interested in this par-
ticular kind of device for profit sharing, in fact, I wrote about it in a
magazine 14 years ago. Shortly before he died, Mr. Brookings sent
me a copy" ol a booklet-not a booklet, just a pamphlet-in which
le had t his plan outlined. Very nicely bound, this particular copy
was, too. Ife wanted me to send it to the Pope, because the Pope
had shortly before that published his encyclical on reconstruction
of the social order. I sent it to the Secretary of State to be given
to the Pope and got a nice letter back, and gave it to Mr. Brookings,
but I sai to Mr. Brookings, "I had this thing about 10 years ago."
I sent him a copy of it.

Now, of course, this revolutionary proposal, as I say in the text,
is not in existence anywhere, but I think it is the only profit-sharing
scheme that will amount to anything, and I cannot see anything
unsound about it. Of course, the dominant consideration is that
there are not any surplus profits to distribute until fair wages are
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paid and capital is getting enough interest to induce it to stay in the
Eusness.

Now, that is the theory, anyway. How it can be worked out, oi
when, or if ever, I do not know.

Senator HEmRIro. I was ilterested in the figures you gave as to
the profit-sharing plans in effect in this country. Ie made quite a
search. It refers to 100 or 175, or something but, as a matte- of
fact, to show the inadequacy of those figures and the wisdom of
this survey, we have located over 2,500 profit-sharing plans in eflct
in this country in one form or another, depending upon the jttdg.
inent of the management as to what is best for their employees,
and we have located already 490 direct profit-sharing plans in effect
in America today.

Monsignor RY.vN. I got these figures from this lubfication.
Senator HERmINO. That is true; and until this survey was com-

nienced and partially completed no other figures were available
anywhere. We will have something that is very definite and will
show that profit sharing is increasing in this country much faster than
it has been generally believed.

Thank you very much, Monsignor. We are mighty glad to have
your contribution.

STATEMENT OF WALTER GOODSPEED, VICE PRESIDENT AND
TREASURER, AMERICAN BOX BOARD CO., GRAND RAPIDS, MICH.

Senator HEmRo. We will appreciate your giving us a brief history
of your business from its inception, how you came to put in the
systern that you are employing, and so forth.

Mr. GOODSPEED. Well, our business started about 1903, I believe,
and we are in, I figure, six separate industries, and I mean by "in-
dustries" types of business in which we have separate types of coi.
petition, and I think it is an important point to bring out in explain-
inpg the type of wage-payment methods that we have as compared
with others because our problem is to compete in six different in-
dustries anId it makes a different problem on profit sharing, I feel,
than other companies are facing.

I wonder if I understand fully just what is meant by profit sharing
as your investigation discloses. I may be incorrect in that under-
standing, and I would like to have some questions answered. Is it
not a wage-payment method that is adjusted on fluctuation in profit
and losses

Will not the payments to labor under these plans be deductible
as expense under thie income-tax laws? Is that true?

Senator HERRINo. I think that is now true.
Mr. Gooospia. It would seem to me that these systems would tend

to result in higher wage payments in prosperous times and in lower
wage payments in periods of losses than other wage-payment systems.

If a company is paying a fair return to its employees and stock-
holders, and has an effciency incentive system that is fair to its em-
ployees, a change in its wage-payment method cannot, it seems to
me, over a period of years, increase the total pay roll on the average,
or the total dividends.
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The wage-paynient method of tile American Box Board Co. can
be explained as follows: The company agrees to pay all employees,
wages (hourly earnings) equal to the average paid. by competi-
lion per division. It is to be noted that each division is a part
of a separate competing industry. If our efficiency is found to be
higher than the average, we agree to pay higher hourly earnings, and
if efficiency is below the industry average, hourly earnings will fol-
low. In such cases where it is impossible to compare efficiency, it
will be assumed that our efficiency is equal to the average of competi-
tion. In comparing efficiencies, employees must not be penalized
because they are working on less efficient machinery than competitors,
nor will they be rewarded because they are working on more efficient
machinery.

Rates within each division will be balanced by the use of job
analysis. By this method job analysis is maintained as a factor in
rate determination, and at the same time the average rate per man
per hour by division is kept in line with the industry. Jobs on which
industry comparisons are impossible will have their rates set by job
analysis.

The result of this system or method of wage payment in our coin-
pany over an 8-year period, 1930 through 1937, inclusive, has been as
follows: Total pay roll, $5,603,635.54; total earnings on the common
stock, $025,252.75. It should be noted, however, that in 1932 our com-
pany paid considerably higher wages than the average of competition.
I would like to stress ihat point and have it kept in mind.

The amount earned by the common stock represented a 4-percent
average earning per year on its appraised book value of $15 per share.
However, the common stock received in dividends only 1.6 percent or
$250,726. The balance of the earnings was placed h, capital addi-
tiona and in increasing working capital. I sincerely feel that had
any wage-payment method been used by the American Box Board
which would have resulted in a material increase over these years in
the pay roll at the expense of the common-stock holders, more than
50 percent of the jobs of our present 550 employees would have been
lost for the reason that the common-stock holders would have sold a
substantial part of the company and its operations would have been
shut down and moved to other locations.

It should further be noted that the earnings on the common stock
varied from a plus 15 percent on its book value to a negative 10
percent. It should also be noted that the tax which was paid over
that 8-year period was $433,04.91.

I feel that the wage-payment method we are using in our company
is to be preferred to so-called "profit dlivisionl systems" because-

1. The wNage earlier under our method is not Penalized by thle
inefficiencyo management, the inefficiency of machinery, the ineffi-
ciency of location, the size of the working capital, and so forth.
These things he has no control over or responsibility for, and there-
fore we feel that as these factors fluctuate he should neither be
penalized nor rewarded.

2. Under our system, efficiency of labor is promptly rewarded and
guaranteed. Under profit-sharing systems usually it. is necessary to
wait until the end of the year when profits are determined to arrive
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at their divisions, and if there are no profits, high efficiency may
never be rewarded.

3. It seems to me there is an incentive under profit-sharing systems
to postpone the payment of as much of the wages as possible until
the end of the year. In prosperous years this will allow bigger tax
rewards, and in unprosperous years postl)onewl wages may not have
to be paid at all. Under our system, within 7 days all employees are
paid in full for their services and efficiencies.

4. Further, our system, if adopted by our industry, would tend
strongly to prevent recurrent "competitive wars" (sales as low as 50
percent below costs) being fought off the wages of the industry's
(rni)loyees. Most profit-sharing systems, it sees to me, would encour-
age this type of competition, because the employees would be forced
to join in carrying this burden.

5. Our company is divided into six divisions, and we compete in
six inidustries. Ohen one or more of our divisions show losses, while
the total operation of the company shows a profit. Those employed
in divisions or in industries which are showing losses would, it seems
to me, also share in the profits, and thereby obtain higher wages than
competing workmen in companies having their business in a single
industry. The result would be that our costs would be higher than
our competition, and we would obtain less work for our men. Our
wage method has been established to carefully avoid this serious and
disastrous result.

In short, I feel that the profit-sharing systems may make for hap-
pier industrial employee relations until these employees learn that
it is more than a glamorous title, and that they have much to lose
and little to gain by changing from their present wage-payment
methods. Is not sharing of the profits also a system to share the
losses, to share management's inefficiency, to share a company's pos-
sible poor location, or to share the losses or gains from inventory
speculations? There seems to be more to say ag , list profit sharing
from the employees' point of view than from tie employer's; how-
ever, no wage-payment method that is unfair either to employees or
stockholders will work.

Our employees asked for a "split in profits" after the termination
of the prosperous year of 1937, and upon the above explanation
overwhelmingly decided to keel) our present wage-payment method.
Why should oir employees and stockholders be l)enalized by incen-
tive taxation because of their decision?

Senator HRiRINO. You have about 550 employees?
Mr. GoorspzE. Yes, sir.
Senator Hsmi.o. About what is your average wage
Mr. GosPEED. You mean hourly.'weekly, or yearly?
Senator HE naNo. Either way; I don't care.
Mr. GOODSPEED. Our minimum wage at the present time is 45 cents

for men to about one-half of 1 percent of our employees, the base rate,
without premium or bonus. For men: average hourly rate, 63 cents;
average weekly rate $26.32.

Senator HERJRINo. Is your labor organized?
Mr. GooDsrzm, No, Sir; it is not.
Senator HMuNo. Do you have any labor trouble
Mr. GooespEm. No, sir. It has been organized; and they gave iti,

their charter some 2 years ago.
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Senator HEmiNo. Do you know about. what percent of your whole-
sale price is paid to labor?

Mr. GoowsPEE. Our wholesale price happens to be our retail price.
They are the same.

Senator VANDENBERG. How much of your production dollar goes to
labor?

Mr. GooosPrYO. I would say about 35 percent goes to pay roll.
Senator, might I ask you a question about this incentive taxation?

In our correspondence I have felt that I have not fully understood
it, and I would appreciate any enlightenment. Perhaps badly stated,
it sounds to me as though incentive taxation is a threat to those
companies who do not accept a voluntary course of action, that they
must carry the tax load of those that do. We feel that we are shar-
ing profits as much as it is possible to do so, and still keep our com-
pany going, but in our own manner and in our own way, and it
may not be called profit sharing according to your later definition.
You may Lave a group of industries and, let us say, it is 50 percent
that have a wage-payment method; that is, within the definition of
profit sharing, and you have 50 percent that have not. Now, all
that industry together must bear a tax burden of, let us call it, an
artificial figure of $2,000,000,000. Now, as you give tax awards and
relief to the one group, is it not true that that tax must be raised,
must fall over on this other group? So, it becomes a punitive tax
not to follow the voluntary course of action that is offered, because
this later group of industries and companies must carry the tax load
of these people or these industries that have been relieved.

As a matter of fact, it may be so burdensome that this group of com-
panies will be forced to fall into a profit-sharing system and that re-
suilt will be accomplished.

Senator VANDENBERG. The best answer to you would be to,4arry
the example into the analogous field of State unemployment compensa-
tion laws. You are familiar with the fact that some States have the
so-called merit rating in connection with fixing the unemployment
compensation?

Mr. GooDsPEEz. That is right. I think Michigan has, has it not?
Senator VANDENBERG. Do you believe in merit rating?
Mr. Goosnw. Absolutely.
Senator VANDENBERG. That is precisely the thing that incentive

taxation is. That is incentive taxation. That is a reward to the in-
dustry which, through its own operations, succeeds in keeping its
unemployment to a relative minimum, whereupon the tax rate rewards
it in deree for its success.

Mr. iooDsrEw. Yes.
Senator VANDENBRG. Now, undei your previous statement, of

course, that seems to throw an alternative burden on the inefficient
employer who has not. earned the merit rating, but still you say you
believe in a merit rating, so it would seem to me that you believe in
incentive taxation.

Mr. Gooorwm . As I understand the merit rating, the method of
taxation is the setting aside of a fund of money by each company to
take care of their own unemployment their problem. Now, if
they are able to minimize the amount of that unemployment through
their own efforts it seems to me that that is setting aside their insur-
sance program, because their risks, like a fire risk, are less. It seerns

110513--39-----13
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to me that is in an entirely different category than incentive taxation
as attached to profit sharing.

Senator VANDENBERG. I t think the analogy is rather clear. I do not
want to debate it with you here. I would like to say this to you, Mr.
Goodspeed. I know Mir. Goodspeed's company in our city, a thor-
oughly progressive company, and Mr. Goodspeed is a thoroughly pro.
gressive businessman. The mere fact he appears to disagree with
what we are calling profit sharing is no sign that he is not socially
minded in his attitude, so far as I am concerned, because I know bet-
ter. I think, Mr. Goodspeed, it was very fine of you to come down
here at your own request to present your criticism of the theory of
profit sharing, because the theory certainly is not 100-percent soind,
and it is just as important to identify the pitfalls as it is to find the
advantages.

Now, what, I get out of your testimony is this: You are actually
profit sharing in your own way at the present time, under your own
wage system, only your form of profit sharing has not fallen within
what you deem to be our definition of profit sharing.
Mr. GOODSP.ED. That is right.
Senator VANDENBERG. That is the only difference between us at

the moment.
Mr. GooDsPEED. Of course, Senator, perhaps I do not understand

what profits are. Profits, it seems to me, are the increment that goes
to the stockholder, and the only wvay I know you can split it would
be to have the stockholders disgorge and give back to the employees;
that we get a certain amount of money from our sales and (hvide
that up between our stockholders and our employees. If that is
what is meant by profit sharing, we certainly share profits.

Senator VANDENBERG. You certainly are. You have indicated that
in your judgment a more limited fdrrnula of profit sharing is not
wisely applicable. That might be true. Senator Herring and I have
started upon this journey with the distinct understanding that we
would not propose to try to dictate any formula to anybody, be-
cause we completely recognize the fact that industry is so complex
and diversified in this country that you cannot standardize a formula
of this sort. What we are endeavoring to do is to create a record
of authentic experience of American industry with profit sharing, so
that out of that record the employer who voluntarily wants to use
any of the information by way of application to his own operations
can do so with the feelinj that he is consulting a dependable source
of information.

The fact that you doubt the wisdom of the application of this
theory in your particular industry would not lead you certainly to
quarrel with the businessmen who paraded across this forum in the
last week to demonstrate clearly that direct profit sharing has in-
creased the efficiency of tlieir plants, has actually increased the
earnings of their conpanir i, has not only produced 'industrial peace
but has made a progressive, expanding prosperity possible, an( fre-
quently they credit profit sharing with a substantial portion of this
ha ppy resuIt.

0Now, the businessman who finds himself in that attitude I am sure
you would be happy to have him continue upon his own way.
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Mr. GooDSPE. Absolutely, providing I would not have to share

in any of his taxes.
Senator VANDNBERO. Exactly. Your story is on the record now,

and those that do enter on the things you do, and those that enter
on the things that the other fellow does can have the benefit of the
parallel, and can do just as they please, as far as we are concerned.
Personally, I am very much obliged to you for coming down.

Mr. GOODSPEED. I have enjoyed it, and I hope I have given you a
little picture of our industry, which is an interesting one because
of its wide fluctuations. We are in a prince and pauper industry.
Our industry makes boxes for all industries. We have sharp com-
petitive conditions, pti larly during these times because of the
alpid expansion in te South of the Kraft operations.
There is one point that I left out that I would like to make. I am

wondering if under a profit-sharing incentive taxation system
whether or not the inefficient management would not be a favored
operator, because his cost would be lower than the efficient manage-
ment's cost, because his wage rates would he lower because he had
no profit to share. That would be an unhappy result if that was
the cave, I think you would agree.

Senator HERRmo. It would be if that would be the case; yes, sir.
I suggest you might obtain a copy of the evidence that has been col-
lected from these other ven who have taken a different position. It
would be of interest to you.

Mr. GOODST-FED. I would be glad to study quite carefully the final
findings of your committee.

Senator HERRiNo. We will s that you get it.
3Mr. GOODSPEED. Thank you.
Senator HERRIo. We will recess until 2 o'clock.
(Whereupon, at the hour of 11: 40 a. m., a recess was taken until

2 p. ni., of the same day.)
AFS'OON SSION

Senator HERRINo. We will next hear from Mr. Lewis.

STATEMENT 0F JOHN L. LEWIS, PRESIDENT OP CONGRESS OF
INDUSTRIAL ORGANIZATIONS

Senator HEmNo. Mr. Lewis, I know you are fairly familiar with
the purposes of the resolution and what we are attempting to do.

Mr. LFwis. It is very complimentary on your part to say so.
Senator HErri.,o. I think you said you have a statement prepared.
Mr. LEwis. I have a very brief little statement, if you will allow

me to read it.
Seinator HaRruxo. If you will do so, please.
M.r. Lzwrs. Mr. Chairman,. and Senators, consideration of plans

of pi'ofit sharing bLtween employers and employees presupposes the
existence of profits to be distributed. However, labor has not been
afforded, in the past, any opl)ortunity to participate in the affairs
of management which nmia result in either profit or loss. TIe pricepolicy and volume of production of any cor-pration, to mention but
two determining factors in the question of profits, are never neg-
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tiated with the labor unions representing the employees. The rate
of profit lies entirely in the hands of management.

Yet testimony has been adduced before this committee urging a
policy that labor accept as part of its just compensation a participat-
ing share in profits which are completely beyond its control or in.
fluence. Labor's disillusioned experience in regard to profit-sharing
plans has been that they have been used as a device to avoid the pay-
ment of an immediate decent wage and made labor dependent upon
haphazard industrial and financial policies of management.

The Congress of Industrial Organizations presents1 as its contri-
bution to the stability of industrial relations, collective bargaining
with employers in regard to wages, hours, and working conditions.
Labor organizations are a necessary instrumentality to achieve the
economic strength to obtain wages which -will afford a decent stand.
ard of living for the working men and women of this country.

In engaging in collective bargaining labor unions must give heed
to the economic factors which prevail at the time of such negotia-
tions. However, a worker and his family must, live and his only
source of income for livelihood is his wages. A period of falling
income and profits for industry due to its own miscalculations or mis-
handling of its affairs of management must not carry with it an
equivalent slashing of wages for the workers.

The maintenance of the wage standards of this country through
the efforts of the Congress of Industrial Organizations has been one
of the greatest contributing factors to the brevity of the depression
out of which we now seem to be emerging. Increased wages and
higher standards of living for the workers of the country mean
increased purchasing power for the real consumers and thereby in-
creased demand and productivity for the benefits of industry.

Labor cannot eat or live on hopes of participation in profit-sharing
plans. Immediate higher standards of living achieved through col-
lective bargaining with labor unions is the best guarantee policy for
the continued expansion of industrial activity and profits from
management.

That is my formal statement, Mr. Chairman.
Senator HEmo. If you have any other observations you may go

right ahead; Mr. Lewis. We would be glad to have any suggestions
you have. You have read the testimony that has been presented,
or some of it, have you not?

Mr. Lwis. Only sketchily, Mr. Chairman. I have not been able
to keep up with it entirely.

Senator HERRINo. There was some suggestion as to profit sharing
also meaning the sharing of management. Many of these men who
testifiz. here have had the most satisfactory results, and they have
testified they arrived at the sharing of profits through negotiations
with labor, and even some of them, Ithink by collective bargaining.

Mr. li.wis. Unfortunately, these profit-sharing devices have been
too freqaiently put forward as a sul titute forbona fide collective
bargainmn. Those plans have oftentimes been used to augment or
bulwark the company union or employee plan of representation, and
have been used as a substitute for modern collective bargaining. The
result of the inability of the workers to have very much to do with
the question of the ratio of profits, or the earning of profits, aind



PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION 191

the policy of management in sales volume and other things of im-
portance bring about a, lack of confidence on the part of the average
man, the average worker, in those plans.

Senator IIERRiNo. Do you happen to know of any industry that is
sharing profits with employees whose employees are members of
your or anizationt

Mr. Is. I think there is a substantial number of such em-
ployees who have become identified with our organization subsequent
to the establishment of the profit-sharing plans. I do not at this
moment recall the name of any corporations who have instituted
profit-sharing plans since they have made collective bargaining con-
tracts with unions of the employees. k%

For instance, the General Electric plan has been established for
quite a long time. However, that was instituted years ago, before the
General Electric made collective bargaining agreements with legiti-
mate union organizations, and that plan, which has been spoken of
probably before the committee, gave very little participation notably
in 1935, and perhaps this year, and there is very little coming to the
employees of that corporation, which, of course, is one of our premier
corporations, perhaps one of the best. managed and most progressive
corporations.

Senator HERR INo. As I recall it, it was testified that they have
organized labor and this plan was arrived at through negotiation,
and they had no difficulty in arriving at what each agreed was a fair
basis.

Mr. Lzws..We believe if any industry or a concern is making
profits that would permit them, if they desired, to share those profits
with the employees, that they will have no difficulty at all under
collective-bargaining practices in making the necessary adjustments
of the wage structure so as to permit the employees to have a higher
wage. In fact. I think the unions will cooperate at all times on any
suggestion from the corporations that they wanted to modify the wage
structure upward.

Senator VANDENEMRO. That is the interesting point, Mr. Lewis, at
which the equation enters. Most of these employers who have been
here, who am profit sharers, so to speak, have started out by insisting
that profit sharing cannot be a substitute for adequate wages. We
can all agree on that, I assume. Now, after, let us say, completely
adequate wages have been established by collective bargaining, is there
not a-

Mr. LEwjs (interposing). You bring up the question there, Sena.
tor-pardon me-

Senator VANDxNBuRo. Yes.
Mr. Lawis. As to what may be a completely adequate wage.
Senator VANDxNao. Let us assume, for the sake of the argument,

that you would say it is a completely adequate wage.
Mr. Lxwis. I could only say that for the moment, but at some other

time that may not be true.
Senator V,,NDNBE O. I understand. What I am reaching at is

this: After Iyou have stabilized the wage at what could fairly be said
is adequate, is there not then inevitably a fluctuating profit and loss in
every business which cannot possibly be followed by a fluctuating
wage factor in addition to this standard wage, and is there any more
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satisfactory' way to measure that final fluctuating factor than through
profit sharing? Do you see what I am trying to say?

Mr. LEwIs. I think I follow you, Senator. You want to protect the
interests and at the same time maintain stability there.

Senator VANDENBiO. Yes.
Mr. LEwis. I think it is true, however that the best way to measure

those equations is from time to time, when new wage agreements are
negotiated in the jight of the operating record on the profit, record of
the industry or corporation during the tenure of the agreement. I do
not know how you can fabricate any reliable yardstick other than the
record of performance, the same test that our banking institutions
apply to a borrower. They want to see what his concern is doing on
its operating statements.

Senator VANDENBERO. I wonder if I have made myself plain. Sup-
pose a corporation has an extraordinarily good year, which obviously
is extraordinary, that cannot be the basis for a permanent wage struc.
ture, because the prospects are that that extraordinary prosperity will
not be continued. Now, if wages are adjusted upward to nt an
extraordinary year, are they not calculated to stay at that, extraordi.
nary point. and not be reduced commensurate wiih the average year
that follows:

Mr. LrwIs. I think even that difficulty can be surmounted merely
through the device of the corporation or company conferring with
the representatives of the employees, and if the situation is such that
they want to give them an immediate participation of any amount
in the profits of that year, I have no doubt but that arrangement
could be immediately negotiated without the necessity of having it
apply to the basic wage structure, and, as you say, constituting a real
problem as regards future operations. I think that the average man
who works for a living does not want to be. the recipient of this
paternalistic generosity, Senator. He thinks his labor is worth so
much. He is willing to discuss the question of how much it is worth,
the same as the seller of a commodity discusses with the possible
buyer the price of the commodity, and lhe prefers to have it himself;
he prefers not to wait for it. lie needs it day by day, and lie is more
satisfied, and he is quite enthusiastic, too, it under that wage scale
the company prospers and the investors receive a return on it, and as
lie measures their return he becomes more capable of estimating the
value of his own service to the industry.

I think that in profit sharing-oh, there is too much of a theory
of the distribution of largess, there is too much of the proposition of
dropping a dollar in the plate or $'20 in the pot as an act of generosity,
where,-, as a matter of fact, the employees in that industry who
operate the industry had a great part in he production of the mate-
rials and the commodities to make possible the profit.

I know that from time to time through the years well-meaning
men, leaders of an industry, perhaps especially fortunate or deriving
special benefits at the moment, have voluntarily, oit their own motion,
wanted to give employees some participations. Those experiments
have begun way back but I do not think that out of those experiments
has come any Crystallized basic principle that. could be applied with
success today.
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In some ways this profit-distribution proposition is related to the
so-called flexible wage scale, or what we used to rail the sliding scale.
The sliding scale in the anthracite-mining industry was introduced
as far back as 1869 or 1870, and the wages of the men were tied to the
price of coal at certain points, and from time to time through the
years the wages would fall or rise but always the wokers had no
power of influencing the factor of change; that power always rested
with the industry, with the operators. If they came to an agreement
that for reasons of their own they would reduce the price of anthra-
cite at destination point or the basing point 25 or 50 cents a ton, or
for any reason that seemed to them valid, down went the wages.
The workers were not consulted; they had nothing to do with it. If
they were making good margins of profit and wanted to satisfy a
local situation they would raise the price and raise the wages 25 cents
a day.

The workers were constantly at the mercy of a few statisticians
employed by the operators who computed the tomage and set down
the factors that controlled the wage scale.

That same proposition runls into any kind of a sliding scale, any
kind of a flexible wage, any kind of a profit-sharing patronage.
Through the years representatives of labor have given very earnest
consideration to it, from the standpoint of determining whether or
not there was some virtue there that might be set forth in a perfectly
fair way to all parties interested, but, frankly, after all my experience,
I think the profit-sharing idea is rather a delusionary snare, as far as
modern industry is concerned.Senator VANDENBER0. Have you given any consideration to the
other phase of our inquiry, namely, the possibility of encouraging
employment through incentive taxation f

Mr. Ltvwis. On the whole I would be opposed to the suggestion,
because I think it disturbs the competitive factors of all industry, and
I think it leaves the workers open to the inequities of tie various
arrangements that might be instituted in A industry or X industry,
or A plant or X plant. I think the variables there are so great that
it would seriously affect the competitive relationships within an
industry.

Senator VAN-DENBERG. Consider for a moment the so-called merit
rating in State unemployment laws. Would your criticism run
against the merit-rating system also in respect to State unemployment
laws?

Mr. LEwis. What particular phase of that do you have in mind at.
the moment ?

Senator VANDENBERO. I mean in which the employer with a good
employment record has a more favorable charge against him than an
employer with a poor employment record. I think it is the so-called
Wisconsin idea.

Mr. Lpwrs. I rather think that tho:e equations would run right in
on the same basis, except to what modified degree it might be profit-
able. I think one of the great essentials in giving attention to our
industrial problems is to maintain some degree of parity as between
producers in the same industry throughout the country and I think
our recent commission that has studied conditions in Great Britain
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stressed the tendency there to make industry or trade agreements so
as to not impose undue burdens on sections of the industry, or units
of the industry, and I think any tendency toward legislation that ives
immunity or special privileges to individual corporations or individual
producers would inevitably result in the end in disarranging the
whole basis of competitive production and sales.-

Senator HRilxO. You said, Mr. Lewis, that, of course, profits
could not be shared unless there were profits?

Mr. LMwis. Yes.
Senator Hmmixo. That statement has been made several times.

You also questioned, from your experience whether or not labor would
be satisfied to wait for the profit. That it would prefer to have the
profit each week in the pay envelope. We have had quite a number
of witnesses, as you know, employing from 450 men to 50,000 men,
and they have testified that they are completely convinced that their
profit-sbaring plan not only is acceptable to their employees but it
has resulted in increased ecflciency and increased loyalty, and in turn
that has helped to bring about the profits to be shared.

Mr. LEwis. Well, perhaps that may be their individual experience.
I think it hardly runs to industries, or hardly to a sufficient number
of any producing units in any one industry to be of compelling logic.
There are a great many other elements that enter into this, I think.

We have thousands and thousands of corporations in this country
which are organized as operating concerns and designed to show no
profit. In the coal industry, for instance one of our large industries,
we have thousands of corporations that have been organized by the
same people who own the land and who own the coal rights, and
they function as operating companies, tnd they are designed always
to show either a loss or no profit, while the holding companies levy
charges and royalties against the operating companies, which eats
up its substance as it makes it, so the coal company can always show
that it is in a terrible financial condition.

I think we would find too many subterfuges on the part of certain
corporations if we got into the realm of giving preferred considera-
tion to companies which, voluntarily or otherwise, institute profit-
sharing plans. And then there are profit-sharing plans and profit.
sharing plans. Some of them only apply to the executives. I would
not have any difficulty in identifying some of the corporations or
some of the individuals. I do not think the Senators would think it is
necessary at the moment, but. we have had a great number of these
profit-sharing plans that only apply to the major executives of the
corporations and not, of necessity, at all to the employees, and in
many instances where they do apply to the employees they are insig-
nificapt. ;qd relatively speaking, of unimportance.

Senator RiRIUNo. I do not recall that we have had anyone before
us who has testified as to that situation in his plant. We would like
to get the names of some of hose, at your convenience, if you will
do that.

Mr. Lzws. Thank you.
Senator VAxDzxmENo. Mr. Lewis, you spoke about the average em-

ployee's objection to anything that was paternalistic in respect to
these factors of employee relationships, and I can quite understand
that feeling. I was wondering if you would carry that criticism
down to pension plans and health plansI
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Mr. LEwis. Oil the part of government I
Senator VANDENBEGO. No; on the part of the employer.
Mr. LEwis. I think that very largely is true; and yet, in their unor-

ganized condition in many industries and many plants, the workers
have no alternative than to accept those arrangements. Some of
them are meritorious, some of them are a distinct contribution. They
are probably met out of the resources of a very successful company
and the executives of those companies oftentimes want to make a real
contribution, if they can; and yet, do you see, Senator, that there is no
security about those plans as far as the individual is concerned? He
has nothing to do with the management-the individual employee.
He may work 20 years for the company; the best part of his life has
gone into the service of that corporation; lie is looking forward to a
participation in their pension" plan, which, however, is a purely volun-
tary proposition; and if, through mismanagement or through a world
crisis or domestic confusion and all of the other things, that company
is unable to carry through, the man's 20-year equity in that pension
plan is lost. There have been numerous such instances. He may
have paid his pait through the years, a participating part, through
monthly contributions in support of the plan, the company contribut-
ing so much and the employee so much, but his only guaranty for
safety in the future and or a right to live in his old age depends on
the management of that corporation and the policies that control it.
There is no security there ais far as security is concern-A, and when
things get bad the minds of those employees are constantly filled with
fear and apprehension as to what is going to happen with their pen-
sion plan. That is true of the greatest corporations.

Since 129 many of our major enterprises have had periods when
things looked very dark for them. Their pension plans, sick plans,
hospital plans, and anything else, in many instances went by the
board. Others were able to pull through, but not without causing
considerable apprehension among the men who contributed to it.

Senator HzranNo. You believe in order to have real security it must
be a Government plan?

Mr. LjwIs. I do not know anything else that would guarantee se-
curity to the man who works for a living, because our corporate struc-
ture is a fearful and wonderful thing. I could deliver a monologue
on that, but I will not; but the average individual who works in one
of these plants cannot follow the complexities and intricacies of the
corporate set-up, the corporate structure, the relationships of holding
companies, operating companies, service charges, bonuses and salaried
executives, and all these sort of things. ;It is a realm he is not per-
mitted to enter. He cannot feel secure about what its executives will
do at the next board meeting or what the stockholders will do at the
annual meeting, providing some one group gets control of the proxies
and are able to dominate the situation. He is merely a pawn. As
far as security is concerned, he only hopes. That, is one of the prin-
cipal things in the mind of the average man with a family-is what
shape ho is going to be in tomorrow, and next month, and next year
aid what the situation will be if anything happens. That is one ol
the reasons why wesee great imaosesof the population supporting
these various plans to attain security, which may or may not be prac-
tical, but the thing is there; it is in their minds. These workers want
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participation in the natural bounties of our country, in the increased
productivity, the increased productive efficency, of tle country.

As far as efficiency is concerned, that is one of the things that we
are suffering from right now. Our workmen are the most efficient
in the world. Our engineers, our management and supervisors in
industry, our chemists and technicians from the industrial stand-
point, are the most efficient that the world has ever seen.

In our mining industry our miners turn out every day five times
as much coal per man per day as is turned out in Great Britain.
You can take almost every industry and compare its productive
facilities with every great country and find our efficiency per man
per day in industry is the greatest in the world, many times exceed-
Ing other countries, and constantly increasing day by day as our
scientists, technicians, new formulas, hew methods, niew machines,
greater utilization of power, and faster tempo of operation have been
able to do it. So we are suffering from efficiency, because our indus-
trial plants are producing so much in goods that the country cannot
sell it or consume it, and the rest of the world will not take it. So
one of our greatest problems today is as to whether these Americans
are going to have . job in this country and a participation in the
work that remains in this country. If we become so superlatively
clever and brilliant, as we are in the realm of material sciences and
their application to the modern production methods, we are abolish-
ing work as such, and gradually decreasing the number of man-days
of work per year that is available in our country to house, feed
transport, amuse, medically attend, and clothe the population, and
there is only one answer, and that. is to give the adult population, able
and willing to work, a right to part of the work that remains. That
is our outstanding question today.

If we had a perfect system of profit sharing, for instance in our
modern industries, not the miscellaneous or the model industries,
for instance, just taking a basic industry, that would not enable the
man who is going to be displaced next month because some brilliant
chemist evolved a new formula, or some exceptionally able engineer
outlined new methods of production and one-third of the men in that
industry or that plant are laid off or dispossessed and separated
from that industry, the profit-sharing thing would not help him at
all.

We are modernizing our industry today, and while quantity pro.
duction is coming back we are not reemploying those who have been
deprived of employment in a like ratio, and we will not. It is a
very serious question, and I think the major question that confronts
the Senators and the rest of the country, in which we all have an
obligat .Il to make a contribution. Substantially speaking, we have
got almost the sana, number of unemployed right now as we had in
1932 and 1933. After all these years of experimentation we have
made no contribution toward that. We have got so many million
on relief and so many million on public works. Their dependents
make a great cross-section of America. They are practically dis-
placed from consideration of participation in our modern internal
economy. So until we can first arrange to stabilize our economy to
the point where all Americans have a right to participate, I do'not
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think we can work out a just or a logical or meritorious or stable
system of sharing the prolits, when we are not even sure there are
going to be any profits. As a matter of fact most of our major
industries are running in reverse, and we cannot look forward to
any profits. That is true of the railroads, that is true of the ship-
ping industry, that is true of the mining industry, that is true of
our major enterprises. We have some exceptional enterprises that
have not been hard hit yet, but the question of profits in many
industries is just out of the way. There are not going to be any,
that is, in the reasonable future, until we can reorganize and revamp
our method, come to new understandings and work these problems
out.

The railroads are employing 1,300,000 men less than they did in
1920. That is just one institution. They are not making any money
as the result of dispossessing a great number of men, and those 1,300,-
000 men are on relief, or something else has happened to them.

Practically all our modern industries are modernizing and contin-
uing to displace. Our economists tell us industries spring up and
absorb these men displaced by modern methods in other industries.
The answer is it does not happen that way. The record is it is not
true. In the Pittsburgh industrial area, which is one of our great
workshops, there has not been a new industry start in 15 years- and if
a new industry did start, it would not take a man displaced through
improvement in efficiency l)roduction in other industries; they would
take the man with good muscular and nervous reactions, with great
aptitude, the men who are young men who come and stand there in
line waiting for employment as against the man who has been stiff-
ened up for 10 or 15 years in the steel industry, in the coal industry,
in the glass industry, or what not. They are displacing these people.

Take our aircraft industry, one of our new industries that is flour-
ishing, comparatively modern. It is impossible for a man who has
been displaced in the steel industry, coal industry, shoe indushy, glass
industry, to get a job in the aircraft industry. They want a young
man of aptitude, susceptible of being trained along the special lines
required in that industry. We have 6C0,000 men and women every

year available for entrance into industrial enterprises that are notpicked up.
I appreciate the Senators are making an earnest effort to find the

equities in this situation, and it is well to consider how there can be
greater sharing, a greater participation in an improved industrial
efficiency in the natural boundaries of the Nation, but my own jud
ment is that we can scarcely do it. by merely encouraging, well, thQ
many different brands of profit sharing that might be projected by
employers in this, that. and other industries.

Senator HERRnIo. Ave recognize, of course, that we cannot solve all
the problems that you have given to us. We thought we might have
one bite at the apple, though, to get a start. A suggestion was made
that a corporation create a retirement fund through an irrevocable
trust; and if that was invested in Government bonds, that might give
security through a pension fund.

Mr. Lwis. I suppose there could be a plan devised, Senator, that
would tie a corporation squarely to the thing, but. there would be so
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many corporations that could not get a trust company to trust them
that it would offer some difficulties.

Senator HiNxo. Of course, if it all rests upon the good faith of
the empoyer, no system will work.

Mr. Ltwis. I mean in a financial way. I did not mean trust them
as far as the work is concerned, but financially because many of them
would not be financially able to institute the plan that required
indemnification or security.*

Senator HERnRio. If you have any other suggestions or ideas, wo
would be delighted to have those.

Mr. Lawis.I do not know that anything pertinent comes to me.
I ask the forbearance of the Senators for wandering so far afield in
my testimony here, except that the set-up is all interlinked, inter-
woven.

Senator HMEING. It is all interesting to us.
Mr. Lxwis. Thank you.
Senator VANDEBERo. Have you any comment, Mr. Lewis, on the

so-called Westinghouse plan, which is supposed to permit wages to
follow the production and profitable operation of the corporation?

Mr. LEwIs. Yes, sir; generally familiar with that, Senator, but, by
and large, our thought is this, that if labor agree s to a fluctuating or
flexible wage it is tied to some factor of control, whatever it may be,
whether it is profits, whether it is volume, or whatever it may be,
that presupposes that the wage at the moment is an adequate wage
and a proper wage, and I have held that that sort of an arrangement,
will wreckour internal economy and prevent America and Amer-
ican industry from expanding, from developing, will prevent the
building up of a necessary buying power in the country sufficient to
absorb our production, our constantly increasing production. We
must increase the annual income of Americans, we must increase our
buying power if we are going to keep these plants of ours going, and
to pin the wage structure to any sort of a factor involved in an

-industry or plant means that the worker will have no more than a
fixed participation at any time, that he will continue to occupy the
same kind of house, wear the same kind of clothes, give about the
same kind of education to his children, and suffer to the same degree
for lack of medical attention as he does today. So the workers are
not just inclined to accept that status, and we do not think it is sound
economics, because every producer of every commodity in our country
looks forward to expanding his model, expanding his production,
expanding his sales, and expanding his profits, if possible.

Senator VANDENJ;ERo. To what extent. do you think the annual wage
might he practical ?

Mr. imvis. The annual wage is a very desirable objective to obtain,
but the circumstances affecting the average employer of labor in com-
petition with others in his industry are such that it is impossible for
him to guarantee the payment of so much a year to his employees, be-
cause circumstances may result in him not bein able to operate his
plant the requisite number of days. If it could be worked out, it
would probably have many virtues, and the effect of it would be, well,
valuable in many ways, but I do not see how an employer, whether
he is in the contracting business, manufacturing business, mining
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business, or what not, can undertake to pay so much a year except as
he has a rather constant assurance of production. That is the first
requisite, Senator, he would have to have that constant assurance.

The idle time charge in America is a tremendous one as it affects the
cost of industry. It is in all our major industries. That is the plant
equipment, the major upkeep, supervision, taxes, insurance, al1 of
those things. They create a fixed charge on the industry and the
fewer number of days the plant operates the lesser out ut there is to
distribute those fixed charges over an annual wage. fif you had an
annual wage I suppose the corporation would not go to 77B but some-
thing worse.

Senator VANDENBERG. 77A, probably.
Senator HERRINO. I think that is all. We appreciate very much,

Mr. Lewis, for the contribution you have made.
Mr. LEwIS. Thank you indeed.
Senator HERINo. Mr. Moss.

STATEMENT OF F. 1. MOSS, PRESIDENT, AMERICAN SASH & DOOR
CO., KANSAS CITY, MO.-Continued

Senator HRNo. Go right ahead, Mr. Moss. You wanted to add
some remarks.

Mr. Moss. Before making any remarks, I wish to ask if it is in
keeping for me to comment on any suggestion that has been made?
I do not want to be out of order or discourteous, or. anything of that
kind.

Senator Hmmuo. Certainly. There is no limit to your conunents.
You may give us anything that would be helpful.

Mr. Moss. Well, one of the witnesses this morning suggested that all
of the profit in the profit-sharing plan should go to labor. I am
wondering where the profit-sharing feature comes in on that. It
seems to me under a plan of that kind it would be profit-taking by
one factor and no profit sharing, and in my judgment would fail, be-
cause I do not believe it would attract capital under any circumstances.

Now it has been suggested, and it has been said to'me on previous
occasions by labor representatives, that they walt their profit in
the pay envelope Friday night. Of course they do. Capital wants
its profit every week, or every month. Of course they do, but that
cannot be done. There is not a profit until the profit. is made, and
that is not usually determined until the end of the fiscal year. So
that there must be an acceptance of conditions that cannot be
changed, and that is one of them.

Now the paternalistic feature has been commented upon, and I
am in full accord with what has been said, namely, that labor objects
to that. Now in a proper profit-sh'aring plan there is no paternalistic
feature, because labor gets that which it is entitled to, not as a gift
but as its right. There is no paternalistic feature to it at all, and
there should not be, because it. is demoralizing.

A retirement fund is desirable from one standpoint, but to my
mind is wholly impracticable, because of the difference in the condi-
tions of the employees. Furthermore, there are hundreds of thou.
sands of small institutions who cannot proceed on that theory of
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setting up a retirement fund, and it would be no good if they did.
They would not be responsible. It is our position that labor should
have what it is entitled to and have it to do with as they see fit.

The annual wage is another impractical proposition because that
depends upon conditions, and the natural procedure is that the wages
are more or less affected according to the demand. The merchant
will i-educe prices in order to stimulate demand. That is logical,
that is sound, it is both helpful to labor and helpful to capital.

Now any profit.sharing plan that is sound must be on the sime
basis as a group of people entering into a corporation and buying
stock. We should say to labor, "You are on identically the same
basis as the stockholder, except you do not draw interest on the
money that you do not keep in the business." That is the only dif-
ference in the sound profit-sharing plan. Capital should have'inter-
est. paid on its capital, because it remains permanently in the busi-
ness. Labor draws its wage out each week, and of course would not
expect interest, but after that is done labor shares in its profits
exactly as capital does, in proportion that labor enters into the cost
of the'product.

Now that is the final word on what I have to say on the profit.
sharing plan.

Senator HR RINO. Thank you, Mr. Moss.
Tomorrow morning we vill have Prof. Willford I. King, pro-

fessor of economics, New York University, and Mr. A. L. iarsh,
president, Hoskins Manufacturing Co., Detroit, Mich. In the after.
noon we will have Mr. Frank Gannett publisher, Gannett News-
papers, Rochester, N. Y.; Mr. Lammot i Pont, president E. I. du
Pont do Nemours & Co., Wilmington, Del.; and Hon. John b. Moore,
commissioner, New York State Labor Board, New York. We will
recess until 10 o'clock tomorrow morning.

(Whereupon, at the hour of 2:45 p. m., a recess was taken until
10 a. m., of the following day.)
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Vandenberg.
Senator H 31BINo. Mr. Frank Gannett of the Gannett Co., pub-

lisher of the Gannett Newspapers, Rochester, N. Y.

STATEMENT BY FRANK GANNETT, PUBLISHER, GANNETT
NEWSPAPERS, ROCHESTER, N. Y.

Senator HERRINo. You have a statement, I think, Mr. Gannett,
have you?

Mr. GANNETT. Yes, Senator. If I could read this, then I would be
glad to have you question me afterward. I think that would prob-
abl v expedite it.

Senator IInwNo. You may go ahead.
Mr. GANNETr. I am glad to appear before this committee because

for many years I have had a deep interest, in profit sharing. I should
be glad to feel that, my suggestion made 2 Iyears ago that the Con-
gress should promote profit sharing in America may have had some-
thing to do with the creation of this committee. I am hopeful that
the findings of this committee will lead to some definite legislation
on this subject., but even if nothing in the way of legislation came
of this investigation which, of course, is unlikely, it would still be
well worthwhile because the publicity given has stimulated through-
out the country, thinking about profit sharing.

This committee has heard a large number of witnesses and I have
read assiduously all the reports that the newspapers have carried.
I know that there has been a difference of opinion expressed by the
various witnesses and I know that there has not been full agree-
ment on many debatable points.

At the risk of repeating some of the testimony that has been given,
I should like to read a few paragraphs from an address that I made
in Buffalo about 2 years ago before the National Association of Sec-
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retaries of Chambers of Commerce which seem to me to be pertinent
to this inquiry. At that time I said in part:

Everyone wants to see purchasing power Increased. If the people could buy
the things they need and want, our present production capacity would not be
adequate. As the Brookings Institution research proves, we have not been ,ver-
producing, even with all our machines and manufacturing plants. Our ills are
due to underconsumption, lack of buying power. Lack of consuming power
causes curtailment of production. This in turn causes more idleness and makes
the situation worse. Low production means high prices, and this again brings
more disaster.

What we must do then, to solve our major problem, is to increase purchasing
power, make it possible for our people to share in the abundance of everything
that we can produce. We should not have, as we have today, restrictions on
the production of goods, but instead we should increase our wealth so there will
be more wealth to share.

Our Government makes the great mistake of believing that taxing wealth or
the production of wealth accomplishes this purpose. Nothing of the sort.
Taxes do not increase purchasing power. They destroy it. They put a
burden on business and make production more costly. Taxation provides money
for the Government to spend, often, of course, for desirable services, but many
times It Is squandered. Taxes burden everybody and lessen the citizen's share
In the wealth a nation produces.

One trouble with our present economic system which causes many to con-
demn it is the feeling that too large a share of the wealth produced goes to
capital and not enough to the worker and consumer.

We must have, first of all, a real partnership between capital and labor.
There Is often much lip service to this idea, but not often enough has It actually
been in effect.

In the last 2 years we have had an epidemic of strikes, some of them serious.
Not only has enormous financial loss resulted, but something equally disturbing
has been the development of bitter class feeling and prejudices as if the two
groups represented conflicting interests. Of course labor and capital should he
working together, not against each other.

It is my belief that the bitterness that has developed between capital and
labor is due largely to the feeling on the part of labor, promoted by men In
high places, that It Is not getting its just share of the rewards that come from
production of wealth. We all must recognize that we cannot produce anything
without capital The farmer's plow, hoe, and horses are his capital. The tols
of the mechanic are his capital. The machines In the factory are capital.
Labor, of course, can do nothing without this capital. On the other hand, all
of these tools, farms, and manufacturing plants would be idle and nonproductive
but for labor. It Is absurd to think that either one can do without the other,
or that one should have all consideration and the other no consideration ill any
adjustment of the rewards of production.

Most of us-perhaps not all-will agree that capital, after fair wages have
been paid, should have the next reward and a fair reward Every laborer
should be willing to give something for the use of tools that wlil make his work
productive. Every laborer must recognize how necessary it is to have the Imple-
ments which capital alone can provide. The trouble arises when capital asks,
nrd gets, a larger return than labor Ihink, is fair. Many of our labor troubles
are due to this feeling on the part of the workers that capital is receiving more
than a fair return.

Since the development of corporations and since Industry has become im-
personal, we have un entirely different situation from what prevailed when
capital was provided by an Individual employer with a personal Interest in the
man who worked for him and with him. A corporation has been described as
"an entity that is soulless and heartless." We all know that unfortunately too
often this Is quite true; it accounts for some of the feeling on the part of labor
toward employer when that employer Is a corporation.

With the development of the corporation came on Issuance of bonds, preferred
stocks, and common stock. Bonds yield a definite fixed Income and the same Is
true of most preferred stocks. The return on the common stock, however, is
indefinite and variable. The aim of the management of our corporations gener-
ally has been to provide, first, a definite return on bonds and preferred stock as
required, and after that to give as large a return as possible to the common-stock
holder. Nve all must concede that the Interest of the holder of common stock
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has been one of the first considerations of the management, because the man-
agement of the concern usually rests with the holders of common stock.

As corporations became prosperous there developed an inflation of common
stock. There were split-ups of shares of common stock which had the effect of
concealing the actual primary investment In the corporation, its real capital,
and thus concesling the actual return on the Investment represented by the
common stock. Split-ups of common stock have brought about tremendous Infla-
tions In the capitalizations of cur large corporations, because the value of the
stock has been based on earnings rather than on actual investment.

In its intense desire to increase the yield on the common stock of corporations
the management unfortunately has, In my opinion, too frequently taken the
wrong attitude toward labor. If the management of our corporations had been
as eager to increase the earnings of labor as it has been to Increase the earnings
on the common stock, we would not today have this feeling against capital on
the part of labor.

Although the idea did not orlglnate with me, I cume to believe years ago that
our perplexing labor problem could be solved by the adoption of the following
policy:

First: Give capital a fixed and fair return, varying, of course, with the risks
involved. This return always should be high enough to coax capital into
business ventures, to induce investment. In some cases 4 percent may be a
fair return, In others 10 percent or 15 percent or even much higher might
be necessary. The reward must be high enough to justify the risk.. This
return in rome cases could be represented by the dividends on the preferred
stock or the Interest on the bonds.

Second: After capital has received Its fair return, then the profits of a
corporation would be shared with: (a) The workers; (6) The consumers;
(c) A limited bonus to management.

The worker would get his share of the profits through a wage dividend. The
consumer would share in these profits through lower prices or a better product.
Management's dividend would differ little from that to labor except it would
be, In addition to a reward, an Incentive for promoting efficiency, economy, anti
wise operation of the business.

In some lines of business where the purchasing price of a commodity is
relatively large, like an automobile, piano, or radio, the buyer or consumer
might be given a certificate of participation In the profits. In other lines the
consumer's benefit from this plan would come in a frequent readjustment of
price schedules.

First of all, however, participation In the surplus profits, that Is profits after
capital has hMd its fair reward, should go to the workers. The management
could determine from time to time how much this participation safely and
fairly should be.

Of course, the future of the business enterprise would have to be protected.
Reserves would have to be built tip for expansion, obsolescence, and replace-
ment. Under the undistributed profits tax especiallyy so before it was amended
In the last session) companies are penalized for not distributing all the profits
to stockholders, regardless of the future needs of the company. This plan has
weakened many concerns, put them out of business and thus lessened employ-
ment. The management of a corporation can tell better than anyone else how
much of the profits should be distributed to insure continuous employment for
the worker and promote the busine. But, in any event, the worker should
have his share In the profits as I have outlined.

Instead of taxing companies for not distributing all their profits to stock-
holders. I would give additional tax relief, that is still more deduction for the
wage dividend, to thot companies that distributed profits to their employees.
It would be easy to devise an incentive of this sort which would encourage
companies to give workers a wage dividend, thus Increasing their purelhashig
power.

For several years now I have been preparing to put In operation this policy
in my own business and at last have been able to make a start. I have set
up a foundation which will ultimately control all the common stock of the
Gannett Co. Whatever comes Into the treasury of the foundation will go to
charitable, philanthropic, and educational purpose. This being the case, there
will t no Incentive for the directors of the foundation, who will also make up
the board of directors of the company, to increase the dividends ou the common
stock beyond a reasonable, tafe, sound, and modest figure.

110513-39--14
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At the close of the year's business in 193, after careful consideration of the
profits which our company made for the year, the board of directors decided
on a dividend for the worker. With the dividend I sent out a note saying that
this was not a bonus, a gift, or a Christmas present, but It was the worker's
share in the profits of the company as we had been able to compute them.

The reaction of the employees to this arrangement has been marked. The
workers know that I am sincere In my desire to give them the highest possible
reward for their services. They see that under this plan they are actually
sharing in the earnings, the same as does capital

It Is true that other corporations have provided stock dividends and bonuses
to employees, but the employees too often are not convinced that this Is their
Just share or that it is anything more than ait attempt to pacify their demands
for a Urger share in the earnings.

Today I might add to this that I feel that it is necessary, of
course, in any profit-sharing, plan that the workers be taken into
confidence and that they be given a full report of the company's
business so that they may understand exactly how they have partici-
pated in the profits. Of course, all concerns that have securities
listed on the New York Stock Exchange already furnish full infor-
mation about the conduct of the business.

And, here I might say incidentally that it. was only a few years ago
when businessmen thought it was nobody's business how they con-
ducted their affairs, and it is reported that when Theodore Roosevelt
first urged fuller reports on corporation earnings, one of the great
financiers indignant-y said "He wants us to walk around with glass
pockets"; yet, in a couple of decades what then was resisted, is today
the accepted practice. In my judgment the corporation in the future
may recognize a broader responsibility-to include not only stock-
holders, but labor and the consuming public. In the annual report
under such circumstances, the number of days of employment, the
regularity of employment and the income per worker would be re-
ported in addition to the profits for stockholders. At the same time
the.corporation might publish or have available records showing its
relation to the consuming'public. , In reality, the responsibility of a
corporation runs in three directions-to the stockholders, to its em-
ployees and to its consumers. This is being recognized by the leading
corporations in America to a degree unequalled elsewhere in the
world.

Of course, we all know there are many corporations sincerely inter-
ested in the welfare of their workers, arid in which the management is
trying to give labor the fullest possible return, but these efforts and
intentions are in vain if the worker is skeptical. There must be
absolute confidence on the part of the worker that he is getting his
just return. Once he feels this is trie, he will understand that ie is
working, not for some intRngible, theoretical entity called the "cor-
poration," or "company," but for himself as well. Give the worker
this assurance, and his attitude toward capital will change immedi-
dately.

.If most of our corporations would work out such a policy as I have
described, we would have few' strikes, for the worker would under-
stand that to tie up the production of a factory would be'to lessen
his own reward.

A policy of this kind, I' am convinced, would mean the dawn of a
new day .cor America. At last we would get full cooperation between
labor and capital; class feeling would subside; the worker, though
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getting the maximum return for his toil, would have his purchasing
power increased; this increased consumption of every product that
would follow would bring about more employment; and this in-
crease in employment again would further enlarge purchasingpower.
All of this increase would bring about a higher standard of living,
and the country would prosper as never before.

The treasurer of our company has already reported in full to your
director, Mr. Donald .Despain, how the Gannett Co. has carried out
my ideas on direct profit-sharing. In brief, we reported this:

In 1936, when we started profit-sharing, it was done on the basis of giving
each employee with 5 years' service or more, 2 weeks' additional salary; em-
ployees with 8 years' service, but less than 5, 1% week;' salary; employees
with 6 months' service, but under 3 years, 1 week's salary.

In 1937, when we had a little m dy this problem, we set aside
10 percent of the profits of ea ny after es, to be divided among
the employees of that cor y on a pro rat share r earnings for the
previous 5 years. In r to participate, an employee o have at least 1
year's service. In cases this profit-sharing amounted a little over 2
weeki' salary for ear employee, or a 1 ver 1 percent of earnings forv~~ ~ sp5ercen __
the previous 5 ye (or, 5 percent If hi e ual earning
"We have not de any cor I to r emplo a that the fit-sharing
will be codtin btt In liy e Sa amount wil t aside
from this ye ' profit,a eo toma it Peranntpn., ereIsa
possibility a that the unt Of side a inreas ed

I hope at will be the ca. wAs a n :ter of fact, the an it0 l i en istribul last

year to t emplo was a st lar the t I divide s on
the com on stoc seioIV ip of 18newspaper " i wahily

3y ex rience w that rofits wasiud
factory a receive wit t ap I a, ratituae. ith-
out the si test dou v de r inte - on the art of
the employ in the company a ave tli ee ema)s R
feeling tha had a real n an a nslbili for the
success of thV ompany.

I realize tha y suges is ro sharing promoted
by incentive legi tion asbeen debated before this mittee. My
general idea is tha ere should be provided furt ax relief than
is now possible for t ncerns that share profits with their
employees. Of course, I sting laws wage divi-
dends or profit-sharing alloations can put in as an operating
expense and thus be deductible from income-tax levies. In my opin-
ion, it would be 'a simple matter to provide that there be a further
reduction of some percentage of the amount so allocated in wage divi-
dends,. In addition, any corporation setting aside a portion of its
earnings as a buffer for periods of low employment, pension'funds,
uiemployment insurance, and similar sums for the benefit of its em-
ploeea should have all such sums exempted from taxation. '

ome will say that they are o to tax incentives on principle
and. that tha Government shod use its taxing power solely for
raising revenue. However, we have gone a long way in providing tax
incentives. The protective tariff was an incentive tax levied on all
the.people in order to stimulate manufacturing enterprises thus to
benefit certain corporations or business concerns. In our tax plan
today we are allowed to deduct on our income tax all sums paid for
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charitable, philanthropic, or educational purposes. This, of course,
is an incentive tax, as this provision was enacted in order to stimulate
the distribution of money for charitable purposes. All of our sub-
sidies are incentive taxes in one form or another. Tihe undistributed
profits tax, to which I personally objected strenuously, was an out.
standing example of threatening taxes for those corporations who
did not distribute their earnings to their stockholders. If this tax
had exempted reserves and sums spent for expansion, plant extend.
sion, and so forth, and stimulated distribution of earnings to workers,
rather than to stockholders alone, I might have endorsed it.

I might interject here that I appeared before the Ways and Means
Committee of tie House in the last session and urged modification
of the undistributed profits tax along these lines, and also urged that
profit sharing with employees be definitely stimulated by the
Government.

Some of those who appeared before this committee, men for whom
I have great respect, representing labor have apparently the erro.
neous impression that establishing proAt-sharing might affect the
wage level. I doubt if any of us have any such conception of the
idea. Wage scales are pretty definitely established in all of our
industries. I hope that. in a short time we shill adopt that part of
the British labor relations system which provides for an organization
of employers as well as employees, who voluntarily negotiate and
establish a wage scale and working conditions throughout the indus.
try concerned. My idea of profit sharing would apply, of course, only
to profits made after fair wages have been paid, and I can't conceive
how sharing in profits would affect 'in any way the current wage
scales.

Labor must recognize that over every business there is an element
of uncertainty. Wages cannot be set so high as to put business into
the red, but when with a wage scale which may be as high as the
industry can bear with safety, conditions are favorable and profits
accunmulate, workers through profit sharing would get an additional
income that they could not otherwise have.

'It has also been suggested that labor have a part in the management
of business. My long experience has convinced me that one of the
rarest things in the world is ability to manage any business efficiently
and successfully. That's why high wages are paid to successful
executives. I know of cases where two plants of similar capacity
have operated in the same city, producing a like product, with one
concern most successful and the other a failure due solely to the
difference in the management.

The American corporation is about 100 years old. Under our cor-
porate system more new development in products and processes of
production have taken place than in all the thousands of years before.
We should go slow before tampering or changing this machinery
which has worked with such effectiveness. I doubt whether banker
management, politician management, or labor management would
produce anything comparable in its results for the consumer, for
labor, or for the country as a whole.

Senator VANDINBFAO. That is a thoroughly splendid and construct.
tive statement, Mr. Gannett.

Mr. GANN rr. Thank you, sir.
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Senator VANDE"MBG. I emphatically agree with your conclusion.
We have tried a little banker management, we have tried a lot of
political management, and we have tried a little labor management.
If we should return to business management we would be better off.

Mr. GANNSrF. I am glad you agree with me.
Senator VANDENBrGm. I judge from the whole tenor of your state-

ment that you feel that the basis of this whole employer-employee
relationship is the necessity for absolute candor.

Mr. GANNeT. Candor?
Seiiator VANDEPwBEo. Yes.
Mr. OANFrF. Oh, yes; I think that is absolutely necessary.
Senator VANDENEo. And the; lack of candor not only is probably

responsible, in your opinion, for some of the industrial frictions we
have had, but it is also responsible, is it not, for creating a situation
which permits the demagogue to misrepresent the relationships
between labor and capital ?

Mr. GANNmtT. Absolutely.
Senator VANDEMBERM. It would be then a matter of enlightened

selfishness if capital would be more frank with its own people?
Mr. GANNrrr. I think business has made a great mistake in not

being frank. It takes time to develop that.
Senator VADENmBEO. I want to ask one thing in detail, if you refer

back to your statement at page 7.
Mr. GANNErr. Yes.
Senator VANDEZ NBE. (Reads:)
In 1037, when we had a little more time to study this problem, we set aside

10 percent of the profits of each com Any after all charges.

I want to inquire about the phrase "after all charges." Did that
include anything for reserves!

Mr. GANNnT. No- that is for depreciation, obsolescence, etc. We
of course computed that we should set aside a reserve, and after doing
that we thought 10 percent was a safe percentage to give to te
employee.

Senator VANDEzNm. Well, for instance, would there be an alloca-
tion to surplus before the 10 percent is deducted_

Mr. GANN tT. No; there was no reserve for surplus, but there was
a reserve for needs of the company, which we contributed, what we
thought we would have to have in the ensuing years for expansion,
development, replacement etc

Senator VANDENBMRG. The fundamental question, without going
into too much detail that that raised in my mind was this, as to what
you consider to be iair charges in behalf of capital before the time
arrived to start sharing profits with labor.

Mr. GANNrT. Well, before we start sharing with labor, I would
sa' a charge for depreciation-well, that pretty near covers it. I
think after you get that you get your net profits How much we
should distribute to the workers and to the stoccholdeirs 'resulted
from a consideration of how much of that profit we should set aIde
for the needs of the company, and as a safety margin for operation
during the following year, but in answering your question directly I
should say that th bum from which w6 computed the employees'
share was based on'the net earnings of the company, as woula be
shown in an income.tax return to the Government, which would be
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after depreciation. It would not take in any plant expansion. That
was something we had to consider afterward.

Senator VANDENBERG. I take it that you completely concur in the
general theory of incentive taxation?

Mr. GANNMrr. Yes, I do. I think it would be a great thing. I
know you have had opposition to it, and arguments against it. The
tax relief a profit-sharing corporation would get would not be a
burden on any other corporation. When you take the full budget of
the expense of Government this little relief would be an infinitesimal
percentage of the taxation on corporations. I do not think any of us
would feel it., or know about it. We have gone a long ways, as I say,
in incentive taxation, and why not?

Senator VANDPENBERG. I think you make a very interesting point
when you suggest that the undistributed-profits tax was in reality an
incentive for distribution to stockholders.

Mr. GANmr. Exactly. It was a great incentive, in fact, it was
almost compulsory.

Senator HnRuuNo. You have about 2,300 employees, do you not,
Mr. Gannett?

Mr. GANyrr. Yes; 2,323.
Senator HERRING. Many of them are in organized labor groups?
Mr. GAN.Nrrr. Yes; practically all except the editorial rooms and

business offices.
Senator HERRIo. We have had quite a bit of testimony as to the

need for negotiating this profit sharing, so that the employee has
full confidence that he is getting a fair division. Do you negotiate
in any way with your employees or is that set arbitrarily by the
management ?

Mr. GANNn'T. Yes; it is arbitrarily. Of course, our financial
report is submitted to the stock exchange and they can see that. We
publish it in the house organ, so they can all see what the profits of
the concern are. You have got to develop full confidence, of course,
that you are on the square'with them, and that is not an easy thing
to do, always, with a large corporation.

Senator HERRINo. Collective bargaining'did not have any place in
this profit-sharing plan g

Mr. GANNET. No.
Senator HERmNG. That has been suggested here as being neces-

sary for a fair profit-sharing plan.
Mr. GANNVr. Well, I at one time in my life thought we should

give labor representation on the board of directors, and I took it up
with several labor leaders. They said:

There is no need of our going on the board of directors. We do not know
anything about the finances, the financial reports; it would not mean anything
to us at all.

I should say that some outstanding labor leaders expressed that
opinion to me. I have discarded the idea. I did not think anything
would be accomplished, except possibly it would be a gesture, and any-
one who has attended an ordinary directors' meeting knows they do
not go into details; that is left to management.

The other idea would be to have representation on a management
council which is an entirely different thing, but the management must
be frank with the employees and gain their complete confidence. They
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know we were giving them all we could last year, and they know
this year we will give then all that we can.

Senator VANDIENBERO. When you distribute wage dividends almost
to an extent equivalent to your distribution of common stock divi-
dends I should thinl it would be reasonably impressive.

Mr. GANNM1'T. Yes; they know that as a fact.
Senator VANDF.NBERG. You say that your experience, as the result,

was that the plah was received with general appreciation and grati-
tude. Would that include members of labor unions?

Mr. GANNTr. Oh, yes.
Senator VANDENBERG. In other words, the local labor union reac-

tion that you have experienced in connection with your type of profit
sharing would not indicate any of these skepticisms or criticisms
that we have been told about.

Mr. GANNMr. In many cases the workers in one department would
tell sign a letter thanking me for what had been done, showing the
appreciation; and that has come from union workers. Men in the
press room, composing room, and so forth, in many cases did that,
and I have had scores of individual letters from workers saying that
this dividend meant so much to them, that it made it possible for
them to do something that otherwise they could not htve done for
their families. Some of them were very touching.

Senator HERRiNo. With 18 plants in 5 different States, and organ-
ized labor among your employees, you must have been in different
places where they wore having labor trouble, and you never had
any in this time?

Mr. GANN IT. I have never had any labor trouble yet. In all
my experience in the publishing business I had one strike, which I
was not responsible for. It was a strike caused by the other paper
in the town, and it occurred just as I had purchased the paper in
the town. That was in Albany, a costly strike, which was finidly
settled. We have never had any real labor trouble. We have had
negotiations, yes, all the time, constantly. As Senator Vandenberg
knows, there are questions of wage scale in the printing industry,
but these negotiations are friendly and the management tries to
derive a scale of wages and working conditions that will make the
company prosper. If we do not prosper, then there might not be
any employment for anyone.

Senator HEmo. You think your policy, Mr. Gabnett, has had
quite a good deal to do with not having labor troubles I

Mr. UAxNN-r. I think it has.
Senator VA1DENBERo. You think it increases efficiency?
Mr. GANNrr. Oh, yes. Of course that was not the purpose of

it, but T know the men are working for the company and they know
if the company prospers they will prospr.

I might say, incidentally, I #ent to England this summer to study
the British labor relations system, and in talking to some of the
workers there in some of the plants, they said:

We want the company to prosper for we know If it does prosper we will get
a good wage.
That is a feeling I found in England which should prevail more
extensively in America. I was very much impressed by it. I know
from many, many acts on the part of the employees that they are
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directly interested in the company, in its welfare, they are interested
in the development of the company, and in business development.
They offer suggestions here and there, which is a very healthy and
wholesome spi"t. It gives me a great deal of satisfaction to see it.

Senator Hl No. You believe that we should eficurage efficiency.
We had some testimony here yesterday that one of the troubles in
this country is we are too efficient.

Mr. GANNE'r. I cannot go along on that. If we become more
efficient, if we produce more there will be more to divide; there will
be more jobs if you keep up your wage scales and purchasing power,
and efficiency is necessary, of course, to do that. Our company would
be in the red if we did not have efficient methods of operating, effi-
cient machinery,.and the latest in everything. Efficiency makes our
profits possible. I cannot go along with that other sch6ol of thought.
Our profits are not insignificant, either.

Senator HmuNo. I agree with Senator Vandenberg. This is a
splendid contribution. We appreciate your being here, Mr. Gannett..
If you have any other suggestions we -would be glad to have them.

Mr. GANNTrr. I appreciate your commendation. I am intensely
interested, and I hope out of the committee will come some definite
development.

Senator VANDE"NBER. When you suggest a definite development
out of the committee I am sure you do not mean that you would
have us write a compulsory prefit-sharing formula for America.

Mr. GANNsr. NO, no. Should sayl would be absolutely against
compulsory legislation of any kind.

Senator Hmtrno. That would be a return to political government,
would it not?

Mr. GANN Vr. Oh, yes. That was the trouble with undistributed
profits taxes; it was almost compulsory.

Senator VANDENBERo. I think that is the general trouble we are
up against today.

Mr. GANNerr. Too much compulsory legislation.
Senator VANDENBERo. Yes.
Mr. GAN 'Ir. That is what I found. The British labor relations

system is all voluntary, the men take care of it themselves, the
employer and employee. -That is getting off the subject, but that is
the spirit we must have here, more voluntary action and less com-
pulsion.

Senator VANDaxnBo. Senator Herring and I started out on this
adventure with the solemn promise to each other that there would be
no legislation on profit-shaiing, all we would do would be to present
the record for the information for the record and intelligent guid-
ance of the American manufacturers to take advantage of.

Mr. GANNmrI. I hope somebody does produce some legislation that
will give us some incentive for it.

Senator V..NDENBERo. I feel that with incentive taxation we may
be able to develop specific proposals, and personally I think we shall.

Mr. GAN4N!W T at is fine. It would be very gratifying. Last
year in our company we had a profit of $106,0,, and think alto-
gether we paid in taxes something like $00,000.If a portion of
that cpuld have gone to the employees it woufd be %'different thing,
but our total taxation was almost as much as our profits'. When
these figures were given to the men they were amazed at the amount
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of taxes the company paid. If we got relief from some of that
taxation that would have meant in this case more wage dividends
to them, and it would have been a considerable sum.

Senator VANDMR2to. Well, don't you think that incentive taxation
can be developed far beyond the point of mere relief I

M r. GANNmr. Oh, yes, more than relief; it should be made a real
incentive.

Senator VANDENBmO. Yes. And the result of the operation might
well be to so stimulate commerce and the buying power in America
through reemployment and expansion that the net tax effect to
the Government would be a far greater tax revenue?

Mr. GANNr-rr. Exactly.
Senator VANDzxBERo. We would not lose money by it; we would

make money by it?
Mr. GANNF'F. Exactly. You would have more income taxes as

the result of the increased business all along the line. Oh, yes, that
is the direction to go in, instead of the opposite direction. Is that all

Senator HmRio. Yes. Thank you very much.
Mr. GANNrr. I hope something will come of it.
Senator HERRING. Thank you. We will next hear from Prof. Will-

ford I. King, professor of economics, New York University, New
York City.

STATE ENT BY PROF. WUILYORD I. KING, PROFESSOR OF
ECONOMICS, NEW YORK UNIVERSITY, NEW YORK, N. Y.

Professor KINO. I understand that the inquiry here is concern-
ing profit sharing. When we consider profit sharing the question
is what aim we wish to accomplish- why we should have profit
sharing. One object, of course woula be to encourage a more lar-
monious relationsmp between the employer and employee. That is
highly desirable. Another aim would be to secure better earnings,
higher income for the employees. That is also highly desirable.
Plans would differ according to which one of these was the prin.
ci pal aim.

-The difficulty of securing better relationships between the em-
ployers and the employees has been greatly enhanced recently by
the attempt to outlaw, or to discourage, the union existing within
one enterprise only. ,When unions of employees cover a wide
field it obviously becomes more difficult for the employer to have
harmonious relationships with his employees than when he is dealing
with his own employees. The Bible says that no man can serve
two masters, and .) in this case the employee, when he tries to
serve two masters, namely, the employer and the labor union leader
outside of his firm, naturally gets into difficulties. As long as
we have laws tending to increase friction between employers
and employees it is somewhat futile to favor profit sharing from the
standpoint merely of promoting better relationships between the em-
ployer and employee. That would seem to leave, as the primary
object of profit sharing which would have a clear field, that of secur-
ing a better income for the workers. I think that that can be accom-
plished also, and to secure better earnings for the stockholders as
well. If ive can do this we are benefiting all parties concerned.
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If we were merely to share profits as they now exist, we could not
very far toward benefiting the workers of the country as a whole.
n certain successful plants we might convey a good deal of benefit

to the workers, but, on the whole it would not help employees in gen-
eral very much. For example, in 1935, the last year for which we
have figures on corporations in the United States, we find that the
total corporate net income, after taxes, was $4,430,000 000. That rep-
resented the income of corporations having net capital assets of $100,-
480,000,000. That is, all the corporations earned something less than
4/ percent on their net assets. 1935 was, of course, not a very pros-
perous year, neither was it a very bad year-probably, under pres-
ent conditions, about an average year. That means that the corpora-
tions, on their net assets, were earning. something .less than 41/2
percent. Out of that you could not take a very large sum to give
to the wage earners in the hope of enlarging their earnings materially.

Senator VAND .NBERG. Have you broken those figures down to indi-
cate how many reporting corporations made no profit at all?

Professor KINo. No; but the figures are right here. Would you
like me to give them?

Senator TANDENBER. Yes; I would like to have them. I knew
them once, but they have escaped me.

Professor KiNo. In 1935, according to Statistics of Income, page
13 there were 164,231 returns that showed a net income. There were
316,882 returns that showed no net income. That is, roughly, twice as
many corporations showed no net income as showed a net income.
Now, obviously these corporations that showed no net income would
not benefit their workers by sharing profits, and one of the difficulties
with most profit-sharing plans that have been proposed in the past is
that there is no way that the workers share the losses, they only share
the profits.

Senator VANDENBER0. Of course what you say about the fact that
those statistics indicate a sharp limitation upon the possibilities of
advantage W the employees at the moment is really no argument
against the main theme, however, because all of those other corpora-
tions would not be in business if they did not expect to make a profit
one of these days, and therefore hope to be in the position where the
establishmentof such a plan would ultimately produce benefit to the
employees.

Proessor KINo. That is undoubtedly true. However, I think it is
also true that, year after year, we have seen a large number of corpo-
rations operating without profits, hence it could not be expected that
in any particular year any very larg proportion of the employees
would secure any considerable amount of benefits financially from a
profit-sharing plan.

Senator VANDENBERG. I agree with you, particularly under the
present dispensation, as long as it lasts.

Professor KINo. It seems to me that the only way that one can
really expect to benefit the employees very much is by getting more
production, having more. to distribute, and I think that is exactly the
point which 3 ou make. That is, when the employers prosper the em.
ployees prosper.

Senator HERRINo. A just profit-sharing plan might have increased
the number of corporations which had profits to share last year,
might it not ?



PROFIT-SHAP.ING SYSTEMS AND INCENTIVE TAXATION 213

Professor KING. If you have a right kind of plan, I think that is
exactly what it would do.

Senator HrwmNo. We have had evidence here from employers of
many thousands that they believe the prosperity of their business was
due to a large extent to the fact that they did have a just profit-
sharing plan with their employees.

Professor KINo. I think that that is correct, and that it is
possible to arrange a profit-sharing plan which will increase greatly
the output of industry in the United States, and increase greatly
the income of labor, as well as the income of the proprietors of the
enterprises, and that is the kind of a plan which seems to me to be
worth while. Incidentally, I believe that it is possible to have a
profit-sharing plan which will tend to stabilize employment, and, to
my mind, the stabilization of employment in the United States is the
greatest economic problem confronting the Nation at the present time.
We have had millions of people out of work off and on, some of
them steadily, for a number of years, and to my mind that is a
hardship which is extreme and which should be avoided in every

, !ble way.
Now the question is how, if at all, can we accomplish anything of

that type? The fundamental point to be considered in that con-
neetion, it seems to me, is that the law of supply and demand rules
the whole field of economics. We can try to evade it as we will, but
we do not have any luck, it continues just exactly the same, just as
does the law of gravity. When we legislate rules saying that labor
is not a commodity we do not get labor out from under the law of
supply and demand in the least. We know that when the merchant
finds the shelves in his store overstocked with goods he has just one
method of getting rid of them he lowers prices until lie moves the
goods. If he does not lower the price he cannot be sure that lie will
get rid of the stock. We know that when farmers raise a large wheat
crop, and when the demand is very slack they still get rid of their
wheat. The only waT they do it is by lowering the price sufficiently
to move the crop. very year the price does go down to the place
where the crop moves andthe farmers get rid of practically all their
wheat and all their crop ever year. Now if the farmer is deter-
mined to get a certain price for his wheat and says, "I will never
sell my wheat for less than $1.50 a bushel," as long as he holds out
he will accumulate wheat until the price in the market goes above
$1.50 a bushel; and some farmers do accumulate wheat, but not many,
because they cannot afford it.

Now it is Just exactly the same with any other product. If the
price is held high enough the stock of that product tends to accumu-
late, for it cannot be sold.

In the United States we have a system of prices which, in many
fields, tend to be inflexible. As you well know, Gardiner Means, of
the Department of Agriculture, published several monographs show-
ing the inflexibility of prices. I think that his evidence is ineon.
trovertible. Some prices are flexible and some inflexible. We find
that the farmers' prices are extremely flexible, and we find that the
manufacturers' prices tend to be quite inflexible. We also find
that in all the fields where the prices are flexible we have very little
trouble with tie-u pof production and very little trouble with un-
employment, but in all the fields where the prices are inflexible we
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get rigid prices, but we get extremely flexible employment. Some-
times we have people at work and at other times we have them not
at work. , 7

It has been charged that this price inflexibility is all due to mo-
nopoly. I do no believe that that is the case. I think occasionally
it is due to monopoly. We know, of course, in the fields of public
utilities and railroads monopoly is recognized and we have commis-
sions regulating the prices, and those are rather rigid prices they
are fixed by Government, and might be fixed by monopoly if they
were not fixed by Government. In either case they are fixed. W e
know that in many highly competitive manufacturing industries we
have just as much price rigidity as we do in an industry that is being
monopolized, because the customs of industry are to fix prices and
let the buyer take it or leave it. That is not merely a foolish custom,
but it comes largely through the accounting system. The manufac-
turer keeps a set of accounts, he finds out how much it costs him to
produce an article and he adds on a marin which he thinks is neces-
sary to keep solvent. He says to himse f, "This is what I must get
for the product.. Take it or leave it." If he can sell many of the
items at that price, for example automobiles, he sells them. If he
sells a few, all right. When he sells a few he can lay off the laborers,
he dose not have to pay them he does not have to buy raw materials,
and for that reason he is able to get rid of a large part of his ex-
penses at the moment. That. does not help the laborers any. Their
expenses go right on, but he does not worry about that, he does not
need to financially, and so he maintains his prices and cuts his ex-
penses for labor and for raw materials.

Now, the farmer is no different in his point of view toward the
public weal from the manufacturer, he would like to do the same
thing, but in most cases he does not have any laborers to lay off,
except the members of his own family, and that would not help
very much. He does not buy very many raw materials. He has his
investment there in his land, and his livestock; he cannot get rid of
it, he has to keep it and pay the expenses of raising it. He has no
large reserves in cash, in most cases, and when the time comes along
he as no option except to sell his goods for anything he can get, and
he does it. Now, I think the automobile manufacturer may have no
more monopoly than the farmer, but he has more cash resources and
he has employees that he can lay off; he can cease buying raw mate-
rials, and so he adopts this policy of inflexible prices and very flexible
demand for labor. I think that is decidedly antisocial. Understand,
I am not condemning the automobile manufacturer at all as being an
antisocial being I think he is probably as public spirited as anyone;
in fact, those tMat I know are probably more public spirited than
the average, but it is the custom of the industry in this country, that
is the way the thing has gone in the past, it is the way the field has
operated, but I am not sure that that makes it desirable to keep them
operating that way in the future..

We neid to distinguish between the two different types of commod-
ities that are manufactured. Some commodities are such that the
demand for them is extremely flexible, and other commodities have
a demand which is very inflexible. If you have the first class of
commodities and you vary the price of those commodities you can
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change the volume of sales. I believe- that most people agree that
when you cut the prices of automobiles you can sell more automo-
biles. If you cut the prices sufficiently you can sell many more auto-
mobiles, but suppose you wanted to adopt the same idea in the case
of locomotives. If the Baldwin Locomotive Co., in a year when busi-
ness was declining and the railroads had a surplus oflocomotives in
their yards would say, "We will sell you a locomotive for one-
third of the regular price," the railroad company might say, "Why,
we are not interested )h the slightest. We have too many locomotives
now. We do not want a locomotive at any price." So that a plan of
stabilizing employment which would work for an automobile company
would not work for the locomotive company.

You have certain types of demand which are derived from other
demands. That is true, for example, of the demand for carrying
freight on railways to a very large extent. When the factories of
the country are busy they demand much freight and they demand it
without very much regard to the price, but when the factories are
idle they do not care to have the freight carried, hence the railroad
demand is weak. So that the railroad demand is largely a derived
demand. That is not true in the case of passenger traffic. If you can
cut the rates on passenger traffic sufficiently, you can induce pas-
sengers to take long trips on the railroads, but you cannot get more
freight in many fields by cutting the rates on freight t raffic.

Now in the particular fields of industry in which the demand for
the goods is elastic I feel that we can adopt a plan which you might
call a profit-sharing plan, which would work wonders in improv-
ing the conditions of both labor and employer. We have had in the
past a theory in economics that the entrepreneur took the risks, that
labor was to be given a fixed wage, labor was not to take risks.
When the business was good the entrepreneur was to have large
profits, and when business was bad the enterpreneur was to have
small profits. That sounds well when you read about it in the book,
but I cannot find that it has ever worked out that way in practice.
That is, when times get bad the laborer loses his job and his nom-
inal fixed wage is fixed only as far as the rate per hour is concerned.
He may not have an hour s work, and if he has work he has only
part-time work, so that the fixity of his income becomes a myth.

When the country prospers everybody prospers together, all classes,
all employers prosper, all stockholders prosper, all bondholders pros-
per, and the laborers prosper; they all prosper at the same time.
If you take in, index of production and compare it with the index
of the total wage bill of the country you will find that the two
indexes run right along together. Whenever the production is high
in the country the wage earners are prosperous and when the pro-
duction is low the wage earners are having hard times. So that the
notion that you can actually separate the welfare of the worker from
the welfare of other classes in the country it seems to me is purely
mythical. They are all tied up together no matter what. we wish
about it or what we think about it. The interests then of the employ-
ers and employees are, for the most purpose, identical. Their conflicts
are minor and their common interests are major,

We have heard recently about some plans of profit sharing in
which it was proposed to give to the laborers a fixed annual wage.
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Now, in some companies they have succeeded in gving to the laborers
a fixed annual wage. If you have a product the demand for which is
extremely stable, as for example soap, you can probably give to the
majority of your employees a fixed annual wage and keep them em-
ployed and not be in danger of bankruptcy, but if you have a pro-
duct the demand for which is elastic, as for example automobiles,
and you try to guarantee to your employees a fixed annual wage you
would probably find that you could only guarantee it to a fraction of
your employees, because variations in demand for automobiles would
bankrupt you if you tried to guarantee it to all of the employees
that you have working at peak periods, and after the company went
bankrupt it would not help the employees aly to have a nominal
fixed wage. So that any, kind of a plan that is worth anything must
be one which will not bankrupt the company, and that means that in
a great majority of industries it cannot be a fixed annual wage. That
is only applicable to a few companies or to a part of the emp loyees of
the company, and from the standpoint of the social welfare these
other employees that do not receive the fixed annual wage, it seems
to me, would be just as much part of the body politic as those who
do get a fixed annual wage. Their interests are to be considered.

If you are going to get any kind of a workable plan for guarantee.
ing a fixed income, it. seems to me that it must depend upon having
the employees producing something to cover their income all the
time. We know that as a matter of fact in the United States, as well
as in other countries of the world, that demand for goods in general
fluctuates from time to time in cycles; it goes up and down. The
reasons why it fluctuates are being worked on by a number of
scientists, and they are making some headway on it, and I do not
know that we need go into them at the moment, but the fact is that
the demand does fluctuate very rapidly from time to time. It is not
necessary, however, that when demand fluctuates your volume of
production shall fluctuate with demand. We see that clearly in the
case of farm products. That is, the demand for farm products
fluctuates just as much as does the demand for manufactured prod-
ucts, and yet the production of farm products is affected very little
by the changes in demand, it-goes along at just about the same rate;
whereas the manufactured products have tended to fluctuate tre-
mendously in response to these changes in demand. That means
that if we are to avoid fluctuations in sales of goods, fluctuations of
employment, we must introdlice into the manufacturing field flexible
prices, such as the farmer has in the agricultural field, but the nianu-
facturer will tell you at once, if you speak to him about flexible prices,
he will say:

I cannot do anything about this because wage rates are fixed, and if I were to
cut the price on the automobile that I manufacture, for example, and I pay the
Fame high wages, why my costs would outrun the selling price and the company
would go to the wall.

It is nonfeasible. So that any kind of a plan for making prices
flexible in the manufacturing field must include making wages flexible
in the manufacturing field as well. It must have as much flexibility
as the prices on the products that are sold.

I believe there, is no doubt that in the production of automobiles,
clothing, and a great mass of articles used by consumers, that by
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sufficient price flexibility you can keep production constant, just as
the farmer does. If you keep production constant, that very fact
tends to stabilize demand, because when a worker has a job his de-
mand for goods does not fall off at all as it does when he loses his
job. So if this plan is generally adopted of having the flexible prices
you would not need to have as large a degree of flexibility as it
appears you would have to have now under our present system.

I have noted, in looking over the figures from time to time, that
there is a strange stability in the share of the gross distributable
income from industry that goes to labor, and a strange stability in
the share that, goes to capital. It is not exactly fixed, but it does not
have anything like these huge fluctuations that you see in the total
share of labor and total share of capital. That is, when the total
amount of wages paid is going up and down like this [illustrating]
the percentage that labor gets out of distributable income is waving
along wildly.

In this particular boom in 1929 the percent of the net product of
industry that went to labor was approximately the same as the per-
cent that went to labor at the trough *of the depression in 1932. It
had not changed even according to the national income figures put out
by the Department of Commerce. it had not changed even 1 percent.
I'know perfectly well that those figures are not precise, that they are
merely estimates, so it may have changed more than 1 percent, but.
at any rate, it was about the same fraction of the gross income at the
peak as at the trough.

Why not recognize that fact? Why not agree that the thing to
do is to divide up the gross income of industry between the laborers,
between the executives, between the technical force, between the stock-
holders, divide that all up so that they get approximately fixed shares
in the total? It would bic about the same as they do now, but if done
on that scientific basis it would have tremendously different results.
That, I think, you would find would be about the same story, if you
take and apply it to a single corporation or apply it to industry as a
whole, that there is not so much difference in the shares going to the
different claimants, in the different stages of the business cycle, as
there is in the absolute amounts; that is, dividends go down ana wages
go down together, dividends go up and wages go up.

Suppose, for the purpose of our inquiry at the moment, that we
define.the gross distributable income as the amount left over out of
the total value of goods sold, after paying for the raw materials,
after paying fixed charges such as taxes, interest, and rent and after
setting aside appropriate reserves. Now, the balance is the amount
that is ordinarily paid to labor and to the stockholders, and by
"labor" I would mean all the employees from the president down in
this particular case. Now if we apportioned that amount equally
from year to year it would not work so well as it would otherwise,
because of the fact that we have variations in the type of labor em-
ployed from time to time, and we have variations in the amount of
capital invested in the industry from lime to time,
. So the plan which I propose would be this, that we calculate at any
point where that plan is started the number of units that each kind of
goods or service is contributing to the operation of the plant at that
moment. Now, let us see what we mean by "unit." Suppose that we
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took a dollar's worth of the item at that particular date as being it
unit; if a laborer was getting 50 cents an hour, then we will say that
2 hours of that particular kind of labor we would call a unit. From
then on until the contract was changed we would have 2 hours of
common labor equal to one unit. Now, here is a skilled employee;
he is getting a dollar an hour; we would say then that thereafter 1
hour of that type of labor would be counted as one unit. Here is an
executive that is getting $10 an hour, and we would say one-tenth of
an hour of his labor would be counted as one unit, and during the
same period of time the stockholders are getting a dollar on five
shares of stock, we would say then that five shares of stock would be
counted as one unit. So that each class of employees would have
their work specified in number of units for any particular time. Or,
for example, take the amount of production. For example, a man
would get a dollar for making a coat in a coat factory, then the
amount of work on that coat would be one unit. At the end of the
period, sa a month, the accountant would figure up how many units
of work, how many units of stock, had been employed during that
particular month. He would find out how much money was left over
for that particular month out of the sales, after they had paid the
fixed charges, after they had paid for the raw materials, what they
had left, and that would be the gross distributable income. Knowing
how many units of stock and of work were employed during that
period he would then divide the total gross distributable income by
the total number of units and find out what the return was to each
unit for that particular period, and that would be the rate that would
be paid to that unit. So, during the next month there might be some
little delay necessary for accounting purposes, but, in general, the
compensation per unit would depend upon the returns per unit which
the company had in the immediate past.

If this were done, the company could, when necessary, cut the prices
on its products in such a way as to move the products and keep every-
body employed. They could, if that were done, guarantee stable
employment to their regular working force year in and year out,
because they could change the prices enough to keep employment
stable; and I think that, from the standpoint of the employees, it
would be highly desirable that they have a contract which would mean
that the employer would employ his regular working force year in and
year out, but paying them such wages as the industry could afford-
not impossible wages but the wages that were possible. Under those
circumstances the employee would always get wages, the stockholder
would always get dividends, but he would not get the same amount
of wages each month and the stockholder would not get the same
amount of dividends each month, but if wages went down 10 percent
dividends would go down 10 percent, or if wages went down 20 per-
cent dividends would go down 20 percent. It would be as fair to
one as it would be to the other.

The more concerns that adopt such a stabilizing policy,the less
would be the tendency for industry to fluctuate. If this plan were
adopted by the concerns that produce goods for which the demand
was elastic, stabilizing their employment would automatically tend
to stabilize employment in the indirect-goods production.
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For examl)le, if the automobile companies were producing steadily

from month to month, the steel companies would produce more stead-
ily because the automobile companies would buy steel, the rubber
companies would produce more steadily because tlie automobile com-
panies would buy rubber; and if the steel companies produce steel
more regularly the railroads would have a more regular demand for
hauling coal, and that would stabilize employment there.

So, if you had stability in the consumption-goods industries, where
you do have a relatively elastic demand, you would automatically
get a very considerable degree of stability in the other industries
where the demand is not elastic; that is, it would bring stability in
the indirect industries.

Now that, you see, would be to the mutual advantage of the em.
plovers and employees. I think that it would be very- well. indeed,
to have the employees given full access to the books of the companies,
so that they could see how things were going, so that they could see
why it was necessary to reduce wages at a given time, and why the
wages were raised at another time. That would not necessarily ;nean
participation of the employees in the luanagenient, but they should be
allowed to see what was going on.

I agree with Mr. Gannett's statement that the employees, in most
cases, are not very competent to participate in the management. Mr.
Hapgopd, as you probably know, in the olunbia Conserve Co., turned
the company over to his employees, and lie found difficulty in doing
so. They did not know how to manage the company. It was a long,
arduous job to educate them so they could run the company, but they
adopted a plan similar to the plan outlined by me now. They were
the only company that went through the 1932 depression that did not
lay off any workers. There may ie other companies that did not lay
off any workers, but that is the only one that I know of that went
through the depression and did not liy off any workers at all, but they
had large variations in wages.

The fewer companies that adopt this plan, of course the less would
be its effect on other industries. The more companies that adopt it
the more it would affect other industries. I am inclined to
believe that if this plan could be generally adopted by the industries
Producing goods the demand for which is elastic, that it would go
further toward stabilizing industry in general, and further toward
keeping permanent prosperity than almost any other single measure
that I can think of.

Now the question is: Can you get employet-s to adopt a lann of
this kind under the circumstances I Well, one of the obstacles that
they immediately run up against is the fact that the labor unions are
likely to oppose it. I think that is a mistaken policy on the part of
the labor unions, because I think this plan would be just as advan-
tageous to the labor unions as it would to the employers, it would
merely mean a change in their policy. There is nothing in this plan
that would in any way hinder collective bargaining. The labor unions
could sign their contracts exactly the same as before, but it would
mean they would not need to sign a new contract very often, because
having agreed upon thie size of the unit there would not be occasion
to modify the size of the unit except at relatively rare intervals. So
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that the friction between employer and employee which now occurs
at every change in the business cycle would largely disappear.

Now from the standpoint, of course, of the corrupt labor leader
who wanted to cause trouble, that would be a bad thing, but from
the standpoint of the honest labor leader who was really interested
in the welfare of his group I should think it would be an admirable
thing. It would lessen friction, it would increase by a large amount
the total annual income of the members of his union, and we think
in the long run would benefit everybody concerned and would not
interfere in any way with collective bargaining.

The employers, also being relatively conservative people, are likely
to oppose this plan, because of the fact that it is different from what
they have done in the past, which would be a perfectly natural reac-
tion. Hence it may be necessary for the Government to use consider-
able pressure of one kind or another in order to get any kind of a
plan adopted which will insure stabilization of employment..

Now my general feeling is this, that when Adam Smith pointed
out in his Wealth of Nations the advantages of laissez-faire he did a
wonderful service to humanity, and most of the things which he says
in that book hold just as well today as they did in 1776, that is, in
general. Laissez-faire has proved the most workable plan of getting
prosperity that has ever been devised. All kinds of regulations tend
to le cumbersome, awkward, and wasteful, but there are certain
limitations on laissez-faire which we have learned through the cen-
turies. You cannot have it absolutely, you cannot say, for example,
that any man should be allowed to acquire wealth in any way he
desired, because then any bandit would rule the community. We
would have to put a restrajnt on it.

There are certain things in the laissez faire that have not worked
out well in any country. We have found that in control of money
and credit laissez faire has not worked well; that Government has
got to intervene in order to stabilize money and credit; and I think
that we can say also with considerable positiveness that laissez fair
has not worked well in regard to the question of employment. In all
the countries in which we have had 'a relatively large amount of
laissez faire we have had these great swings in employment going
down into the depths, with thousands and millions of people looking
for jobs at one time and a little later a great boom, people working
overtime, and then another depression in the amount of work, and
I feel that these swings in employment are so important, from the
standpoint of the social weal, that it is necessary to sacrifice a certain
amount of our liberty in order to overcome the evil which is prevalent
under the laissez-faire system. Now we want to sacrifice just as
little of that liberty as is possible and overcome the evil, because I
think that laissez faire, in general, is far superior and ought to have
just as little bureaucratic interference as we possibly can get, but I
think that we should overcome this very decided eiil of unemploy-
ment. Just as in automobile traffic we do not like to be interfered
with any more than necessary, and yet we do have to tolerate the
traffic policeman and red light in order to make them go; so I think
in this field of employment we have to tolerate a certain amount of
Government interference in order to make it operate.

So I would suggest that anything that could be done in the way of
incentive taxation to produce stability by getting employers to adopt
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a plan for stabilizing employment and making wages and the share
of capital operate together would be highly beneficial and would
greatly increase the income of both capital and labor. We should not
adopt any kind of scheme that takes away from capital and gives to
labor or that takes away from labor and gives to capital I do not
think we want to take away from either one, we want to keep them
producing, turning out the goods and increasing the shares of each.

I believe that is about all that I have to say in my preliminary
statement.

Senator VANwDEBRG. You put your entire emphasis, Professor,
on the necessity primarily of a variable rather t an a fixed wage
factor in the production unit.

Professor Kuo. That is correct.
Senator HliNo. Thank you very much, Professor King. We

appreciate your being here.
Professor KiNo. I am very glad to be here.
Senator Hrmixo. We will next hear from Mr. A. L. Marsh, presi-

dent of the Hoskins Manufacturing Co., Detroit, Mich.

STATEMENT BY A. L. MARSH, PRESIDENT, HOSKINS
MANUFACTURING CO., DETROIT, MICH.

Senator HRRINo. Mr. Marsh, we understand you have got an inter-
esting story to tell us. We would like to have you give us a brief
history of your company and how you became interested in this plan
of yours and tell us what your experience has been.

Mr. MARSH. This is a new experience to me. I did not know just
what would be expected of me, so I made a few notes coming over on
the train last night, and I think I would like to read those first and
then I will discuss any phase of it. I will give you a history of our
business, or any other thing that may be interesting, but these few
notes describe the philosophy that I have of profit sharing, and I
think a lot hinges on that point of view.

Profit sharing is a very timely subject, There are many indica.
tions that management is about ready to give up the old idea that
labor is a commodity, subject to the laws of supply and demand and
to be hired and fired and generally abused so long as profits were
made. The new viewpoint admits that labor is an essential part of
industry.

Profit sharing is not a good name for what we are doing. The
thing that we (o is to ag.. at the beginnin? of any year that all
employees will have a raise in pay if the years business turns out to
be good; and the better it turns out to be, the bigger the raise. The
measure for a good year is the amount of profits made.

Since 1923 our plan has been the same. After 6 percent on capital
has been deducted from profits, a sum equal to 25 percent of the

-remaining profits is set aside to be apportioned to all employees
according to a definite plan. To show what this amounts to under
our plan, a clerk or factory employee who has been in ou' service
continuously for 5 years has received as extra compensation, as high
as 50 pel cent of his annual pay in the best years. In the worst year,
and only 1, no extra compensation was paid. The average is about
30 percent over the last 10 years, including the 1 bad year. No
reductions in basic-rates were made.
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The extra compensation is paid in cash in February of each year
after the company's books are audited. The employee lives on his
basic wages during the year. If he has sickness in the family or
other extraordinary expenses the extra compensation is his mainstay.
If he is more fortunate, he has the cash to buy needed things anid
provide for the future. An essential feature of the plan is the cer.
tainty of extra compensation if business is good and profits are made.
There are many advantages to such a definite plan of paying all
employees a fixed salary or wage plus additions in accordance with
the company's ability to pay. One important result is the interest,
efficiency, and loyalty of all the employees. The effects are amazing
even to one who'has observed the operation of the plan for 15 years.
There have been no labor troubles and the turn-over of labor has been
extremely low. There is a different spirit than you will find in the
average factory. All this results in extra profits. All employees are
made to feel that they have earned the extra pay and of course they
actually have. There is no paternalism in this.

Another important result is the increased security of the company
and the employees' jobs. Since the salaries and wages are moderate.
the cost of manufacture is kept low and the company is better able
to meet competition and to carry through bad years. Yet, on the
average, the employee is better paid than under a fixed wage system.

A third important result is a tendency to correct the violent wings
in our economic system. It is a plausible belief that these swings
are caused by a great piling up of profits and capital goods in boom
years with too little increase in consuming power. The division of
profits with labor is just what is needed to reduce the piling up of
profits and to increase consuming power at the right time. It can be
done in approximately the proportion that it is needed. Over ex.
pansions and depressions should be less severe to the benefit of
everybody.

Another advantage to labor and to society lies in the fact that wages
paid out of profits as extra compensation has increased purchasing
power over the same total paid as fixed wages.

The basic part of wages goes into the cost of manufacture while the
extra or variable part is a direct deduction from gross profits. High
fixed wages means higher costs of goods, higher personal property
taxes on inventories and equipment, larger amounts of money invested
and higher mark-up for profit due to higher cost. If fixed wages were
generally raised 50 percent the employees wages would buy less than
before the raise. Those who got the 50 percent would have an
advantage only if a large number did not get it. With the extra
compensation method even the fixed part of wages will buy more. It
is simply a matter oi turning back some of the profits for the pur-
chase of more and lower-cost goods.

Higher fixed wages will reduce the value of a dollar. Waste an!
extravagance are already making inroads.

All people dislike to take cuts and cuts are seldom made fairly.
This results in much dissatisfaction. With the extra compensation
method we all go up and down together and do it automatically.

There are other benefits but this is enough to show that benefits ar
widespread. Even the much abused farmer will benefit from th
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increased purchasing power of his dollar and the increased purchasing
power of labor. Higher fixed labor rates certainly react against him.

That is the result of a few notes I wrote down lost night, and now
I am ready to go into a history of our company, or any other subject
you would like.

Senator HmIo. I think it would be well to start out with a his-
tory of your company. You have about 200 employees?

31r. MARSH. We have about 150 on the average, 140 to 150 in the
factory, and somewhere around 200 total, including the salesmen.

Senator HERI No. They are not organized?
M1r. MAR81!. None of them are organized. You see, we started this

in 1923, and anything started back there, as fair as this thing is,
resulted in their not wanting to be organized.

That brings up a point that to my mind is very important. People
have come to me and asked:

We are threatened with labor trouble. Let us know about your profit-sharing
plan and maybe we can avoid it.

I say:
No, do not start It now for immediate results. This Is the wrong time to

begin anything like that. If you want its effect on labor start it before you
have to do something about it.

Senator HE.RRIo. What is your basic wage?
Mr. MARsH. Our basic wage we have kept raising over the years,

because we found that our business was sounder and sounder. We
set up a considerable reserve, which I understand is disagreeable to
some people, but we set up a pretty good one, so that our company is
safe and the jobs are secure. Then we raised their basic wage so
that we are paying practically all that other people are paying, and
the extra compensation on top of that.

Senator Hmronxo. Well, your basic wage is what?
MNr. MARSH. Our basic wage is now 60 cents an hour for janitors

and common labor, and you see in 1937, when we paid out a 50 percent
extra compensation to the 5-year men, all our janitors who had been
with us for 5 years and show they are faithful, and all that, they got
90 cents an hour for that work.

If we believe in capitalism, and I certainly do there is no other
system that has ever proved to be very good, and I do not believe it
will, but if we want a capitalistic system we must let a larger number
of people have profits. Now when you pay them a fixed wage and
then pay them extra compensation on top of that, then the laboring
man is making a profit on his work.

Now, if we make an investment in stock, we all like big profits, at
least I nevcr saw anyone who did not. We are well played if it
turns out better than we thought it would, but what do you think
about the laboring man? Supposing he goes through the year, he
knows bsine. is pretty good and he knows he is going to get some-,
thing pretty good. 1W o not post notices every day, eause we do
not know. Took this attitude about it. If we do not have good
profits in the first 4 months I do not like to tell them the next are

und to be good and he is going to get a whale of an extra coinpen-
sation. It does not pay to let him down. He knows how business is
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going, he knows the things that are depriving them of getting any
extra profits that it is not going to be as much as he would like.

Senator ihzmNo. You furnish them full information as to the
condition of the business each year, though, do you not?

Mr. MAPr. Each year we give them full information, and our earn-
ings are published in the papers quarterly, so if they read the papers
they know what we are doing. I do not talk to them any more
because I understand it is against the law to talk to a workingman,
because I might influence him in not joining a union.

Senator Hi ano. That was passed before I came down.
Senator VAND-zNBm. Don't look at me.
Senator Hmauxo. Was the profit shared arrived at, the percentage

or the amount, through negotiation of any kind with the employees?
Mr. Mm. No.
Senator HzwRiNo. It was not ?
Mr. MARSr. No. I figured it out in advance, and I figured it out

for this reason, as I explained in a letter that I wrote to Mr. Despain:
I was manager for about 7 years or so, I guess-I have forgotten the
number-and every time business began getting a little bit better our
employees just simply hounded us for money and it was an awful job
to keep them down. So after 7 or 8 years of that kind of experience
I began to wake up to the fact that human nature wanted to share in
prosperity. When the country is up and you read in the newspapers
that the YZ Co. trebled its earnings, and here h is getting his little
40 cents an hour, that does not look fair to him.

Senator VANDmiBEo. And the president draws $200,000 salary.
Mr. MAmsr. Yes.
Senator HRmNo. The president of the company, he means.

[Laughter.]
Mr. MARsH. I want to talk; and if I forget to do it, I hope Trou

remind me--I want to talk about salaries, because there is a very im-
portant thing about legislation connected with salaries, I think. Now
I am not a legal man, so don't take me too seriously when I begin to
get into the legal phases of it; but to go on with this thing I realized
that something had to be done. There might be no profit. The year
started out good. I did not know whether it was going to be good or
not; I did not know whether we could afford to raise them. I saw
the disadvantage of getting high-cost goods on our shelves, and so
I just figured this thing out and told them, "All right. Now, we are
not goijg to raise you; but if the year is good, we are going to;
we are going to pay you and let you have a portion of the profits."
Fine I but there was quite a lot of skepticism, 1 will say, for the first
year, because they had heard of other companies doing it and just as
soon as extra pay amounted to a few percent they would withdraw
the plan and then they were finished from there on. From there on
the employees will not trust them again.

So I convinced our directors that it was a perfectly safe plan; it
was a fair plan to labor and if we paid them big monay. 46 were
going to make big money, so why should we object, and the more they
could make for themselves and us the better we should like it. So
they fifially gave me permission to put it'in, and it has worked won-
derfully. We are all convinced we are making more money than we
would have made any other way.
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Our employees are efficient. We did not make any point about
selecting peole with tremendous ability, or anything of that kind
but we took tem as they were, and when they get into the spirit o
the place they certainly produce the goods. Now everybody benefits
from that. Our customers benefit,.

When we started this in 1923, I had an idea that all our employees
ought to get this extra profit on their labor because we were making
good profits and everybody contributes. I made up my mind that
everybody should join in on it, because 1 year I might contribute
something notable in the production of profits and the next year
maybe the efficiency of lab-or ii the saving of spoilage, and things
of that kind, contributes, so I could not tell who is doing the most
and it costs too much money to find out, so we made the distribution
general. The Packard Motor Car Co. put in an efficiency plan in
their plant a good many years ago, maybe you remember about it,
and it took so many men to determine their ratings and what they
ought to get that they finally had to abandon it.

So our plan is perfectly simple. Everybody contributes. We do
not have an employment department, we do not seem to need it any
more for those few people anyhow. I tell our foremen, "Now you
take these men that you need, look them over carefully for the first
year and if there is anything the matter with them let them go,
don't hang on to them, because after they have been here 5 years
I do' tiot want you to let them go, so be careful," and they have
been careful.

Well, that is about the way we started into it and figured it out,
and we just adopted it as a fair all-around plan.

Then, getting into the intimate details of our business, during 1923i,
1924, 1925, 1926 19217 and 1928, they were pretty prosperous years
and we decided to divide whatever benefits we were getting. all
around. The stockholders were getting a big return, so we cut prices
nearly every year. Nearly every year we reduced the price of our
goods voluntarily, without any pressure to do it simply because
we thought it was good business, and I will say that nearly every
year that we reduced-of course we were fortunate in that period--
nearly ever year after we reduced the price we made more money
than we did the year before.

Senator VANDND O. State for the record what you manufacture,
Mfr. Marsh.

Mr. MAR8H. Our main business is the manufacture of electric re-
sistance wire for the heating element of electric household appli-
ances like toasters, flatirons, and electric ranges. Our company years
ago owned the basic patent on that, and if you do not mind getting
off the subject a little bit,, I would like to state hst a little bit about
the early history and its relation to the laws oi today. We started
up on this patent, and naturally there was a tremendous struggle to
keep going and get the thing' introduced. It is an awfully long,
patient job. I want to tell you I have been working on this one
thing since 1904, and it was 1915 before we saw any real money out of
it. Some people advocate the shortening of the term of patents. I
tell you that most patents just cannot be made toproduce profits in
any short time. We had to fight patent suits and we had our own
tro ibles in developing the alloy. The thing did not behave; it was
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new. So our company was founded on this patent, and a number
of others, but there was one basic patent on this resistance element.
But the point that I wanted to make is that we had to have capital
to fight the patent suits, and one thing and another, and to carry on
a business, and it was carried on at a loss for a number of years, and
we had to induce capital into the belief that it would be a pretty
good thing eventually. We could promise nothing as immediate re-
sults. Well, we succeeded in doing that, but we could not have
started our company today, it would have been impossible. Only
wealthy men can allord to take those long risks. Perhaps 1 out of
10 will make good, and perhaps less than that. There is no in-
centive for a wealthy man today to take the risk, because if he
makes a profit if the company turns out good, like ours happened
to turn out, what would lie get out of itt Very little because he
would have to pocket the losses from the other 9 or 10 and be taxed
heavily on the successful venture. I just bring that up to show that
our kind of a company could not have started under your present.
conditions.

What I would like to recommend before I get through is about
some of the laws. Remove some of the barriers. Profit sharing will
almost take care of itself, I tell you, because there are real advantages
in it to everybody.

You might argue that the low cost of goods could be carried on in-
definitely, the lower you pay labor the better off you would be. baybe
that is true. It is impractical to go too far. IVe would have to have
a drawing account or a living wage as the basis. Then I think capital
should have a slight drawing account. So we deducted 6 percent, at
first it was 8 percent and now it is 6 percent-interest rates have
dropped-and we deduct that for the security of the company. That
is, the company needs a little money to build up safety, so that you
can continue to give jobs to the employees. Then after that we
make the division, and it is my opinion unless that division is sub-
stantial it is not much good, it will not accomplish enough of these
benefits. A small one will satisfy labor reasonably well for a little
time. People have made them very small and got along with them
fairly well, but it will not accomplish these other things, the benefits
to society. It is too small. It is too small to have the effect of taking
the big profits off of the company.

Here is my belief, and here is where we get a little bit radical. I
have always been known as being conservative, but I am just a little
bit radical in some of my ideas. I believe in the safety of a company.
I am extremely cautious. I believe they should be allowed to build up
safety so we can run along under all conditions.

Now, after safety is obtained it is not so important for a company,
and it is not very beneficial for the country either, in my belief, to
build up enormous profits. Look at the nature of a manufacturing
business. We have taxes and we have various fixed expenses in
certain salaries, and those fixed expenses make it necessary to do a
certain volume of business before you can make any profit at all,
and that is a pretty big volume. In the steel business it is some-
where near 50 percent of plant capacity before they can begin to
run into any profit, In ourbusiness it is just a little under 50 percent,
probably.
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Now, it ought to be possible to set profitable prices in some way, be-
cause a great many years are subnormal. You cannot have prosperity
all the time we never will. Depressions have been with us for at least
200 years; tiey started before we ever had anything to do with money,
railroads, or other modern things, we always had them and we are
always going to have them. Are inay modify them somewhat, but
we are always going to have them, and I guess it is an inherent
property of nature, because people have their ups and downs, too,
they do not always feel the same each day. But, anyway, we have
those things.

Now, a company, to have safety, should charge that rate of profit
so that if he is in some subnormal business it will still let him keep
alive, let him keep afloat. If you do that and then raise your
business to a high level, what have you done? You have piled up
enormous profits. To whom do those profits belong? I think they
should be distributed. I think it is the only safe thing for our
capitalistic system. We managers are not responsible for them.
People should have buying power. They come in and buy our goods
and they all buy with a rush at times and they just pile up our
profits because of the nature of our business-smna11 profits at half
capacity and large profits at full capacity.

Some people talk as though if you sold a dollar's worth of goods
you should get 10 cents profit and if you sold $2 worth of goods you
should make 20 cents profit, but that is not true, and it cannot be.
So I sometimes wonder why the Government is so set on strict, com-
petition, cutthroat competition, which seems to be desired, to keep
prices down, so that many companies cannot make money.

Now, my idea is that less severe competition would be better for
everybody, if they adopted the profit-sharing scheme, because sup-
posing they did build up a little too high and made more money ?
All right, it will go right back into society. It will go right back,
so where is the danger I

Then in addition to company competition we have very severe
industrial competition. You might say "AU right, there would be
a monopoly formed and p people would charge exorbitant prices.'
All right. Take some of t ie metals that I know something about.
Supposing they pit the price of, for example, tungsten up, let them
raise that up. Very well, we will quit using it. There are other
metals that may be used. Mol bdenum is one of them, and we also
could use nickel, we know a ?ot about those things now, so there
isn't anything necessarily gained by any high price for the tungsten.
That tends to limit monopoly. It does not do it entirely, I know.

Now it seems to me that we could benefit the capitalistic system
to some considerable extent if we could permit more companies to
make money, and then require that they spread this money, these
extra profits in the good years, where it belongs and where it will
do some good. Then there is no harm. done to society at all. It
all goes back and it is spread around in this way.

N ow industry cannot possibly absorb all labor. It is simply non-
sense to say that. manufacturing industry has got to absorb allthese
millions of idle people. It cannot be done. If you go into profit
sharing you are going to get greater efficiency, and that is desirable,
too, because the more goods you make the more there is to spread
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around, if you give them buying power so they can get them. Then
the extra buying power will provide more service jobs.

Senator RHUnio. You went through the epidemic of sit-down
strikes in Detroit, did you. not?

Mr. MARSH. Yes, we went through the epidemic, and they were
thick all around us.

Senator HEumNo. Is that the time they presented you with a loving
cup, your employees?

Mr. MARSH. Where did you hear about that?
Senator HvaRiNo. Is not that true?
Mr. MARSH. That is true, yes. I do not want to waste your time,

but I will tell you how that worked out. I do not know much about
it, but many companies at the end of 1937 were inclined to cut wages
and pull in their horns and drop benefits, savings plans, and drop
everything that they had done for their employees, and our em-
ployees knew me for a great many years and they did not think
that I was likely to do it, because I never had. We pay them without
question. Sometimes a factory employee will get 5, 6, and a few of
them 8 hundred dollars, all in one cash check. Well, it came along
February, noth'g was said about it, I did not talk to them. As
I said, it is against the law, you cannot talk to the men any more.
I know a lot of them by their first names too, but I cannot talk to
them.

Senator VANDENBERO. Excuse me. That is a very interesting point
that Mr. Marsh raises, because we have been told repeatedly this
morning that candor is so essential between management and labor.

Mr. MARSH. Yes, it is very desirable.
Senator VANDENBERG. It is possible we outlawed candor by penal-izing t

Ar. MRSH. A lot of your laws make it difficult for a manu-
facturer to get along.

Senator VANDEM0R. Go ahead and tell us about your loving cup.
Mr. MARSH. Well, we went ahead in February; we figured it ujp,

we had the auditors come out and check our books, a national audit-
ing company, and we paid the extra compensation and it happened
tobe bigger than they expected, because business dropped off rapidly
towards the end of 1937, but we had made big profits in the first
half of the year, and it was a lot bigger check tan they expected.
Well they were so aghast about our going through with it com-
pletely that there was some kind of a spontaneous movement to do
something for me. I do not know why. I did not deserve it particu-
larly, but they wanted to show their good will, I suppose, and as I
was ready to go out to lunch one day, I had an appointment down-
town that I had to meet, and the superintendent came in and said,
"You are wanted out in the office." I said, "I am sorry, but I haven't
time. I have an appointment and I do not like to be late." He
said, "Well, you are wanted out there." I said, "Who wants me?"
He said, "Never mind. You are wanted out there." "Well," I said,
"I will go out a minute, but I cannot give any time to it." When
I steppect out into the main office the room was Just full of working
men in their working clothes, practically everybody from the factory.
I knew there was not any strike going on, because we never had any
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indication of it all through the year but I want to tell you you
could have pushed me over quite easily [laughter] because one of
their number stepped out as though he was going to make demands,
one of the oldest employees that had been with me for something over
30 years, but instead of that he began to tell about the wonders of
this company, and pulled out this big silver pitcher with engraving
on it. That is what we got instead of a C. 1. 0. strike. [Laughter.I

Senator VANDENBERG. I think that is marvelous. I think they
ought to have given you a silver bathtub.

Mr. MARSH. Vell, they did try to work on our plant. I did not
dare ask our men about it, because that is against the law. So the
rumors reached me though. There were strikes down the street
in some of the smaller plants, and, of course, they all knew about
the automobile plant strikes and the disrespect of property rights.
Incidentally, you give some of these men a little property and they
are strong for property rights, don't overlook that. Maybe we better
spread that around, if we want our property to be pretty good. Well,
they waited on our plant and saw a number of the men and asked
them to join, and they said no, they did not want to. That is what
was told me. I have not asked them. They did not want to. "Well,"
they said, "Buddy, you are going to have to join, so you might as
well sign up." They said, "Well, we will not sign up today. We
will sign up when we have to. Maybe we will, but we are not sure
we have to." I have not seen any indications of any labor union
in our plant. We hire union men, I suppose, from time to time. I
never ask them whether they are union or not, I never bother with
that.

Another thing-is all this thing being written downI
Senator VANDENBERG. Yes.
Mr. MAmis. What are you going to do with it, may I ask I
Senator VANDENBERO. Present it to posterity. All this is for the

benefit of American employers who have not been as far-sighted as
you are.

Mr. MARSH. It is not going to be published, I hope.
Senator H mxNo. There are four or five young men right behind

you there. You will have to tell them that
Senator VANDENaBER. I do not think there is anything you need

be ashamed of, Mr. Marsh.
Mr. MARSH. Well, I am not ashamed of it particularly.
Senator VANDENBERG. I think it would be quite stimulating if it

is published.isr. MASH. I do not think I have done much of anything. It is

just a fair proposition, and it has resulted in pretty good returns. I
imagine that that happens nearly all the time, and maybe all the time
and the same thing would happen if we got laws of that kind. Il
everybody would think, "Now what is the fair thing to do for every-
body concerned," I think it would turn out better. When you create
opposition and pit one class against another you are just storing
up more trouble, because one fight brings another one on, and it just
keeps on continuing; nothing is settled. So what we better do is to
reverse that process and get people feeling better toward one another,
and we have succeeded in doing that in our plant.
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Senator HERrtNO. And you made money by doing it ?
Mr. MARSH. We made money by doing it, and I suspect other

people will d6 it. I have not argued it with a great many people, but
once in a while I run into somebody who wants to know about it and
argue the thing a little bit. They said, "Well, it will not apply to all
companies." "Well," I said, "how do you know it will not?" I said,
"I can cite you companies that were broke and that came out of it all
right when they began to treat their men fairly."

Incidentally, I am in an interesting experiment right now. I have
no desire to be a director of other corporations; it does not appeal to
me; I am just busy in our own company. Our men all want to make
more and get more profits, and so I am busy with them, helping them
do iL There was a company that I happened to own a few of the bonds
in, and they came around and asked me if I was interested. I said,
"Yes; I am interested to the extent of that many thousand dollars."
Well, we discussed how to set up a plan that might bring the company
out of trouble. He happened to be the receiver appointed by the
court, and he was a very fine, capable man. After they worked up a
plan that seemed to be reasonable all around lie wanted me to serve on
the board, and so I did. I said, "I do not want. to serve on it forever,
but if I can do you any god foria little while I am willing to try it with
y011."1 He was In fao f treating employees well. They have a great
hi outstanding bond issue that the-y have got, to liquidate. People
said, "Well, it will not work with all that debt." Maybe not, if you
intend to keep that debt going forever. I tell you, debt is one of the
menaces in this country. We go into long-term debt without any
regard to how we are ever going to get it paid.

Senator VANDENBERG. You do not include the Government in that
by any chance, do you I

Mr. MARSH. I hate to mention that, but I do. Well, anyway, the
question came up of what we should do for the employees. There
was a little argument, maybe we should not start anything .eight
now. I said, "Yes- we should start right now," and so we did.- I
told him the best thing he could do was to let them know we were
going to start this sort of thing. There would not be much; but
if we would get that debt cleared down a little bit., then it would be
more. So he worked out a scheme that fitted that kind of situation,
so as the debt worked down their share goes up. They are busv
getting the* debt down; and if we have any good years, if we ever
get through with this anxiety period, all kinds of propaganda schemes,
if we ever get through with them and then have 2 or 3 years of good
business, I will tell you the bond issue will be paid and the employees
will begin to make money.

Some of the railroads could do the same thing, I am sure. Others
are so far in debt and have gone on with so little regard to their
earning power and piling up debt--I do not want to give any thesis
on the subject, but I can not see anything but the wringer for then.
Any company that has a desire to get out of debt and has got a
chance, all right; let us give it to them.

Senator VANDENBERG. Your testimony has been very refreshing, Mr.
Marsh, and very helpful, and I think vry significant.

Senator HERRiNo. If you have anything else, Mr. Marsh, we would
be glad to listen to you.
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Mr. MARSH. Well, is there anything else you want to know I There

is a lot more to it, but I do not want to keep you any long time
goin' into the various phases of the thing. I want to talk about
!alaries.

Senator VANDENBERG. 01, yes.
Mr. MARSH. But I can talk about that at lunch, because I do not

want it to be published. Somebody suggested that I was going out,
to lunch here. Mr. Despain, I think.

Senator ltRRBINo. You do look at profits, don't you f I haven't
anything definite in mind.

Mr. MARSH. I have ideas about taxation perhaps not very valu-
able, because I am not a legal man, as I said.

Senator VANDENIERO. That adds to value.
Mr. MARsH. Naturally you can gather from what I have said that

I do not like the Wagner Act.
Senator HERRiNG. I got that impression; yes.
Senator VANDENBERG. You are satisfied with everything else?
Mr. MARSH. We must either repeal that sort of thing or else patch

it up and make it fair. Give one man as good a standing before it.
as another. Why show favorites? The manufacturer is no worse
than the workingman. I find we are more or less alike. Some are
not very honest, and that applies to both classes. I do not know
whether you want to go to lunch now.

Senator HIMuMNo. I think we better. Maybe we can go along with
you. I do not have anything else definitely in mind. I think your
piesentation has been very helpful.

Mr. MARSH. On this idea of a variable wage, I know what the argu.
ments will be. Unions do not like it, and I know why. I can tell you
that it will work. The variable wage is better' than any fixed
wage, because the fixed wage is going to run up the cost of goods;
if that is done generally and that is what we are going to do.
In figuring out any kind of problem of that kind you must not figure
you are going to be the only one that is going to do it, and you will get
by with something. You must figure whether they will all do it and
see if it is any good. They will tell you whether it is going to work
or not.

Senator HEnRINo. Through'your plan you have achieved the con-
tent and efficiency of your employees, you are making money, and
have no labor troubles?

Mr. MARSH. We have no labor troubles, and the plan really works.
Everybody is happy Under it, and it does a considerable benefit. Now,
our plan does not achieve all these benefits that I mentioned here
simply because not enough people are doing it. We cannot increase
the buying power of the people of our country with our 150 employees,
but if all the others would do it look what will happen. I would like
to have you think about that one phase of the thing-4he fact that if
it all goes into fixed wages and with the pressure always on to raise
and raise wages, what will happen to our dollar? What will happen
to our buying power? You know that is what a union leader has to
do, because he must show something for his men; and all they think
of is higher wages, higher fixed wages. They do not like this variable
scheme, but I believe if they understood it better they would even like
the variable wage plan.
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Now, what I am saying here does not necessarily mean that you
should not have any unions. I believe that maybe unions do serve
some good purpose for those who want to go into it. I do not think
any man should be made to go into it. Those who are satisfied and do
not want to should not have to, but there may be cases where people
want to organize, to work things out. Maybe there will be some ques-
tions of the basic rate to be worked out, and when that comes about,
that hes to be worked out, then you should consider that manufac-
turers should organize, be allowed to organize just the same as labor,
because it does not do this country any good to have a labor union
concentrate on one plant and force extraordinary demands against
all this competition elsewhere in the country. When it is adopted,
when the scale is considered fair for one company, then the whole
industry ought to adopt it, or at least in a certain locality where the
living costs can be considered. All the questions of living costs should
be gone into, and one thing and another. It has not been quite as
simple as I tried to make it sound, but the principle is there; and the
other things can be worked out comparatively easily I think. When
you get on the right track the troubles just kina of fade away.
They have that habit. There are a lot of troubles that we think of
now, that we think we have to face, that if we did this thing generally
they would just evaporate and you would nqt have to foce them.

Senator HNo. You have given us a very fine presentation. We
will recess until 2 o'clock.

(Whereupon, at the hour of 12:20 p. in., a recess was taken until 2
p. m. of the same day.)

AFIER NOON SESSION

(The hearing was resumed at 2 p. in., pursuant to recess.)
nator IiEBRINo. Mr. Du Pont, we will be delighted to hear from

you.

STATEMENT BY LAMMOT DU PONT, PRESIDENT, E. I. DU POINT
DE NEMOURS & CO., WILMINGTON, DEL.

Senator HEwxo. Just proceed in your own way, Mr. Du Pont
You have a statement, I understand.

Mr. Du Poirr. Senator, I have here a prepared statement. It is not
very long, and if it is agreeable to you I would like to read it.

Senator HEtwo. Yes, sir.
Mr. Du Poxr. I have copies here. Perhaps you could follow it

better if you use them, because there are a few tabulations in it.
First I wish to thank your committee for this opportunity to

discuss briefly with you certain methods and policies aimed at the
betterment of our economic and labor conditions.

In correspondence I have already told your committee that I may
not be a desirable witness from your point of view, because.our com-
pany has had no experience in profit sharing as conuonly inter-
preted and understood by businessmen and by the public, a though
in 1937, the Du Pont Co. gave to or expended for employees approxi-
mately $21,000,000 over and above the nominal wages and salaries
paid for time actually worked. Also, although I have given a good
deal of thought to the matter, I am unable to convince myself that
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so-called incentive taxation would as a general proposition be either
practicable or desirable.

I would like to interject here, Mr. Chairman, to tell you what may
understanding of profit sharing is, what I think is the common defini-
tion of the term, namely, the distribution of the profits of the business
among employees generally on some basis other than merit or accom-
plishment. If you distribute profits on the basis of merit or accom-
plishment then it becomes an incentive plan or a bonus plan, or per-
aps a piecework plan, or something of that kind, it is no longer

generally understood to be profit sharing.
Senator HmIo. Unless it might be a distribution based upon the

annual wage, and the annual wage might be arrived at through merit.
Mr. DuPoNT. Yes.
Senator HERRNO. In that way it would be profit sharing.
Mr. Du Poxr. Yes; but the annual wage as a basis of distribution

is not a distribution on the basis of merit, if you distinguish merit
from earned wages.

Senator HbERIo. Except that the annual wage might be increased
by reason of efficiency on the part of the employee.

Mr. Du PoNT. But then the increased amount becomes the wage.
Senator HmRiNo. That is true.
Mr. Du PoNr. However, I am informed that your committee is in

reality primarily interested in discussing ways and means of remov-
ing the tax obstacles to business expansion and of improving em-
ployer-employee relationships. With this understanding and in this
spirit,therefore, I am glad to explore with you any reasonable pro-
posal for improving the lot of the average worker and for expand-
in employment.

I shall also ask your indulgence while I indicate briefly what the
Du PONT.Co. has tried to accomplish along these lines by method_9
which to date have, we believe, produced substantial progress toward
satisfactory results.

INCENTIVE TAXATION

In the first place, let me say, as indicated above, that, after careful
consideration and discussion with our experts, I have not yet been
able to discover what seems to me a practicable method for the Fed-
eral Government to introduce any plap of rewards or penalties in
the tax system which will promote the exercise of sound business
judgment. It seems to me that the raising of revenue should be the
primary aim of direct Federal taxation. Even with this as the sole
objective, it is sufficiently difficult to work out a reasonable and
equitable plan of taxation.

To reward one line of action through tax abatement Is equivalent
to penalizing an opposite policy. Conditions vary so widely from
industry to industry, from company to company, and from time to
time, that the probleri, of incentive taxation seems to me a very tick-
lish one. Although at one time such a policy might seem to encour-
ae certain portions of the business community yet, once the prin-
ciple is established, it can readily be used for ends definitely harmful
to business-thus creating even greater uncertainty.

It seems to me that such a plip, night .on the one hand, tend to
encourage unwarranted expansion in periods of rising business ac-
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tivity, and might., on the other hand, tend to reward unnecessarily
industries which are naturally growing rapidly as compared with
more stabilized or actually declining industries. Further, I fear that
there would be danger of too much administrative interpretation of
such tax laws, and of consequent bureaucratic interference with the
conduct of business enterprise. That would not only be bad in itself,
Senators, but it would engender the fear of further interference.

While it would, of course, ba tempting to many businessmen to be
given an abatement in their taxes because of the addition of em-
ployees to their pay rolls, yet such a reward is probably unnecessary.
Usually companies are beginning to make money when their business
expands sufficiently to warrant substantial additions to the pay roll.

To my mind, the best tax incentive to business will result from-
( a) Simplicity of our tax laws-

,I Certainty and reasonable Ireedom from frequent changes in
the laws;

(c) The lowest possible tax rate, based on economically adminis-
tered Government activities;

(d) Taxation for revenue only, rather than for purposes of pun-
ishment or reform;

(e) And, finally, a tax system both for individuals and corpora-
tions which does not penalize success through progressively higher
rates as the income increases, but which recognize that, under our
competitive system profits are usually large only where the risks have
been great, and management has been sound and progressive.

If such general requirements in our tax system are met, business
should have sufficient incentive to go ahead and hire more people.

PROFIT 8AIIINO

Profit sharing, as commonly understood and practiced has, I be-
lieve, frequently proved to be unsatisfactory because it has sometimes
been used as a substitute for higher wages, and has at any rate usually
introduced an added element of uncertainty in the worker's income.

Directly or indirectly, it is difficult to share profits without sharing
losses.

I believe in paying high wages based on efficient performance, and
I believe in rewarding well those who carry the responsibility and
accordingly take the biggest risks in business.

At any.given time, external, business and political conditions and
the decisions of management, frequently and usually have a profound
influence on the rate of profits earned by a business. To the extent
that the average employee contributes to such profits, he should be
regularly rewarded in his pay envelope. However, at a given time
he may have little direct responsibility for a higher rate of net in-
come, just as at another time his own degree of efficiency may have
little to do with losses incurred.

Hence, it seems to me that in general those directly responsible for
the management of a business, as well as the stockholders or owners,
should properly' share the greater risks. Their rewards should be
higher when the business is prosperous, and less when times are hard.
Whereas I believe the aim should be to make the worker's income as
stable as possible at a relatively high level, always with opportunities
for personal advancement as merit is demonstrated..
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In order to be constructive, I should like to call your attention
briefly to the industrial relations policies which have been followed
by the Di Pont Co. with a view to improving employment conditions.

ESTIMATED ANNUAL VALUE OF THE INDUSTRIAL RELATIONS PLANS AND
POLICIES AND SOCIAL SECURITY PAYMENTS OF E I. DU PONT DE NE1OURa
& CO. FOR THE YEAR 1987

The Du Pont Co.'s interest in the general welfare of its employees
is a policy of long standing.

I might interject here, Mr. Chairman, that during the company's
one-hundred-and-thirty.odd years of existence, the general policy of
employee welfare has been customarily followed, -but it was only
about 35 years ago that the policies began to be formulated into
definitely written-out and published plans.

For many years the management of the company has endeavored
to improve the employees' working conditions and to cooperate in
protecting employees and their dependents against the results of
physical disability, increasin age, and death.

An examination of our different industrial relations plans and
policies indicates that for the year 1937-1937 is used not because it
is an exceptional year, but because it is the last complete year, and as
plans have been added from time to time, obviously the most recent.
year is the best illustration-for the year 1937 our company and its
controlled subsidiaries either gave to or spent for employees at an
annual rate of at least $20,000,000 over and above the nominal wages
and salaries paid for time actually worked by employees. The total
amount so spent was equivalent to approximately 19 percent of the
company's wage and salary roll of approximately $10,500,000. Of
this amount., $3,49,628 was required payment for unemployment com-
pensation and Federal old-age benefits under the Social Security Act.
There remained an annual rate of voluntary expense around $17,-
000,000 for various employee relations plans and bonuses, all paid
for by the company.

The total estimates are made up as follows:
Group life insurance ---------------------------------- $441, 705
Group accident and health insurance ----------------------------- 212, 00
Pension (interest paid for use of fund) -------------------------- 1,215,811
Pension ("set-aside") --------------------------------------- --- 075,068
Pension trustee's compensation ------------------------------ --- 10, NO0
Benefit plan (voluntary awards) -------------------------------- 158,022
Disability wages (annual rate-excluding workmen's compensation

cases) ------------------------------------------------------ 1,200,000
Full or part pay during Illness (excluding disability wages) -------- 470,428
Medical departmenL-------------------------------------------- 700. OD
Vacations for wage roll employees ------------------------------- 2, 503,187
Vacations for salary roll employees ------------------------------ 1,800,781
Stock Investment (extra payments) ------------------------------ 17,178
Savings (interest) ----------------------------------------------- 42,421
Service pins ---..........................----------------- 17,658
Du Pont Country Club ----------------------------------------- 10,017
Bonus awards for unusually meritorious work ------------------ 7, 53, 000
Unemployment compensation taxes (State and Federal) ----------- 2,281,964
Federal old-age benefits tax -------------------------------------- 8 07, 064

Total ----------------------------------------------------- 20,131, 812
11051"-9--- 16
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This total is made up of a large winiiber of Items. I would like
to call your attention to the items by reading this list, and show
you, to some extent at least, how they should be grouled together.

Tie first is group life insurance, $441,000, in round fires. 'Clio
second is group, accident and health insurance, $212,000. Next follow
three pension items which, in the aggregate, are $2,200,000. Teiteis
that go to make up the $2,200,000 show the working of the pensions
plan. We set aside every year a suni of iiionoy out, of the company's
prowts or earnings which is designated as the "set-aside," for 1 37;
this wAs $975,000 in round fl glu. te accumulation of those "set-
asides" is placed III the hands of the pension trustee, who you will
note from the last three iteis is paid a fee of $10,000 for the yenr for
handling the fund. The funds in the hands of the trustee aicuniulte
interest through being loaned back to the company for us in the
husine.s. That interest on the accumulated fund during 1937, was
$1,2 15,000.

Senator VANDMNRFRO. 1oW much is the accumulated fund, Mr.
Dii Pont?

Mr. Du PONT. It is something like $17,000,000, I think. I do not
have that figure in mind. It is something like that,

Senator VANnIrozp . Are those all paid up by the company with.
out conthibutionst

Mr. Du PONT. That Is correct.
Senator 1TERR No. And it is in a separate trust, it is not in the

balance sheet of your company at all I
Mr. Du PONT. Dr. Lincoln tells me it is $2,000,000 and not $17,-

000,000, accumulated in the fund.
A trust company is the trustee. It is entirely indepen(ellt of the

Dii Pont Co.
Next there are three items designated as benefit plan, disability

wages, and full or part py during illness. Those are all similar.
They aggregate $1,834,000. The first one $158,000 is paid out tinder
our benefit plan which, to some extent at least, is in the nature of an
addition to the pensions. Where a )eusion, according to the regular
plan, seems to be inadequate something is paid out. of the bipflt
Aplaii to give that enmlployeo or dependent an appropriate income.
There are other items included in that $158,000, but they are all in
the nature of voluntary payments duo to some type of disability,

The next, disability wages of $1,200,000-whilch, by the wy, is
partly estimated, because that plan was not put into effet until alhout
the middle of the year 1987, hence the amount that was pail out in
1937 does not represnt the full year's working of the plan, and this
$1,1200,000 is the estimated amount that would have been paid out
had the plan been in effect throughout the year 1037. That consists of
Payments to wage earners Who are absent from work (1hi to acci-
dents or illness of a nonoceupational nature. It has nothing to do
with plant accidents or occupational diseases, or anything connected
with the work, but duo to illness or injury outside of the man's work,
and is all paid to wage earners.

The next item is a similar one pald to salary earners, $470,000.
The next item is our medical department, which is estinated to

cost, about $700,000 a year, and consists of general medical examina-
tion and attention given to employees in connection with their work.
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We make uo attempt to treat employees in their homes for ortlinary
disease, but our midical depaimelit. is always oil duty insofar as
the m11anI is employed in the plant, ald in solme of our departmont8
whler the health hazard is very serious the medical examiations are
very frequent.

'Ilie next is vacations for wage roll emplloyees, $'2,503.000.
'rho next. ii vacations for salary roll eml oves, $1,09,000. I was

criticized for leaving that item In this list becauo vacations with
)ay for salaried emp.oyeos are so generally in effect that tile) have
eone almost universaI, and 11a1May peNo0le do not regari then as all

emploVment relations plan at. all,but t1ey certaildiy are in the "tlne
natutV as tie other items.

The next four items are of minor conse,q~enco, aggregating only
$87,0 , and I neel not spend much time on then.

ihe next item, ,93,000 is a large item. It consists of tile pay.
nents uuder our bonus plans. There are two plans, or two parts to
the boius plan which we deigmiato as the A bonis and I bonus
plans. The A bonus is for spectacular perfom anco or accomplish.
mIlent by any elmploywe usually outside of his ordinary line of duty.
The 13 bonus, whih iiW tile far larger lition, is for conspicuous
.ervico in the line of dut', which is fet to have contributed very
materially to the conipany s success during tile year.

Senator VANDENizxRO. Do yo 1 have 11y idea how any prson are
reiv,nted by way of participation in Otat $7,500^f,00

Mr. Du PoxT. If you look on tile next page, Senator, there are
sole figures on that.

Senator VANIAn1IEo. If I am anticipating I will wait until you
got to it,

Mr. Du PONT. I think it is further over in the text. Perhaps
while it is in your mind I might give you those. It appears on page
8, about. the middle of tle page. You will see that for 1937, tle
eward having been made in 1988, there were 1,889 employees re.

warded, of which 249 received "A" bonuses, and 1,040 received "B"
bonuses.

Senator VAIRIDICNIO. Out of the total of how many employees
Mr. Mlu PONT. The total employees of both salaried and wage

earners together were some 40,O00-odd. Now all of those emploes,
both salaried and wge earners? are at least nominally eligible.
There is no restriction on the eligibility for either "A" bonus or "B"
bonus except that any employee who has been in the service less
than 1 years must have performed in a far more conspicuous man.
nter than an older employee in order to receive consideration, and in
the natural working o- the plan it is true that a low-salaried or wage.
earning employee Is much less likely to receive bonus recognition
because his opportunity to perform an outstanding service which
contribute inaterially to the company's suocem Is very nuch smaller.

Senator VAND.N DZO. Could you personify th type of thing that
is concerned in one of these awardsF

Mr. Du PONT. Under the "A" bonusp lan an invention, especially
an invention that Is out of the research department. If an operating
foreman or supervisor, for instance, In the plant would make an out.
standing invention that would be thd subject for ani "A" bonus
award. Tie "B" ionus awards are more for general outstanding
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performance in the line of duty, and that is judged by the man's
superiors in consultation and in u group. The recommendation for
an award is not in the hands of any one individual.

Senator VANDENB RO. How is the total amount of the award ar-
rived at? Does your decision to distribute so much of this award
depend upon the number and merit of those who are entitled to
recognition I

Mr. Du PONT. The amount available for the "B" bonus is fixed
by the finance committee under the plan. It must not exceed a cer-
tain sum, which has been fixed by the stockholders approving the
plan. That sum is 20 percent of the earnings which remain after
setting aside 6 percent on the capital invested. We set aside out of
earnings a certain amount on the capital employed and then of the
remaining earnings we distribute a percentage as a bonus not in
excess of that amount, but the actual amount distributed is fixed by
the finance committee in the amount of whatever circumstances seem
appropriate. earnings?. enator VAN~iNFt:SO. In relation to erins

Mr. Du Pow-r. Yes.
Senator VANDE-IMERO. I call that profit sharing on a merit-rating

basis.
Mr. Diu PONT. That is probably a very good definition. If that

covers that bonus point, we will return to the bottom of page 4.
The next item is unemployment-compensation taxes, both State

and Federal, $2,281,000, and old-age-benefits taxes, $967,000. There
might bo added to that list two other items which I thought better
to leave out, however, namely, workmen's compensation for perma.
nent injuries as distinguished from compensation while recovering.
That amounted to $370,000 during 1937, and another item of safety
work, which P.mounted to about $500,000, to prevent those injuries
which result in compensation of various kinds. I will have some-
thing more on that subject, which I can go into now.

Referring to this safety work, in addition to the cost of the various
industrial relations plans and policies of the Du Pont Co. as formally
outlined, an estimated suns approaching $50,000 was spent in 1937
for safety work, which has for 26 years been an important feature
of Du Pont policy, but which has not ordinarily been thought of as
any direct addition to employees' compensation. However, it is a
direct and voluntary expenditure by the company over and above
wages and salaries, and the primary purpose of the expenditure is to
protect employees to the greatest possible extent from the natural
hazards of their work. The success of this activity is attested by the
fact that whereas the frequency rate-I will stop a moment just to
explain what is meant by the frequency rate. It is defined as the
number of lost-time injuries per million of exposure hours per pay
roll. There are about 2,000 hours a year, 40 hours a week, 50 weeks
a year would make 2,000, and a thousand employees would be
2,000,000 man-hours of exposure to accident. Now, if that plant had
suffered 10 accidents during that time, their frequency rate would be
5, that is, 10 divided by 2, 5 per million.

The success of this activity is attested by the fact that whereas the
frequency rate of American industry as a whole for the year 193
was 13.85, the frequency rate in the Du Pont Co. was 1.85. That is,
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we had something like one-eighth, is it not or one-seventh of the fre.-
quency of accidents that the average of American industry had.
Since a comparable ratio has been maintained for the past 10 years,
this figure is of significance.

It is a very usual record for industrial concerns to keep the fre-
quency of their accidents and also other statistics, and it is usual to
compare the statistics for different injuries in different companies,
and there is quite a friendly competition to get the rate reduced.

Senator VANDE.NBERG. What do you mean by "safety work" I Is it
educational or is it competition?

Mr. Du PONT. Well, both. I think the success of our safety work
has been more due to getting the men to take an interest in the prob-
lem themselves than through any ordinary educational work, or any
accident guards, or regulations, or anything of that sort.

Senator VANDENBERG. Is there any cash incentive to avoid acci-
dents?

Mr. Du PONT. Substantially none- no. We do have a competition
among plants for which a prize is offered, but it is nominal in dollar
value. We have been able to create a great deal of interest amongthe employees, and the supervisory force also, in this question o
accident prevention, and that is what has done the trick. Our rate
has been reduced to 0.1 of what it was comparatively a few years
ago.

There is no question about something having taken place.

PiArTICAL RESULTS OF DU ONT POLIcIES

Your committee may be particularly interested in the practical
results of the personnel and managerial policies followed over the
past decade, as shown by the increase in the number of employees and
in the wages paid, together with the decrease in our average selling
prices.

After reflecting back the effects of later acquired companies, the
following comparisons between the year 1937, and the previous gen.
eral business peak year 1929, are noted.

I would like to explain what is meant by reflecting back those
effects. Since 1929, we have acuired, in some way or other, other
companies, so the direct comparison between now and 1929 between"
earnings and in number of employees would not be a fair comparison.
We have attempted to adjust for that in a more or less arbitrary
manner; i. e., by adding back for 1929, the statistics of latter ac.
quired companies.

The total number of Du Pont wage workers increased 28 percent,
as compared with a decrease of 0.2 percent for all manufacturers.
That is, from 1929 to 1937 we have increased 28 percent. Total
wages paid increased 48 percent, as compared with a decrease of 7.6
percent for manufacturing generally; while average wages per hour
increased 52 percent, as compared with an average increase of only
24yercent for all manufactures.

Because of the decline in the cost of living, the purchasing power
of wages paid increased even more rapidly, so that our real total
wages paid were actually 75 percent higher than in 1929; and not.
withstanding a 20-percent decline in the number of hours worked per
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.week the purchasing power of our weekly wages actually rose 38
percent.

At the same time our average selling prices declined 24 percent, as
compared with a drop of less than 7 percent for the prices of 1all
commodities except farm products and foods," as reported by the
United States Bureau of Labor Statistics.

These and other interesting relationships are shown it, the follow-
ing tabulation, which is offered for your further information. I
think I need not read those figures in detail. The gist of them has
been given in the earlier text.

Senator VAND ZN G. I suggest they be printed in the record, how-
ever at this point.

(he figures referred to are as follows:)

137compered with 129
percent ange

A M anu Pntfactures D Pt

Percent Percen
Number o wage workers ........................................................ -062 1+29
tota wages ed ............................................................... .-7.6
Average wages per week ......................................................... -7.4
Averae wages per hour ......................................................... 1+24 +2
Purchasig power of wages:

Tots) ..................................................................... 't7
weekly......................................................... :::" V
Hourly .............. ..................................Outpu:7
Tota 6 ........................................................................ -&.4 +I49
Pee wage worker ................................................. 8. +19
Per man-how.,................................................. +8 5

Sam e ............................................................ -. -24

I P&tally etimad.

Mr. Du PoNT. Now there follow two or three pages of description
of the various industrial relations plans in a brief way. Those are
more completely set out in printed copies of the various plans which
have been turned into your committee earlier along with the ques-
tionnaire.

Now I think that will complete my formal or prepared statement,
Mr. Chairman. If there is anything I can do in the way of explana-
tion, or touching on other points, I would be glad to do so.

Senator HmRio. As I understand this increase of 20 percent in
wage workers is in no way accounted for by the new companies taken
over? You have allowed for that?

Mr. Du PONT. Allowed in both years?
Senator HRINo. Allowed in both years.
Mr. Du Po'r. Yes.
Senator HnRRiNo. It is really an increase.
Mr. Du PONT. But those industries which we have evolved our-

selves during the interval, there was no adjustment for them.
Senator HER.INo. No; certainly.
Senator VANDENBEO. I hope this definition of these various plans

is going to be printed in the record at this point, Mr. Chairman,
pages 6, 7, and 8 of Mr. Du Pont's memorandum.

Senator HERmNo. Those will be included in the record.
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(The matter referred to is as follows:)
Summary of more important industrial relations plans of the Du Pont Co.

as of the end of 1937 (from information contained in the annual report for
1937).

1. The group life insurance plan, adopted 19 years ago, provides protection
for the dependents of employees through a group life insurance contract with
a leading insurance company. The amounts of individual insurance range from
$700 after 1 year of continuous service to $1,500 after 5 years of service, with
provision under certain conditions for the payment of the amount of the policy
to the insured employee in case of permanent total disability. The entire cost
of this plan Is paid by the company. At the end of the year 45,539 eligible
employees were holders of policies aggregating approximately $55,790,000.

2. The salary allotment insurance plan, In effect for 13 years, enables em-
ployees at their discretion to purchase, under favorable conditions, standard
forms of life insurance as a further protection to their dependents beyond that
afforded by the group life insurance plan. The entire costs of this insurance
are paid by employees through monthly deductions of the premiums from wages
and salaries. On December 31, 193T, the total amount of Insurance carried by
employees under this plan was approximately $22,600,000.

3. The group accident and health Insurance plan, in force for 8 years, pro-
vides, after a 7-day waiting period, weekly benefits during disability due to
nonoccupational Illness or Injury, for a maximum period of 13 weeks for any
one disability. Ibis plan is carried under a contract with a standard company,
and the insurance is offered to all employees with 6 or more months of con-
tinuous cervice, on a contributory basis, at very low cost to them and without
medical examination. At the end of the year 973 percent of aU eligible
employees were insured under this plan.

4. The disability wage plan, adopted June 15, 1937, provides, after a 2-day
waiting period, payment of full wages to wage-roll employees having 1 or more
years of continuous service, during periods of nonoccupational illness or Injury,
up to a maximum of 3 months for any one disability. Payments under this plan
are in addition to benefits payable under the group accident and health insurance
plan. The entire costs of the plan are paid by the company. Comparable treat-
ment Is extended to employees paid on a monthly salary basis through the
medium of leaves of absence with piy.

5. The benefit plan, in force for 29 years, was originally adopted in order to
provide employees having 15 or more years of continuous service with assistance
during extended periods of nonoccupational disability; to supplement workmen's
compensation requirements under certain conditions; and to provide relief for
the dependents of employees who lose their lives in the course of their employ-
ment. This plan was broadened in Its scope on May 19, 1937, in order to provide
employees, having 1 or more years of continuous service, benefits for disability
due to occupational illness or Injury comparable to that afforded by the disability
wage plan for disability due to nonoccupational illness or injury.

6. The pension plan, in effect for 33 years, provides monthly pensions to
employees who become unable to work because of physical or mental Incapacity
after 15 years or more of continuous service. The entire costs of this plan are
paid by the company. In 1937 a total of $620,789 was paid to pensioners under
this plan, and as of December 31, 1937, the pension fund amounted to $22,001,174.

7. The vacation plan for wage-roll employees, in effect for 4 years, provides
annual vacations of 2 weeks with full pay for wage-roll employees having 1 or
more years of continuous service and satisfactory attendance records during the
12 months preceding their vacations. Comparable vacations with pay are
granted to employees paid on a monthly salary basis.

8. The savings plan, in effect for 18 years, provides a convenient opportunity
and an incentive for employees to save and to accumulate a fund for future
investment. Any employee who has 6 or more months of continuous service,
and whose annual earnings do not exceed $3,000, Is eligible to participate under
the plan at his discretion. Deposits in the savings account are made through
monthly deductions from wages and Ealaries, and interest at the rate of 6 percent,
compounded semiannually, is allowed on all deposits up to the maximum limit
of $500 At the end of the year 7,040 employees had $1,149,587 standing to their
credit under this plan.

9. Bonus plans In the company have been effective for the past 33 years. The
A bonus plan is open to any employee In the company who performs conspicuous



242 PROFIT-SIIARINO SYSTEMS AND INCENTIVE TAXATION

services of a specifle nature out of the ordinary line of duty. The B bonus plan
Is now open to all employees of 2 or more years of service, who, in their regular
line of duty, have contributed most In a general way to the company's success
by their ability, efficiency, and loyalty.

Early in 1938 under these two plans there was awarded to 1,889 employees
a total amount of $7,503,000. Of this number, 249 received A bonuses, and
1,640 received B bonuses.

10. Medical service.-The company has a well organized medical division,
providing medical service for all of its employees through full-time or part.
time doctors. At the larger plants the staff of full time physicians will run as
high as 6, while the total medical personnel on such plants, including nurses,
technicians, etc., may run as high as 23. At present, in addition to the routine
physical examinations, chest X-rays are made of all employees when hired,
which fairly well assures a normally healthy employee at the beginning.
Physical examinations at intervals ranging from 10 days to 1 year, depending
upon the nature of the employment, make it possible to discover early symptoms
of organic or other illnesses, thereby decreasing the time required for treatment
and recovery, thus avoiding suffering and loss to employees from preventable
Illness.

Senator HERRiNo. Of course, you have organized labor to deal with,
do you not?

Mr. Du PONT. Oh, yes.
Senator HEsR]No. As I recall it, you have not had any serious labor

trouble.
Mr. Du PONT. No; I think it would be correct to say that we have

had no labor trouble. I have been head of the company now for 12
years and there certainly has never been any strike or labor trouble
that I recall, so there as not been anything very serious of this
nature.

Senator HEmNo. As to any of these methods, do you discuss them
with the employees, or with their committees, or do you negotiate in
any wayI

Mr. DK PONT. Very frequently, in taking up the consideration of
a new plan, we endeavor to get the reaction of the people who are
supposed to be benefited before we adopt such a plan, but there is no
formal submission to employees in any way. • We regard these plans
as a voluntary adoption, and although we want to know what the
effect is going to be before we take the leap we do not feel that there
is any obligation to discuss it with the beneficiaries. We have a great
many suggestions from employees for work of this nature, or im-
provement in the plans.

Senator Hizrmmio. You have workmen's compensation in the State,
do you not? You have a State law on workmen's compensation?

Mr. Du PONT. I think there are laws of that kind in practically all
the States, Senator. You see we are installed in a great many dif.
ferent States.

Senator HnniNo. Yes. I was wondering if you received any credit
on what they call the merit system for this low percent of accidents,
or whether you are paying just as much as the employer who is having
a larger percent of accidents?

Mr. Du PoNr. I do not think there is any recognition of that. I do
not recall having heard of it.

Senator VANDENBEGza. Tlere is in some States.
Mr. Du PONT. There used to be in the State of Washington but

that did not go by companies; I think that went by industries. There
also was something of the kind in Wisconsin, I believe, but'it seems
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to me that went by industries also. Different industries pay a dif-
ferent rate of tax depeident on what the record of that industry is;
but I do not think they ever carried it as far as the individual em-
plo-ers were concerned.

Senator VANDENxnmO. Would not you think that was logical?
Mr. Du PONT. Oh, yes; it is logical. Naturally, there is a tax

applied for an expense of that kind. Those that do not produce the
expense certainly ought to be relieved of the charge, but I do not
think it is a practical thing, Senator.

Senator VANDENBUZO. I am trying to get you to say it is logical,
because then you have to say incentive taxation is logical. I warn
you in advance.

31r. Du PONT. I think there is merit in that thought. It does seem
logical, especially if you grant that the cost of government ought to
be borne by those who are benefited by government.

Senator VANENBERO. Certainly.
Mr. Du PONT. Not very many people recognize that, either.
Senator VANDzNBERO. No; but if that is true in respect to a matter

like unemployment insurance, I cannot see why it is not equally true
in regard to any other spectacular contribution that an employer
makes for regularizing and stabilizing employment. I grant you it
is very difficult to effect a practical formula; but, speaking of the
theory, I fail to see much difference between the two. It seems to
me they are perfectly sound. Is not a tariff an incentive tax?

Mr. Du PONT. A tariff ?
Senator VANDENnERO. Yes.
Mr. Du PONT. Why, I never regarded it as such.
Senator VANDmBmo. I rather think it is, in a broad sense. The

purpose is to permit an employer to provide employment for American
workmen.

Mr. Du PONT. I think that is stretching the idea pretty far.
Senator VANDENBERo. Well, all right.
Mr. Du PONT. I suppose that a tariff on one's raw materials is an

incentive to our domestic material.
Senator VANDENBMG. Well, a tariff on chemicals is an incentive

for you to put up a chemical factory so you can make the chemicals,
so I think it is incentive taxation.

Mr. Dy PONT. I think it is a little far-fetched. I think the weak-
ness of incentive taxation is that government determines what is to
be encouraged, and government may make an error in that deter-
mination with respect to a lot of different industries and a lot of
different units, and the thing is really worse than that sounds, because
after there is a demonstration given of the theory no one in industry
knows what to expect next, and it is the fear of something that is
going to happen that is worse than the thing when it does happen,
in the way of killing the incentive to take business risks.

Senator VANDnBERG. Well, I suppose, speaking gnerally at the
moment, their idea of government offering any incentive to business is
so shockingly novel it is difficult to comprehend anyway.

Mr. DuPoNr. Why, no, Senator, I do not think it is a novel idea.
But novelty does not make it either good or bad.

Senator VANDENBERo. That is right.
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Senator HEENo. Mr. Du Pont, could you give us, in a general
statement without a lot of detail, any information as to the new
products which your extensive research has developed and which have
contributed to increasing employment and the general welfare?

Mr. Du PONT. Well, there are quite a few. I do not think they
are all new, strictly speaking. They are new with us, and some of
them are new to everybody.

Senator HERimNo. We had some evidence here in the last 2 or 3
days that industry has done very little, if anything they have de-
veloped to a very small extent, if at all, in new employment oppor.
tunities or resources, and the thought has been expressed that that
is not true as to many of the major industries, including your own,
that you have contributed to the general welfare and of course em.
ployment by developing it.

Mr. Du PONT. There is no doubt about that. I can refer you to our
annual report for 1937, which has quite a little reference to the new
industries. They are mentioned by name. This is only a short para-
graph, and perhaps I might read it to your advantage.

Senator HEunNo. We would be glad to have you do so.
Mr. DIv PONT (reading).
In conformity with its general policy, the company endeavors to increase con-

sumption of its patented and other new products by aiming at a low profit per
unit on a large volume of sales rather than a high margin on a small volume.
A review of 12 of the company's more important development lines over the past
10 years affords an Interesting insight Into the actual working of this price
policy.

'he 12 groups of products in question, with the year of introduction shown in
each case for those not In production at the start of the 10-year period, in 1928,
are as follows: "Duco" finishes: "Dulux" enamels (starting in 1930) ; neoprene
(1932); synthetic camphor (1933) ; "Ponsol" dyes; anhydrous ammonia; syn-
thetic methanol; urea (195); titanium pigments (1931) ; viscose rayon; acetate
rayon (1929); "Cellophane" cellulose film. Those 12 lines accounted for about
40 percent of the company's total 1037 sales volume; and their production and
sale are now directly giving employment to approximately 18,000 workers, as
compared with about 10,700 employees in 1928 In the same groups of products
During the same period the company's investment in facilities for the manufac-
ture of these products has increased from approximately $03,000,000 to approxi-
mately $174,000,000.

That is, it has required over $100,000 000 of investment to bring
those products into active production and sale.

Senator HEmiNo. Well, then you have really made some contribu-
tion toward solving our unemployment problem during these years.

Mr. Du PONT. The mere putting of $100,000,000 in the plant means
a good deal of johs, but it has resulted in an increase of 8,000 directly
employed people. It might be interesting to note the next paragraph:

The composite, or weighted average, reduction in sales prices for the-e 12
groups of products from 1928, or the year of introduction if later then 1928, up
to and including 1937, has been approximately 40 percent.

I think that that is an interesting question, as to what employment
has been furnished by new industries. You can see the thing work-
ing all around, but the extent to which that works is dependent on
the amount of enterprise and enterprise capital that is available. You
cannot go into a new industry on borrowed money or bank credit.
Somebody has got to have the idea for the new thing and somebody
has got to have some money that he is willing to take a long chance
on and somebody has got to know how to do the trick, and that comn-
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bination happens so seldom that we have, unfortunately, few new
products brought out. It would be the finest thing in the world if
we could just create enough new products and a demand for them.
We would create more jobs than there are workmen. If you ever get
into that situation, it would certainly be a utopia for labor, and
there would be always a vacant job.

Senator VANDENBERO. I guess the only known scheme is a war.
Mr. Du PoNr. That works temporarily.
Senator VANDENBmmo. That is what I mean.
Mr. Dr, PONT. But it is awfully hard going, to be continually at

war. That even applies in the home, you know, Senator.
Senator HERRiNo. If you have any further observations we would

be glad to have them, Mr. Du Pont. I do not think I have any more
questions to ask you.

Mr. Du PONT. Well, I do not think I have anything further, Sen-
ator. This memorandum I think covers the subject pretty thor-
oughly, together with the other data that we supplied your com-
mittee In that questionnaire, and the supplementary matter connected
with it. We covered, it is true, briefly, but I think very thoroughly
and much to the point, our reasons for feeling that this principle of
incentive taxation is bad. It puts into the hands of government
whoever the individual may be, the control or attempted control of
affairs that are strictly business affairs, and therefore ought to be left
in the hands of those who are responsible for the business and who
are risking their money in the business, if for sio other reason just for
the sake of encouraging other people to put their money into some
kind of a new venture. They are much more likely tj do that if
they have the feeling, thoroughly grounded, that when that, venture
started they would be able to run it themselves and not have to take
some suggestions or orders from somebody else that may kill the
whole thing.

Senator VANDENBERG. Why is that factor involved, let us say, in a
tax credit for plant expansion or machinery replacement.I

Mr. Du PoN'r. Well now, suppose the industry in question gets to
too large proportions and for some business reason they think it
should be shrunk, not expanded, then by not being able to get this
tax reduction that industry is penalized.

Senator VANDmBEG. That is correct.
Mr. Dv PONT. All those that expand get a rebate, but my business,

that for good business reasons I cannot expand and must decrease,
I must shrink it up somehow, I have to pay the penalty. Now that
does not encourage me to go into some otherline of business that may
get struck by lightning in the same way. There are enough catas-
trophes happening without adding a whole series that may be imposed
by governmental authority. It does not do so much harm to the
fellow it would hit as it does in discouraging a thousand other people
from taking a chance and going ahead. That is why we have no new
jobs available, because too few people have courage to go into business.

Senator VANDENSo. It all depends on the point of view. There
appear to be literally thousands of those small employers in the
country who feel they would be very greatly encouraged by some
sort of tax abatenment or reward, who would be very greatly encour.
aged to replace their equipment and modernize and expand their
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plants. That is their statement. From their point of view it would
bea very great incentive and would not contain any of the discour.
agements that, you are discussing.

Mr. Du PONT. No doubt any definitely suggested scheme for in-
centive taxation does appeal to a group of people, and maybe quite
a large group.

Senator VANENBERG. Of course, the mere fact it appeals is no
assurance it is sound, I concede that.

Mr. Du Poxr. No. The reason it appeals to some will be the reason
that it does not appeal to a number of others, because they do not
happen to be in the peculiar circumstances that make that particular
relief interesting, but I repeat that the fear of something which is
coming along is more harmful than either the tax incentive or the
punishment where it does not exist

Senator VANDENBERG. I can agree, speaking generally, with you.
The fear of something else coming along is the thing that is holding
business back.

Mr. Du PONT. And it really goes deeper than holding business
back. It holds back people from saving up their money to go into
business. What is the use of denying yourself what looks attractive
and interesting if by that denial your savings are of no use?

Senator VANDENBERG. Well, that is a general indictment of the
fact that thrift has ceased to be popular under the new dispensation.

Mr. Du PoNT. But incentive taxation adds one more straw to the
load.

Senator VANDENBRG. Of course, I am not agreeing with you on
that.

Senator HEnnNO. You may not call this profit sharing, but when
you voluntarily distribute $20,000,000, or about 20 percent of the
annual wage among employees in one form or another, it comes
pretty close to profit sharing, does it not, even though it may be
good business to do that

Mr. Du PONT. There is no doubt about that, as to the distribution
of that which comes out of profits, but profit sharing has come to be
known in industrial circles very definitely as a plan of distribution
to substantially all of the employees proated to their hours or their
wages, or something of that kind.

Senator HEINo. Well, everyone in your employment benefits in
some way from this, of course.

Mr. Du PoNT. Why, surely, there is no doubt about that. They
have all participated in the benefits in some respect.

Senator HERRINo. The larger employers that have profit sharing
have all testified it was really good business, it has helped their
profits, and that is one of the reasons they did it.

Mr. Du PosT. You understand Senator, what my criticism of
profit sharing, as I define it, is, thiit you put a lot of money into
employees that does you no good.- If you take a bonus system, you
only put the money where it will do you good.

Senator HatNo. You reward for merit?
Mr. Du PowT. You reward the fellow that does something for you.

If you distribute your profits and bonus among all employees you
reward the poor ones along with the good one.

Senator HRmNo. Yes; I can see that.
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Mr. Du PoNT. In other words, you are scattering your shot and
wasting it.

Senator HERRING. There is a point I tried to make a while ago.
If wages are fixed in accordance with ability and merit and profits
are distributed as a percentage of the annual wage, then there is, to
soine extent, that element of rewarding merit.

Mfr. Du PONT. Yes. That reminds me of another point that I think
is important, and I would like to call your attention to it. For manu-
facturing industry as a whole through its various stages from raw
materials to finished product, about 85 percent of the value of. the
product, according to the United States Department of Comnerce,
was ultimately paid out to employees in a recent year "("National In-
come in the United States, 1929-35," p. 100 ). The remaining 15 per.
cent must cover various overhead items such as taxes, insurance,
depreciation, and so forth, in addition to return on the investment,
or net profit, if any. On the average, there have been virtually no
profits in manufacturing over the past decade, and even in the sup.
posedly prosperous 20's the rate of profit in manufacturing did not
amount to more than 5 to 6 percent of the sales value of the product.
It is obvious, therefore, that a distribution of the entire amount of"profit" would have a negligible effect on the income of the average
employee, although such a distribution would wipe out the entire
return on the capital invested.

In other words, you have very little to work with, and the thing
that people do not have in mind is that the profits of business are so
small as compared with the wages. Labor in some form is already
getting 85 percent of the whole, and you cannot afford to give theti
very much of the remainder, for the principal reason that by doing
so you discourage anybody else going into business, and if nobody
goes into business, why, it is just too bad for labor. It does not hurt
the capital owners so much, because they tan live on their capital,
but the wage earner cannot live without his job. It is far more
important for labor to have more capital invested than it is to have
increased wages.
- Senator HERRiNo. What percent of your dollar volume goes to

labor?
Mr. Du PONT. Why, the figures are in here approximately. Our

pay roll is $107,000,000, and our gross sales are about $300,000,000.
That is the gross sales. Now we have to take our materials out of
that. Now, our net profits were something like $53,000,000 for 1937,
roughlv one-half of the pay roll.

Senator HEmRNo. Your percent paid in wages to the dollar volume
exceed that of many that have testified here.

Mr. Du PONT. Well, they jump all over the lot. I think our profits
related to pay rolls are exceptionally high.

Senator H~iNo. Yes.
Mr. Du PONT. I think that is due to the fact that we are in so

many specialty businesses where the invention, the idea, the develop-
ment accounts for so muAh.

Senator VANDENERMo. Well, you spent $20,000,000 on profit shar-
ing on the merit basis compared to hlout $50,000,000 net earnings,
so as one who is critical of profit sharing you are one of the largest
profit sharers I ever saw.
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Mr. Du PoNr. Think how well we would do if we believed in it.
Senator VANDENBERO. It would be perfectly marvelous.
Mr. Du PoNT. Senator, so that at some later time you will not get

confused, in giving you these earnings or profits I have deducted from
the figures in the report the amount that we received from the Gen-
eral Motors Corporation. You see we did not have any employees.
that brought that in- they are General Motors employees, but we
got a very substantial amount in dividends from them, and I have
eliminated them from the total shown, the total being around
$88,000,000 and the General Motors portion about $36,000,000. The
difference is about $53,000,000.

Dr. Lincoln has just reminded me of something that had a bearing
on the last few remarks, that our investment in manufacture is ex-
tremely high. It is always high in the chemical industry, but ours is
high even for the chemical industry. Therefore, in order to make a
return on capital the profits have to be larger than they otherwise
would.

Senator HERTIN. Do you have much loss from the loss of these
chemicals because of careless handling by employeesI

Mr. Du PONT. Why, I have no doubt that we have a good deal of
that. At one time we made quite a study, to try to determine what
that was and whether it could be avoided, but there is no way to
find out what it is.

Senator HEmR~o. I only mention that because one witness testified
that by putting in a profit-sharing plan in reference to those handling
high-priced chemicals he had reduced his losses and made almost as
much money out of his savings as he had made out of the conduct of
his business. He said that was due to the fact that he shared with
those handling high-priced chemicals, acids, and so forth, the savings
which he made over the past 10-year average.

Mr. Du PONT. That is a very sound principle, but it is very difficult
to locate the loss, and to catch it when you do locate it.

Senator HEixNO. Well I have nothing else.
Senator VANDENERG . Thank you very much, Mr. Du Pont.
Senator HERING. We appreciate your coming here. It was a very

fine contribution.
We will adjourn until Monday morning at 10 o'clock.
(Whereupon at the hour of 3 p. m. the committee sdjourned until

10 a. m. Monday, December 5, 1938.)



SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION
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UNIT STATES SENATE,
SUBCOMMITrEE OF TIlE CoMnITTEE ON FiNANCE,

l1'waington, D. 0.
The committee met, pursuant to adjournment, at 10 o'clock a. m.-

in room 312, Senate Office Building, Senator Clyde L. Herring
presiding.

Present: Senators Clyde L. Herring (chairman) and Arthur H.
Vandenberg.

Senator HEn NO. We will hear from Mr. Joseph 31. Friedlander,.
treasurer, Jewel Tea Co.

STATEMENT OF IOSEPH M. FRIEDLANDER, TREASURER,. JEWEL.
TEA CO., INC., BARRINGTON, ILL.

Senator HEMNG. Mr. Friedlander is treasurer of the Jewel Tea Co.
They have some 90 branches, as I understand it, in the United States,.
and they have had a profit-sharing plan for some 15 years. We
would like to have you tell us, Mr. Friedlander, briefly, the history of
or business, your profit-sharing plan, why You put it in, and how

it is working.
Mr. FREDLNDE. Yes, sir.
Senator HmINo. Go right ahead.
Mr. FRiEDLANDER. First of all, I would like to say,if I may, Senator

Herring and Senator Vandenberg, that we are very happy to cooper-
ate with the work you are doing on this committee, and I personally
fee) privileged and delighted to be here to tell you anything I can.

Senator HERRiNo. Will you speak just as loudly as you can?
Mr. FMEDLANDER. The Jewel Tea Co. was incorporated in 1916, in.

its present state, having been originally started in 1899. It is a busi-
ness that. operates in 42 States and the District of Columbia. We
call it a Nation-wide business, delivering a line of quality groceries
and premiums direct to the housewife through a system of motorized
routes, and we also operate a group of stores in the city of Chicago
and its suburbs. The company employs now a little over 3,600 people.
We are proud of the fact that for more than 10 years we have given
employment to more people each year than in the preceding year and.
in 1937 Jewel provided jobs for 1,311 more people than it did at the
height 6f prosperity in 1929. We ascribe much of the credit for this
to our profit-sharing plan and our general employee relations policy.
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We have 90 branches, from which our 1,548 routes are supplied, and
109 retail food stores.

You probably are interested in the early history of Jewel -hich
is part of the reason for the profit-sharing plan which we have in
operation today. In 1919, our company lost $1,847,000 on sales of
16 millions. The following year it lost $2,180,000 on sales of 17%.
millions. That was in 1920. In 1924, our directors adopted a profit-
sharing plan, which is still in effect and the second year after that
adoption the company earned a proft of a million and a quarter on
sales of only 1412 millions. In other words it converted a loss of
$2,180,000 on sales of 1712 millions to a profit oi a million and a quarter
on sales of 141 millions.

Senator VANDENBERG. Was that just a coincidence or- 'as that
cause and effect?

Mr. FrIELANDER. We like to think, Senator, that it is partly
cause. The company has continued on that road and has earned a
profit every year since without exception, and the profit since J926
has exceeded a million dollars in every year but one, which was
1933 and which was just under a million, $909,000. In 1920, prior to
the adoption of the profit-sharing plan, the company was deeply in
debt. It had 21/2 million dollars in gold notes outstanding. It had
bank loans of half a million dollars. There had been no dividends on
the common at all, and the preferred-stock dividends were in arrears,
and, ac some of our officers sometimes say, it was kicking dust in the
face of the sheriff. I remember the employees tell how they used to
run over to the bank as soon as they got their pay checks so as to be
sure they got their money on them. Today the company has retired
all of the gold notes, all of the bank loans cleared up all of the pre-
ferred dividends in arrears, and retired tie preferred stock so that
today we have only one kind of stock, and that is 280,000 shares of
common. Thus our capital structure is quite simple. Dividends have
been paid on our common stock without interruption since 1928, and
never at any rate lower than $3 per share.

Senator HERRING. Just what is your profit-sharing plan, Mr.
Friedlandert How does it operate?

Mr. FR ELANDER. I was going to say, Senator, you would prob-
ably be interested in some of the philosophy of Jewel that led to
the profit-sharing plan and its maintenance throughout these years.

First of all our management believes that profit sharing is some-
thing over and above a fair wage structure. In other words, We think
that wages should be a charge against cost of operation, and that wages
should b6 set fairly and in eeping with competition, locality and in
proportion to the production of the individual, and within the com-
pany's ability to pay as soon as those things can be determined, and
that sharing of profits should come from the earnings made over and
above that cost of operation.

We put out a little booklet on our labor policy in which we have
said that Jewel tries to put full wages in the pay envelopes of all
employees, and it tries to provide 52 weeks of work every year for
every employee in good times and bad and the principle which
our company has always followed and which it intends to continue
if it can, is to make the weekly pay for each kind of work not only
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equal to the pay for the same kind of work, given by any other
employer in the same locality, but to make it as much larger as the
production of the individual and the prosperity of the company
permits. On that principle our company. has operated, and when
we have had excess profits we have distributed them in a number
of ways, not only under our profit-sharing plan itself but also under
a plan which we called wage extras, or wage dividends.

Since our profit-sharing plan has been m operation we have dis.
tributed $2521,000.

Senator VANDENBRG. That is since 1924?
Mr. FI1EDLANDER. Since 1924; yes, sir. In addition to that, we

have distributed in wage extras, so to speak, $459,125. In the last
10 years for which I have more comparable figures on several factors,
we have distributed under this profit-sharing plan $2,711000, and
wage extras of $459,000, plus salaries in accordance with this prin-
ciple I have just mentioned of $40289,000 or a total to the employees
of $42,919,000, in the last 10 years. That figure, incidentally, is
about 25 percent of our sales dollar, and about 300 percent o our
net profits.

Now, as to the profit-sharing plan itself, under the plan we pro.
vide that a fixed amount be earned for the stockholders first, which
is a base figure, and over and above that a definite percentage, 20
and 25, depending on the amount of profit made, is set aside for dis.
tribution to the employees.

Senator VANDENB RG. What is the base figure?
Air. FIEiDLANDER. $770,000, which is about $2.75 a share.
Senator VANDENBER. What would that be in percentage, dividend

percentage?
Mr. FRIEDLANDER. We have no par. Last year, Senator, our divi-

dends were $4.75 a share.
Senator VANDENEmo. On stock selling at what?
Mr. FREmLANDER. Seventy.
Senator VANDENBERG. $2.75 a share on'$70 would be about 4 per.

cent.
Mr. FR IaMANDFR Yes sir.
Senator VAND EB EG. That is what I am getting at. That is not

a very heavy capital charge. You certainly cannot be criticized for
that.

Mr. FJEDLAxDz. One thing I think that stands out, in looking
over the record of our corporation has been the effort of the manage.
ment to keep things in balance. Rather than distributing extrm dol.
lars under the profit-sharing plan itself, when we earned extra profit
in 1934, 1935 and 1936, we distributed them in the form of a wage
dividend. We review the salaries of every person in the business
twice a year. Every person's salary in the company is reviewed
twice a year.

In an effort to keep our wages at the level we think they should be,
we do the same thing with dividends and with prices to our customers.
We have what we call 9. profit-sharing credit that goes to Jewel cus-
tomers on our routes, and that credit has been increased over the years
from approximately 10 percent to 18.9 percent last year on the amount
of Jewel groceries that a customer buys. That is credited to her

- 11I 81 l-39g-----17
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hecount, and she may use that credit in the selection of premiums.
Thus you see we try to maintain a balance between the amounts
distributed to stockholders, employees, and Jewel customers.

Senator VANDE.NBEO. Let us go into the profit-sharing plan now.
After approximately 4 percent is paid on capital, then what happens?

Mr. FRIEDLANDER. Then 20 percent of the remainder is distributed
under the profit-sharing plan.

Senator VANDMNERG. To all employees?
Mr. FRIYDLANDEB. To all employees who meet a minimum service

requirement, except those in certain food store departments and those
whose compensation is related directly to their sales production by
means of a commission scale. The sales force, including those en-
gaged in direct selling as well as the sales supervisory staff-branch
managers and assistant managers-are paid a base guarantee plus
additional amounts depending upon their sales volume. Guaranties
to salesmen vary in relation to the section of 'the country in which
they work. If they work North their base guaranty generally is
$1,170 a year for 52 weeks' work, and $1,092 a year in the South.
Their compensation is increased above these amounts by varying
percentages of their sales above a base figure. The profit-sharing
plan takes in the executives, the home office employees, people in the
main plant, branch offices and branch warehouses, including cashiers,
stenographers, and stockmen, as well as traveling district managers,
supervisors, and auditors.

Senator VANDNBEno. How do you distribute the 20 percent among
them? What is your formula

Mr. FRuwLANDiER. There is no formula. It is determined by a board
of review and approved by the board of directors, and it is based on
the employees' length of service and on their salary.

Senator VAN'DENBERG. In other words, it is an arbitrary assignment
based on your best judgment of the merit of the individualI

Mr. FRimLAxNLR. Yes, sir. The sales forces, however, are guaran-
teed their base rate as a living wage, whether they earn it or not,
and then they share in the profits above those figures through theiradjstdpay based on sales.

u would be interested, I think, Senator Vandenberg, in that we
are in some measure changing our profit-sharing plan, I should say,
we are broadening it. INe uied to pay these amounts direct to the
employees in cash. We started putting part of it in trust for them,
and we had very good results from that. WVe found that a few people
would prefer to have cash, and probably on first thought most of them
would. I have asked them and their immediate answer would be that
they would rather have cash, but our experience has been that mtting
aside something for the future seems to benefit not only the people
but we think the company and society in general benefits frcm it
and the people, after we have gone back and asked them the second
and third time, have liked it so much that we have extended it each
year after we started it, bringing in a broader and broader group of
people whose part of the profit-sharing is going into a trust, and
our board of directors just last week adopt a lan, which has not
yet been worked out in detail, but we are in the midst of it right now,
working out the details and in principle it will be the same plan that
this one is. The base hgure must be earned and then 25 percent of
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every dollar over that will be put into a trust by the company and
it will be a separate corporate trustee. It must be a bank with
a capital and surplus in excess of $5,000,000. I believe all the
leading Loop banks in Chicago qualify. The trust company will
be one of three trustees, that will be the corporate trustee, then there
will be two individual trustees. The contributions by the company
will be put in the trust, and in order to share in them we are putting
in another new provision of employee contributions. Employees are
to contribute from a dollar a week to $4 a week of their salary, and
the funds will be paid to them on retirement. We are having a very
low retirement age of 50, at the option of the company, and 57 at
the option of the employee, and there will be provisions in the plan
whereby, if an employee leaves before the age of retirement he will
get all of his own funds back, plus varying percentages of the com-
pany contribution.

Senator HERRINo. That is going to take the place of a cash profit-
sharing plan entirely?

Mr. kR.Dr. Yes, sir; we intend that to take the place of the
cash payments. The sharing of the profits will continue on the same
basic principle that we have maintained since 1924.

Senator HiNo. Will they be able to give up this cash profit
which they have been getting and $4 a week ifi addition?

Mr. FRIELANDR. Think they will, Senator Herring, because we
have had, in conjunction with our profit-sharing plan-that is, our
so-called profit-sharing plan-another plan whici I might mention.
We call that a savings plan, a straight savings plan, in which the
company has taken deposits and guaranteed 3 percent interest on the
deposits. That fund has grown from, I think, less than I percent
of the people the first year in the savings fund, to now over 70 percent
of our employees that have deposits in the savings fund, and that fund
has increased from $1,200 to $W00,000. All of the interest that the
securities earn in that fund is paid to the employees in addition to
the 3 percent. One year, I think, they got 14 percent.

In addition to our so-called savings plan we have a number of
welfare benefits. We have group life insurance, which the company
has carried for a great many years on the lives of its employees, after
having completed a minimum service requirement, at no expense to
the employee.

We also have, in addition to the group life insurance, the sick com-
pensation plan, and we for a great many years--I do not know how far
back itgoes-.have given vacations with pay to our employees, 1 and 2
weeks, depending on their length of service.

Senator HammiNo. That has all been in addition to the 20 percent?
Mr. FRIEDLANDER. Yes, sir. In addition to that we have given

over the last 5 years an average of 4 percent-I would like to refer
to that figure to be accurate on it-n welfare benefits, exclusive of
these other benefits I have just mentioned. I beg your pardon. It is
3.93 percent of the annual dividends that have been paid out in other
kinds of contributions to the employees, special rewards for meri-
torious service and contests and campaigns, and so forth.

We have for years tried to report what has actually happened in the
company to the employees. It started out I think, 10 or 12 years ago,
when the treasurer of the company called all the employees together
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and read what he called the common-sense balance sheet, He made tp
the regular balance sheet and then he prepared what he called the
common-sense balance sheet, which would explain to the employees
in language that they could understand, just what the company had
done. In 1986 we changed the form of it a little bit and we put out
what we call a report to the Jewel family and sent it to each em-
ployee, in which we told them everything there is to know about the
company, and we reduced the balance sheet to a personal basis and
brought out the fact that each job hag invested in it $2,875. We have
carried that on, and I think probably will continue to do so.

Last year it took the form such as this [indicating]. We call it
the "Business in a Basket" because the men on the routes carry their
merchandise in baskets, and people in the Jewel food stores in Chi-
cago shop with a basket, and so we call it the "Business in a Basket."
We continue to report to the employees all of the vital statistics in the
business, so each one can know just what is happening each year.
They will receive under the new plan a detailed statement, so that
they may know from that how they have helped in the production of
the company's profit and how they share in it.

Senator HME No. In arriving at the method and the amount of
the various benefits, you have negotiated and discussed with the
employees the form it should takb and the amounts?

Mr. F yw Azn. Yes, sir. In the development of this new trust
fund idea of our profit-sharing plan, for example, we have been hav-
ing meetings now for a number of weeks with representatives of the
employees. We have an organization in each branch and one in our
home office of the employees. They are called the Jewels and they
have chosen their own representatives. Incidentally, they have made
some very constructive contributions to the development of this trust
instrument,

Senator HER.io. How many employees did you say you haveI
Mr. FAxznvazn. Three thousand six hundred.
SenatorHERwio. Three thousand six hundreds
Mr. FnawLAr ,p. Yes; which, as I said before, is 1,811 more than

we had in the peak of 1929.
Senator Hxamno. Are any of them members of labor organi-

zations?
Mr. Fir=LAxDEa. Yes, sir. In the food stores, that is the only

place in which they have their own union, but outside of that they
do not belong to any outside union. They are not affiliated with any
national union.

Senator HimEIo. None of them?
Mr. FR=TANDE . No, sir; outside of the food stores in Chicago.
Senator HmwNo. Have they insisted on collective bargaining in

arriving at any of these benefits?
Mr. FmDAi4mDz. No. We have always discussed it with them.

We have had, I should say, very little labor trouble of any kind.
Senator HmuRo. You have had no labor trouble since you put

in this plan I
Mr. FiR=LA rR. No, sir. Except in our Cleveland Ohio, branch

where, after a minority of our men had joined a local bakery drivers
and helper union we were notified they had been authorized to act
as bargaining agent. Negotiations were started promptly and con-
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tinued several months. Because their demands were such as to have
resulted in a loss to the company and were impossible to meet, the
business in that branch was discontinued, Our employees have been
solicited and even threatened at times in other cities, but the Cleve-
land incident is the only one in which demands were made which
required the cessation of operations. We have had no other labor
trouble that I know of, of any kind, in our main Mid-West plant or
home office headquarters.

Senator Hrzmxo. Had you had any before?
Mr. FRIEDLANDER. No, air; not to my knowledge.
Senator HEEmJo. Well I think that is a fine statement. I am

very glad to have you tell us your experience, Mr. Friedlander. If
you have anything else, it would be of great value and interest to us
if you would give it to us.

Mr. FRELANDEE. I could tell a great, deal more about the company,
but I do not think there is anything more of vital importance her,
Mr. Senator.

Senator VA nrawmo. You consider, Mr. Friedlander, that all of
these investments that you have made in employee benefits and in
employee partnerships have paid their own way and have been a good
business investment, do you not I

Mr. FjuEDLANDER. Decidedly so; yes.
Senator VAWDENBRm. And, as I understand, you attribute a sub-

stantial part of your present success to the fact that you have pursued
these policies

Mr. FRDLANDP. Yes, sir; definitely so.
Senator HEMNo. Thank you very much, Mr. Friedlander.
We will next hear from Mr. Henry Dennison, president of the

Dennison Manufacturing Co., Framingham, Mass.

STATEMENT OF HENRY S. DENNISON, PRESIDENT, DENNISON
MANUFACTURING CO., FRAMINGHAM, MASS.

Senator HmxNo. I understand you have had a profit-sharing plan
for a .number of years, Mr. Dennison. There has been some report
here that you have discontinued, it,

Mr. DzNNIsoN. It las discontinued itself, because our history has
been almost the reverse of the Jewel. Our experience might prove
the opposite, if I wanted to take the thing on its face value, as proving
or disproving anything on profit sharing.

We started our plan in 1911. There are a good many special
features connected with it, and I do not think it would profit us very
much to talk of it in general. For instance, we have emphasized very
heavily from the beginning managerial profit sharing. We empha-
sizel - n the begn ing rather the structure of the corporation, the
voting stock being held within the management group.

We had much more in our minds in the early days than what is
ordinarily understood as profit sharing. We did extend, after the
war, the same type of profit sharing, after a discussion of the matter
by the employees, but almost wholly on an experimental basis, and
personally I do not consider it has gone long enough to prove or
disprove any effectiveness of that type of profit sharing.
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Under our plan the profit sharing is primarily by the distribution
of stock rather than cash. Our experience with cash payments has
been about the same as the experience of Jewel, that is, that cash dis.
tributions had a great deal against them. Anything that favors a
balance of construction generally is felt to be against cash distribu-
tion. That illustrates one of the main features in my own mind on
this problem, that it is a very special and highly particular problem
and to generalize is extremely hazardous. For instance there is a cash
distribution profit-sharing plan in one of the best concerns in the
country. Leeds & Northup, in Philadelphia, which has gone on for
some time and nobody in the world can call it anything but successful,
and yet I think you will find other types of experience in other places.
It is sometimes extremely difficult to say why the scheme seemed to
work all right in A company and will completely fail in B company.

Senator HmiNo. Do I understand you correctly to say that when
you did have that plan it extended only to the managerial force and
not to others?

Mr. D NNisoW. We went beyond the managerial force in the glow
of 1919, and included the same type of profit sharing, that is by dis-
tribution of nonconvertible stock to manual workers over 5 years in
our employ and operated on that basis continually from 1919 to 1930.
The plan is still on paper, but since 1930 we have run into the experi-
ence that Jewel had some years ago, apparently, and we went into the
red. If you want to connect the two things, which I do not think is
good logic, why, after 19 years of experience with profit sharing we
went into the red for the first time in our history. It could be said
flatly that to me it is simply an illustration of the fact that one wants
to be careful in making a Etatement of that kind.

Senator HMWNo, Were all of the employees included in the plant
Mr. DENNisoN. The managerial group w:as included from 1911 to

1919, and all of the rank and file with over 5 years' service from
1919 on.

I think it is much more likely to say that the management of
Jewel Tea Co. wag extremely able and the management of Dennison
Manufacturing Co. was extremely mediocre at least. I might argue
that much more cogently than argue the question of profit sharing
pro and con.

I saw right at the beginning that my appearance her6 would be
of doubtful help, and it took some little persuading to come at all,
because I do regard the matter as being quite special. To put in a
plan in a company depends on the morale at the moment, and the
background of the set-up, on what these employees are doing, what are
their relationships to the profit account as to whether it is remote
or whethef'it is direct. For the typical worker in the factory our
own belief is that his relationship is so remote from net profits, buy-
ing, selling, inventing new goods, advertising, all of the possibilities,
to say nothing of the swing back and forth of the cycle of business, on
the cycle of various style, goods that come in and go out, that all
those things intervene between the worker on the bench and the net
profit account. : The worker on the bench I say particularly, because
if you; are driving. a milk route, or possibly in the tea route, your
relationship may be much more immediate. It is pretty remote, and
in trying to connect it up with our own company we said immedi-



PROFIT.SHARING SYSTEMS AND INCENTIVE TAXATION 257

ately, in proposing a plan, that we should not accept any factor upon
production of the daily work.

Senator VANDENIRO. Mr. Dennison, is it not unfortunate that the
connection between the manual worker and the profit motive is so
remote; is not that one of the hazards of the economic system, and
if there is anything that could make the manual worker more profit-
minded, would not it be to the advantage and to the stability of the
economic system under which we are trying to operate?

Mr. DENNISON. If we are in for more and more violent fluctua-
tions, which we thought was likely for the last 40 years, when we first
began to look into the business cycle, it looked as if fluctuations were
becoming more violent and more frequent, if that is the case I very
much doubt that you should want to iave that connection. It might
increase and intensify the swings quite as much as the other; whereas,
if you have profit sharing for them of a more flexible wage basis--
that is, if the wages go iown in bad times and up in good times,
you have got an intensification there. Possibly one of our stabilizing
factors has been particularly wages in distribution, in retail or whole-
sale and the like, that it has been fairly stabilizing, and it has sta-
bilized us somewhat during this period. I am not sure that it would
be the case, but my point, Senator, is the actual physical relationship
that the man can feel the cause and effect of it, that his efforts can
do something to producing net profits, that it cannot be a very effec-
tive payment, not effective on his daily work. We believe that a
bonus and properly arranged piece rates, and other similar incentives
are much more effective than profit sharing would be. Profit sharing
might have some effect on morale, but there are other factors that
affect the morale of the employees. Foremanship, for instance, is
one of the principal factors, and the whole industrial relations prob-
lem enters into the picture I myself, would hope that we would not
raise too much expectation of the practical results of profit sharing
in regard to the manual-worker group.

Senator HERRIo. Is it not possible that the bonus and piece-work
system might result in a speed-tip ?

Mr. DE:NNISON. No. It can be that, and it can be quite the con-
trary. That depends entirely,-of course, on how it is worked out and
how it is applied. I

Senator HIurtio. There seems to be quite a lot of objection to that
on the part of labor.

Mr. IuzNinsox., It has constantly diminished, ever since the early
days when it was forbidden by the Congress in the arsenals, the
objection among the workers has diminished steadily. Many of the
larger unions insist on setting& these rates and demand them. Others,
of course, have not been habituated to that, and object. It depends
entirely on the technique of working it out.

Senator HERTI NO. I notice there is a strike in Detroit now because
of piece work.
* Mr. DENNISON. Very fftquently, on its first introduction, if it is too
suddenly introduced, or if it is inadvisedly introduced, there will be
difficulties, and you will not have those difficulties later on. We have
always, for years and years, in setting such rates taken care to see thak
they are jointly set, and they are subject to review by representatives
of the employees. I am talking about properly set rates on a more
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Immediately related effort to reward, and I think that is very neces.
sary. If they feel this reward is remote and accidental you will not
get then the morale effect of profit sharing unless it hr.ppens you
have very irregular profits.

Senator HEInmo. Are your employees organized ?
Mr. DENMSON. Some are and some are not. There are unions for

some and there are not for others. We have had an employee repre-
sentation plan since 1919, and joint and collective bargaining has
been going on since 1919 when the shop has actually organized itself,
but there are also outside unions within the shop, wherever there is
a craft that allows it. For most of the workers there have not been
unions until the last few years. "

Senator HEznrmo. Having the profit-sharing plan or not having it,
has that had anything to do with any labor troubles that you may
have had?

Mr. DENisoN. Not in the least. There is no relationship at all.
We have not had any strike since 1903, at which time we had a short
strike that taught us a good deal, as to whose fault it was. We have
plenty of labor troubles, but that is to be expected. We also have
selling trouble and customer trouble. That is what human relation-
ships partly are, and we assume we are going to have them, and we
set up a special department constantly to deal with those problems
and attempt to keep them at the small stage. So that they have not
come to any explosion point yet, although that might happen at any
moment as it might anywhere or to anyone else.

The first question you ask indicates that profit-sharing might be
thought of as simply a contribution to a fund, like a dismissal-wage
fund, or disability or vacation plan. Where profit-sharing is some
payment, contribution, or renewal of a fund, or whatever it might
be, or cash payments, that it depends on your profits, that they may
be more if you made more profit and less if you had less, and none if
you had none, that is much more complicated it seems to me, and if
you could separate those two, the problem could be more easily faced.
In other words your practical proposal, as I understand it is possibly
some device throu h an adjustment of taxes, so that these things
might be cultivatedand encouraged. I cannot see why, to encourage
the development of a fund, whether your contribution to that fund
could be called profit sharing or not, if we make that regularly any-
way. We did have an unemployment-relief fund that we started in
1915. It really was a seasonal unemployment relief proposition, and
when we came into the true unemployment in 1930 and 1931, with
thousands of people laid off and the rest of them on part time, we
found In spite of the fact we were making less, the pressures on our
own judgfment, on our hearts, if we had any, were such that we had
to pay dismissal wages. The unemployment fund was used up at
that time. It was inactive, because there had been too much unem-
ployment for it, and yet in that time we thought the actual dismissal
without the 2 weeks' payment at least was just too raw for even omr
hardened nerves. That was definite sharing, that was very definite
financing in those years, when we actually paid dismissal wages.
Now, that was a payment for that kind of purpose, vacations, or
additional unemployment compensation.
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Many English companies still add to the unemployment relief.
There would-be many possibilities in those fields, and I suggest that
they be considered for cultivation, for encouragement, whether they
happened to be profit sharing or not. Profit sharhlg, to my w'ay of
thinking, is so complicated, so difficult in its worth-while applications,
so much a matter for special diagnosis in each case it would be
terribly difficult to find what would be the best profit-sharing scheme
that you would want to cultivate.

Senator VANDENBElM. I think we can agree with you on that Mr.
Dennison. The only purpose we have is to create a record which the
employer, at his option, can consult, to see where the merit is and
where the pitfalls are.

Mr. DENNisoN. That is very decidedly worth while, because there
is a reviving interest in profit sharing in the last year or two. You
cannot very well have profit sharing if you do not have profits to
share. It is now beginning to come back with renewed interest. I
think it is very desirable to have every record possible as to the
pitfalls and the helpful factors, to have as much analysis as possible,
to show where they actually lie.

Senator HERRING. Do you think there is any value in the compen-
satory tax rewards or incentive taxation?

Mr. DENNisow. I think it would be of some value, but it seems to
me not a very important matter, hardly important enough yet to have
it get into the tax system as an exception. It would be highly valu-
able certainly in the development of talks, that is the one place it
seems to me that it might have its place, but it would not seem to be
nearly as important as a thoroughgoing study of this subject. That
is very much more important than the tax submission either for pen-
sions, or anything of that kind. I would not speak against it, against
the remission of taxes on such funds, but I would not make it a major
issue of any moment, because I think it is not of maximum import-
ance or nearly so much important as the study that you are making.

_ hope in the study there will be enough developed to warn against
undue expectations. That is, does profit sharing stop strikes? I
think that probably. profit sharing a)one, perhaps, never did. The
same type of mind and consideration to the personnel problem that
might develop a profit-sharing scheme in a company might also de-
vetop a good, sound personnel policy which would make strikes less
likely. The proposition that profit sharing itself did stop strikes, I
think, is WholV doubtful.

In Tour Uestiojs here, would that change the attitude on the de-
ruc o the employer's property, the preservation of his own

property? I think that is too remote, It would be silly to think that
the employee would think of the property of the employer if his Irish
got up high enough. Your questions would indicate the possibility
of raising the expectations too highly.

I say it is rather an intricate and delicate question of management.
I think it is enormously more important to have effective foreman.
ship, educated, considerate understanding foremanship than just to
have any scheme of profit sharing that could ever be worked ouL,

Senator ImEiNG. You do not think there is a place for profit
sharing then?
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Mr. DENzsoN. I think it should be understood as a helpful device,
but not as a main lead. I personally have known, of course, since
1911, a good many bitter disappointments that never should have
existed if the men had analyzed the situation fully to begin with.
If he did not expect anything he would not have been disappointed.
I think it has done a great deal of harm. Iput in this profit-sharing
scheme and the blankety-blanks struck. Well, the strike was prob-
ably materializing long before it was put in, and the profit-sharing
scheme could easily be felt as a red herring, as something that might
be put in as a defense against them, and that would immediately
probably incite to riot, more than it would quiet it. I think you have
heard that point of view from labor. It has frequently been ex-
pressed and it has frequent justification in history. I do not think
it is valid against all types of profit sharing by any manner of means,
bui it is something to "b looked out for.

Senator VANDEN-BER. I 8111 very glad to have your warning on
the record, Mr. Dennison, becauseIthink we need warning as well as
stimulation.

Mr. DENNisoN. I think we would get a great deal further by view-
ing this matter from the technical standpoint, with less violent
enthusiasm than I have known some people to go into it, with lower
expectations, to work out a scheme that will be the right one under
the precise circumstances, and then handle it right, If it is to be badly
hapilled, it is better not to do it at all. I hope ours will come back into
activity. As I say, it ii still on paper, because our profits have not
come back sufficiently to pay for 1931 and 1932.yet.. I hope you go
on continuously in thie experimentation of profit sharing until we do
find a scheme which will work, but. I believe we shall have to find out
more about the whole art and the whole technique.

Senator VANDENBzOR. Thank you.
Senator HE-RIo. Mr. Chapman.

STATEMENT OF T. S. CHAPMAN, CHAPMAN & CUTLER, I1I WEST
MONROE STREET, CHICAGO, ILL.

Senator H.iuxo. Mr. Chapman, I understand, passes on all of the
bond issues that are sold out my way, in my part of the country, and
I suppose you can tell us how the utilities can share profits when
they donthave them?

Mr. CHAPMAN. Senator, I can not. We are lawyers, you know, and
not industrialists. I do not know anyhing about profit-sharing
plans. I naturally have done a little thinking about it, I suppose
maybe more than some. I remember near my native town of Jersey-
ville, Ill., in Leclair over in Madison County, where there was a
large industry manufacturing plumbing supplies, operated by a very
fine man, Mr. N. 0. Nelson. He conceived that there ought to be
some profit-sharing plan, and the interest of the employee in the
business and success of it should be encouraged, so he decided to
raise the wages of the whole body of employees, the labor, and
to invest the raise in wages ;n stock of the company. I understand
that he had a strike immediately for the raise in cash. Alaybe I
thought of it more by reason of this experience, because the lad that
I visited sympathized with the troubles he had. He had a great
deal of labor trouble.
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Senator HERiNO. I would be glad to have your expressions, Mr.
Chapman, upon any phases of this survey that may occur to you.
Mr. CHAPMAN. It seems that whether or not profits are enjoyed

in the operation of any business depends upon the intelligence of
the management and the courage and ingenuity of a few of the em-
ployees, relatively few. They are prompted to exert themselves, those
men that are endowed, so they can exert themselves emphatically by
an expected profit.. In a large way, profits are the results of inge-
nuity, courage, and hazards and should go to those men who produce
those results. Now, the labor at the bench, in the broad way, 'does
not produce the results.

Senator HERRIo. You would be interested, I think, in the state-
ment made by the head of a big organization here the other day,
employing 16,000 men, with 38 years of experience in which he said
the vast improvements which had been made in tieir methods-the
savings and economies---had not come so much from the front office-
it was from the shop, where -the man actUally doing the work could
sec the opportunities for these improvements.

Mr. CHAPN.. That is true. In an established or going business
.or rather, lines of industry that are known throughout the years ind
generations, the improvements of those must necessarily be in the
minute details of manufacturing and handling, and I imagine if you
get into the minutia even of them you would find those suggestions
emanate from superintendents, bosses, and other men who ultimately,
in the next generation will be the dominant factors of those indus-
tries. They are the thinking men. It is just pure human-nature.
If the superintendent comes to the head office and says, "We can save
one operation by resetting this machine," the old man is going to bear
in mind that that fellow is an observer, has some ingenuity, and
ultimately he is going to sit up along with the old man.

Senator HERRING. Would you care to express yourself, Mr. Chap-
man, upon this question: What would you think of promoting, as a
deduction from taxable income, the amount expended for labor and
wages by increases, and the payment to the employees of the amount
of such taxes as a dividend ? . " 1 ,

Mr. CAXPMAN. I doubt .whether today any contributions made by
corporations are not a deduction from gross determined taxable
income. '

Senator HERI-m o. Would you think a plan of that kind would
stimulate industry?

Mr. CHAPMAN. No; because I think it is already in effect. 1I think
any special dispensation or special deduction is going to operate
either as a preference or an exception in the law to particular par-
tie& That is bad. Taxes should be as nearly equal as they can be.

Senator HEmRING. You Would not favor compensatory tax bene-
fits, then, to assist companies in installing profit-sharing?

Mr. CIAPHAN. To the extent that it can encourage it, it already
does, because they are deductions from gross in order to determine
that today.

Senator HaRImo. You do not think any additional tax benefits, or
incentive taxes would be of value in the encouragement of profit
sharing and benefits that might come from profit sharing?

Mr. CAPMiAN. I think it would be a little, but I think it would
be overbalanced by the preference or exceptional position that one
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taxpayer would occupy as against another. It would create more
discontent.

Senator VANDENBER. That same criticism, Mr. Chapman, can bo
leveled against merit rating in workmen's compensation laws and in
unemployment-insurance compensation laws.

Mt. CiAPMAN. I say that expense of operation is deductible.
Senator VADENEMEo. The merit rating permits the employer with

a good record to enjoy a lower contribution, tax contribution, t'.%n
the employer with a poor record.

Mr. CHAPMAN. I am sorry, but I do not get your reasoning.
Senator VANDENBERo. For instance, under the merit rating system

in the Wisdonsin unemployment-compensation law. the employer with
a steady record of employment is treated more favorably than the
employer with an unstable record.

Mr. CHAPMAN. That is true.
Senator VAxDRNm. Is not that all right I
Mr. CHAPMAN. I think that is all right in that case.
Senator VANDEN Ro. Then there is a point at which it is all right

to have'the tax lawI
Mr. CHAPMAN, That has already been demonstrated. That is al-

ready included in the cost of operation.
Senator VANDr.NBR. We fully understand that. We are talking

about an additional incentive.
Mr. CHAPMAN. I think that would be a special preference, that

would be liable to put one employer in a preferred position as against
another.

Senator VANDENBno. Why is not the merit rating that we have
just been discussing preferential?

Mr. CHAPMAN. It is very minor in amount, and it is determined
upon a past history, the Federal income taxes, and annual deter-
mination.

Senator VANDENBo. I am discussing with you the principle of
discrimination. I am not quarreling with you; I am just interested
in your point of view.

Mr. CHAPMAN. I understand.
Senator VANDNmBERo. You are asserting there is no tax, preferen-

tial tax which creates what you call a discrimination that is justified.
Mr. CHAPMAN. I think it would be very hard to design one.
Senator VA.NDENBERo. But we were discussing whether or not it is

justified. You are asserting that it is, as I understand you.
Mr. C1APUAN. I said I have very grave doubts whether it would

be justified. We do not, any of us, know what is going to happen in
the future. We can only have judgments.

Senator HERBiNo. If you have any other observations, we would
be glad to have them Mr. Chapman. We are not looking just for
favorable evidence. We are glad to have these objections.Mr. CHAPMAN. It always has seemed to me that industry is really
dependent upon a very small' percentage of men, because only a small
percentage of men are endowed to be good administrators, good exec-
utives. It is awfully hard even to get a good shop superintendent.
They are relatively rare. If we are going to better our conditions of
living, it is going to depend upon those men who are able to better
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it, and, in a broad way, those are the men that should be encouraged
and thus raise the living of the masses.

Senator HERRING. I have found some difficulty in finding good
lawyers, too.

Mr. CHAPMAN. It is very hard, sir. I have employed a good many,
and it is very difficult.

Senator VANDEnBIRo. Good Senators are equally difficult to locate.
Senator HRiNo. They were not until a few years ago.
Mr. CHAPMAN. There was a good deal of truth in life in the story

about the soldier that kicked the rabbit out of the way and said, "Let
somebody run that can run."

Senator HliuNo. Thank you very much.
Mr. CHAPMAN. I am sorry I cannot help very much.
Senator HniwNo. You have helped very much. Mr. Hazelett,

president of the Hazelett Metal Co., New York.

STATEMENT OF C. W. HAZELETT, CHAIRMAN OF THE BOARD,
HAZELETT METAL CO., NEW YORK, N. Y.

Senator HERmNo. Mr. Hazelett, you are president of the Hazelett
Metal Co.?

Mr. HAznxrr. Chairman of the board.
Senator HERRtiNo. You are the author of I. T., are you nott
Mr. HA xr. Yes.
Senator HEmiNo. I want to thank you for the copy you sent me.
Mr. HA zELrr. I hope you enjoy it. Would you like me to discuss

my viewpoint I
Senator HlRIo. Give us a brief description of your company, its

operations, any profit-sharing plans you may have, and your interest
in incentive taxation.

Mr. HAZELETr. May I Say, my prime interest is in the making of
profits, and then in profit sharing. Incentive taxation is an idea
which I have studied for many years, and finally committed to writ-
ing in the hopes that it might solve the problem of profit for all of
us, both managem-ant and labor. The book that you mentioned, the
title of is not really a new idea. Incentive taxation is practiced by
the policeman when he gives you a ticket for speeding; it is an in.
centive to promote better driving. Looked at the other way, it is a
punitive tax for bad driving. in my opinion incentive taxation as
a policy offers the opportunity for solving dRe problems of unem.
ployment and balancing the Federal Bhuuget, and the solution of
many of the essential problems of the country at the moment.

In my opinion, all dfemocracies are going to fall if they do not find
a permanent solution to the problem of unemployment. Every de-
mocracy in Europe has practically disap red for one reason an4,
one reason alone that is, that they have failed to solve the problem of
unemployment for tieir people. France is almost on the point of
going into a dictatorship for the same reason. The two great democ-
racies which are left,- England and the United States, are not, in any
too good a position with repect to the dictatorships of the world.

In my opinion. this committee has the opportunity of getting at
the, very basis of this problem by means of incentive taxation not
only of making profits but of sharing them. I define incentive tox-



04. PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION

ation as a policy of reducing tax rates which are now high on all
forms of productive property as its use increases.

All business is engaged in making a profit. Incentive taxation
makes it possible, if properly applied, to make it profitable, or more
profitable to be in a high rate of production and less profitable or
more expensive for business to be in a low rate of production.
. The problem of this country, both economically and politically, is

to put our men, our ptoperty, and our money at work for as long as
they remain at work there can be no depression. Now, there is
a peculiar thing about an industrial civilizationi which Senator
Vandenberg will recognize as it applies in his State. An automobile
manufacturer in Detroit cannot function, it cannot employ its normal
quota of men unless a thousand other industries are in production at,
the same time. The steel industries have to be at work, the glass
plants have to be in production, the railroads must be hauling.
freight, money must be in. circulation, an the customers of the auto-
mobile business riiust be in production in order to be able to buy the
product of that concern. 'That looks like a large problem.

In order to solve the problem of unemployment, we must find
some power which can be exerted over every single one of those pro-
ducers, and if you will look into the division of our form of govern-
ment, or any other form of governmefit on the face 'of the earth, you
will find :there are only two departments which can exert any real
power except force. There is, first, the judiciary, which' can carry
out its power by means of a fine, which is one form of punitive tax-
ation. The 'other department, and the only department that has any
real control, that can exert real pressure over all of these productive
facilities, is the tax department. Now, the only way you can use
taxation to promote a high rate of production is to make it more
profitable to be in a high rate of production than not to be.

Since we already have a high rate of taxation on every kind of
business, I suggest that we reduce the tax rate on all business as it
increases its employment toward its capacity, as an incentive to do
this job. This vill require a lot of explanation and I want to discuss
it briefly, with respect to its effect upon the major classes, that
is to say, labor, business, Federal revenues, and then as to profit
sharin.

We have two problems. We have the "haves" and "have-nots."
For the "haves" it is a reduced tax rate, and for the "have-nots" it is
permanent employment, so they can have something and become one
of the "haves." It cannot be done by any other process that I
know of.

That is the problem, both economically and political in this
country. To gain support you must offer something which will re-
duce tax rates for the "haves" and which gives employment to the
"have-nots."

I want to give you the logical application of this, as I see it and
I have taken the trouble to have a few forms printed which indicate
how this might'be done. If the committee woud like to have a pair
of these to look at it while I discuss them, I think it might add to the
clarity of the discussion. One is just a rough draft of the proLosed
corporate tax return for incentive purposes, aiid one of the individual
tax returns.
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PsROsw INDIVIDUAL INiqNilvz TAX RmLNr

1. Ali disbursements for personal or family use
during year ------------.. . . . . . . . . . . .

* .-.. % of value of all real property, not used
for business purposes, less mortgages -------------

. Total real income (add items 1 and 2) ........ ............ ............
4. Personal exemption ..................

Credit for dependents ......
5. Total exemptions_ .............
6. Taxable real income (item 8 less item 5) ..............................
7. Tax rate per table I ---------------------------------------------
& Income tax (item 8 multiplied by item 7) ...................

TADLBI

Taxable income
Item 6

$2, Mo.00
58000. 00

10, ODO. 00
2D, Oft 00
30,000.00
40,00 O00
50, 000 00 or more

Tax rate per centum
Item 7

8
1218
27
40
00
90

INaNTrIVE TAX

Average monthly cash balance ...........................
Disbursements for all purposes ..............
Turnover rate (item 10 divided by item 9)-- ------------
Incentive tax (item 9 multiplied by rate table
i1) ....................................... ..........

Business and social security tax, -.... % of
item 10 ................................................

Total tvx (sums of 8, 12, and 13) --------------------------

TABLE i
Turnover rate

'A or less
-1

1-2
2-3

8 or more
All figures are Indicative only

Incentive rate
8
4
2
1
0

PaoposED Co AuoTE INCENTivz TAX Fo lM

1. Averge monthly cash balance during taxable
year ----------------------------------------

2. Real disbursements for all purposes -----.
8. Turnover factor (item 2 divided by Item 1) -.------------
4. Incentive turnover tax rate per table I ..............
5. Turnover tax (item 1 inultiplied by Item 4) ..............

(Nor.-If item 8 exceeds 3, item 5 Is zero)

TsX I
Turnover factor

% or less

1-2

8 or more

Incentive tax rate
8%
4%
2%
1'/
0

------------

------------
----------



266 PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION

INCOME TAX

6. Maximum man-hour capacity per annum ..................
7. Man-hours actually worked during year--- --
& Employment factor (item 7 divided by item 6) ............
9. Incentive income tax rate per table II ---------------

1t Net Income-. -.--------------------------------
Ii. Income tax (item 10 multiplied by Item 9) --------------------------
12. Total tax (sum of items 5 and 11) .....................................

TA= II
Employment factor Incentive tax rate

Less than 50' 24%
50-00% 21%
00--70%le 18%10

0--80% 15%
80-9% 12%
90-.100% 9%

More than 100% 80%
Noa.-Item 6 to be determined at the beginning of each taxable year by the

taxpayer and can only be changed during the year with the consent of the
commissioner and because of a change in the productive facilities owned by
the taxpayer corresponding to such change.

Since idle surpluses, capital gains, and excess profits are taxed as above it is
proposed to eliminate these taxes on the adoption of Incentive Taxation.

All figures are suggestive only

The logic of this thing-I want to repeat for emphasis, and I may
mention it more than once-is that we must find a power which
applies to all of these productive facilities. There is only one power
in the Government, and that is the tax power. The only way it can
be used to promote continuous production is to reduce tax rates, to
make it more profitable to be in high rate of production, and it means
a high tax rate, which we already have, for business, which is in a
low rate of production.

These forms which I have given you show two items. I will take
the income tax at. the bottom first. I ask industry to state its prac-
tical man-hour capacity, and at the end of the year to state its actual
man-hours employed; divide one into the other to get the percentage
of capacity at which the firm operates, and the more nearly its ca-
pacity it operates the lower the income-tax rate. This is intended as
a Federal form. I do not want to take any responsibility for the
figures because I do not. have sufficient information to even suggest
them, but I believe we might even decrease the tax rates from present
rates on business 50 percent if they were in full production.

I vill discuss that from the standpoint of Federal revenue in a
moment. I want to call your attention to the fact that idle property
of any kind is of absolutely no value to the owner. If it is money
which is idlo, it does not bring him any interest, or bring him anything
which he might ordinarily purchase with his money; when it is idle,
it is of no use to him.

Senator HuINo. It would be much more difficult for him to pay
the tax if he operated at low capacity than at full capacity.

Mr. HAZELMr. He istaying the high tax now because he is oper-
ating at low capacity. e is paying the high tax in order to support
the people that are idle because his facilities are idle. When those
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men were at work for him they earned something for him, and now he
supports them just the same through high taxation, but the only thing
he earns from those people is their enmity. Idle money is of no value
to the owner. The idle factory, or part of an idle factory has no
value at all to the owner. That applies to idle men, idle buildings,
and so on.

By bringing pressuce on not one form but every form of business,
through taxation, to be in a high rate of production gives us every-
thing that business requires.

I might say that I am a sort of Mr. America. I was raised on a
farm, [still operate a farm. I worked in the mills as a worker and 1
still don my coveralls regularly in my shops. I have handled a sub.
stantial amount of money. My business is engineeng. I have done
some manufacturing, and I have spent much time, like other Mr.
Americas in the past few years, in making out tax returns. I shall
speak as a manufacturer and a farmer for a moment.

First, as to the unemployment problem. No one can give jobs
but the taxpayer, that is those people who have money and who have
productive property. The only time they will give men jobs is when
it is more profitable for them to do so than not to do so, so I propose,
first, that we reduce the tax rate on business for increasing employ-
ment.

Second-and this will take some explanation to make clear-I am
sure you will agree with me when you see what I mean. I propose a
tax on what I define as idle money. In both the corporate and the
individual tax returns you will notice these items. The taxpayer
is required to state his average monthly cash balance, and to
divide that into his total real disbursements for all purposes through
the year, to get. the turn-over rate of his cash. If that turn-over rate
exceeds a certain point there is no tax; if it is less than that, there is
a tax on idle money.

I hope you will not form your judgment regarding this until I pre-
sent a fev facts in that connection, because I know this is a rather
radical suggestion. I want you to see how it is to the advantage of the
man who owns money and to everybody else.

I said the only people who can give jobs are taxpayers. We have in
this country methods of creating money which is substantially counter-
feit by raising prices, by money being loaned by banks to the Govern.
ment to finance materials which are destroyed by war, by money
being loaned by banks to finance relief which produces nothing. The
money is in existence but there is nothing to buy with it, and when
money is created as it is under these processes, without anything to
buy with it, that money is counterfeit. The result is we have artificial
prices, and then capital proceeds to strike for artificial income, just
the same as labor strikes for artificial income. The owners of money
insist on 6 percent as the minimum money ratejust as the employee
insists on a certain wage or he does not use his hands, just as the
landlord insists on certain rent or he lets his property to lie vacant.

I want to call your attention as to how this may affect the working
conditions of labor, as it will promote jobs in such a way that jobs
are created, and that is by the men who have money spending it for
something. Not in any other manner can jobs be created.

110513-39-----18
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So I propose the tax on idle money, to require the man to use his
money, to bring pressure on him to use his money for his own benefit
as well as others.

Now, the real wages of labor does not mean so many dollars a day.
You and I know what happened in Germany when they were paying
a man a million marks a day. They were not real wages, because
the real wages in any group of labor are the products of other groups
of labor. They had no purchasing power. The labor of a man in an
automobile factory is really paid for by the product of other labor,
which is food by the farmer, clothing by the textile workers, refrigera.
tors, automobiles, furniture, gasoline, and what not. His real wages
are the product of other labor. Therefore, his real wages cannot be
increased by any means in the world except to increase production,
nor can they be maintained without maintaining production. That.
is the purpose of incentive taxation.

You will find that the curves of wages go up just a few months
behind the chart of production. Why? Because real wages are the
results of production. Production has to be raised first before dollar
wages can be raised. The only way production can be raised is for
men, money, and rop rty to go to work. You will find that wages
have always been the highest when production was the highest. They
fall in spite of all the union scales in the world when production goes
down, because real wages are production.

We have certain union men who drav very high wages today, but
if you look in their homes, look at what they have. They are sup-
porting their father, who is perhaps over 50, because he is too oId
to get F job when there are few jobs; you will find he is supporting
his children because they are unable to get jobs, most of the young-
sters have never worked; you will find him supporting his daughter
because her boy friend cannot fiftd a job so he is able to marry her
and take her off his hands; you will find that his living standards
have not increased even in spite of the high wages. These idle people
have to be supported by the man who has work. If they were pro-
ducing he would get some of the benefits of their work, but now he
is doing all the work and having to support these relatives either
directly or through taxation indirectly.

I want to take up the question of technological unemployment
briefly. There is a perfectly clear answer to that question: If an
inventor-and I work in the field of labor-saving machinery-
makes and develops a machine which, let us say, will supplant
$100,000 worth of labor per year, the inventor may make $5,000
or $10 000 of that as royalty, the manufacturer may make $40,000 or
$50,066 as extra profits by the use of this process, and the customers
may get the product at slightly lower prices and thereby save a sub-
statntial sum of money for a given quantity of the product. There
is a perfectly clear-cut solution of that problem If all ot us are
required to use the money which we save or which we make by this
process.

Let me illustrate. If I let my royalties accrue, if I let my cash
balance build up, as practically everybody has been doing ii recent
years, and if the corporation that uses the proem permits at surplus
to build up as an idle surplus, and if tht customers of ihe business
do not use that extra money which they have saved by buying the
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product at less cost, we find we have about $100,000 worth of labor
out of work by this invention. But if I, as the inventor, am required
to use my royalties, if I am required to go out and buy something
which puts people to work, and if the corporation is required to use
the profits which it accumulated and not let them lie idle, you
immediately find a demand for the same amount of work some place
else corresponding to the profits, and if the customers who have saved
a certain amount.of money do not use it for building up their bank
balances, such ab they have been doing, if they are required to use
that by incentive taxation you will find just as many men put to
work either in increasing the production in that field becAuse of the
lower cost and wider markets, or in some other field inmediately
that that money goes to work, and we would have all the advint'g*s
of the automatic machine. gentlemen the solution of the problem
of technological employment is strictly an incentive tax on idle
money. It is a complete answer, in my opinion, to that problem.

Senator HamlIxG. What distinction do you make between the puni-
tive tax a'nd incentive tax?

Mr. HAzumrr. A hill looks up from the bottom and looks down
from the top. What I said about incentive taxation and the police.
man awhile ago is probably as clear a statement as I can make on it.
We already have a punitive tax in a sense, because we are now taxingthe men who are producing to support people who are idle, We
penalize a man, andwe increasingly penalize him in proportion to his
service to the public. I want to take that tip a little more in detail in
connection with profit sharing.

So by the process of incentive taxation you require money to be at
work to give jobs, you require factories, in order to reduce their
tax rate, to get in the higher rate of production. No manufacturer
likes anything so well as the condition of maximum production of
his customers, of his sources of raw material, of transportation and
the like, nor -does he like anything better than the fact that
peqple are spending their money instead of hoarding it either in the
sock or in the bank. If you can put these men to work you can make,
workers into capitalists, all of them, because after all a capitalist is
a man who has accumulated something over and above the need of
subsistence. A worker can do that when he has continued employ-
ment and when products can be produced in great quantity for him.

Senator VAND.NBERG. If you force the investment of idle money
just what are you undertaking to dot Are you not tremendously
multiplying the probabilities of loss through hasty and ill-considered
investments?

Mr. TLtzaxr.r. I do not wish to rush unwisely the proposal of
incentive taxation. I do say this, however, that since a man would
pay higher taxes on idle facilities than he would on facilities in use
e would be very careful not to put money into a p tro y if there

was no market for its services. There is ah unlimited demand for
certain things. Those people that think they have everything still
would like to have yachts, or better yachts, they would like to have
planes, or better planes, they would like to have golf courses, tennis
courts, they would like to travel, and what not. There is no limit
to the demands from people for products or services. So It does put
a penalty on a man for investing money unwisely immediately.
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Let us assume that we have more facilities for producing shoes in
the United States than it is possible to consume. Incentive taxation
puts a pressure on business to be in production so people can buy
all the shoes they want, because that is the only circumstance in
which they can do it, but it says to the men with capital, "Don't put
any money into the shoe business, because there are far more than
enough facilities, because people have all the shoes they want, because
you are going to pay a high rate of taxation on that property, because
you cannot dispose of the output." I mean incentive taxation brings
pressure to be wise in one's investments.

Senator VA&NDrNBiuO. It brings pressure to be both wise and
speedy, and that is a rather difficult combination.

Mr. TAzwrr. I agree with you. I do not think we have been nec-
essarily very wise about our investments in the past, and I do feel
that there are few, fields in which there is not room for improvement,
If we build office buildings like the Empire State Building they would
have to rent them under incentive taxation to avoid unusually high
taxes. That means that people move from the lowest class of shacks
to the better places, people would move from the better offices into
the modern buildings, an you have income from this property in use.
You have no income even from the one single room in a building
which is idle.

Senator VANDKNBDRO. I can follow you a little better in the field
of incentive taxation as it applies to the industrialist himself. I can
see you completely there. I am not clear about applying it to idle
money as such.

Mr. HAzEWnIT. It will take a little time to make that clear. I want
to answer that question now, or in the future, on that subject.

Senator VANDENBo. Go ahead.
Mr. HAzEunrr. I want to look at incentive taxation from the view-

point of the farmer. The farmer is the one class of industry who
sells his services at the best price he can get for them. He cannot store
his product indefinitely and for that reason he sells just at what he
can get for the product. Whereas, capital holds money out of pro-
duction if it cannot get the price it asks. That is to say, capital Itay,
in that sense, strike. Labor, if organized, does the same thing if it
cannot get an artificial price.

I hate to think what might happen to our country if the farmers
should use the same methods that labor and capital did and state
to the public, "Gentlemen, we will not send you fruit or potatoes or
corn unless you pay us $5 a bushel for it. regardless of quantity or
quality."

Strikes do not occur in those industries which are so highly de-
centralized as farming. I want to show you what happens in the
depression to the farmer. The farmer feeds the unemployed. The
banks write interesting. entries in their deposit and loan accounts
to the Government but the farmer feeds the unemployed, nobody
else, and he gets absolutely nothing back from them, because you
cannot get anything from an idle man. The income of the farmer
is the pfduct of industry. No doubt about that. We raise the food
on the farm which feeds us, perhaps, and the balance we exchange
to the city for the prciucts of industry, that is to say, clothing, furni.
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ture, refrigerators, automobiles, tractors, farm implements, and the
like.

I think probably two of the most remarkable curves that come from
any group of statistics are the directly parallel curves of farm income
and industrial production. You will find that farm income always
goes up as industrial production goes up, and it always goes down
as industrial production goes down, for the simple reason that the
income of the farmer is the product of industry. So the solution of
the farm problem is not on the farm, it is in industry. Industry
has been playing pick-a-back with the farmer almost since the be.
ginning of the industrial era, and for that reason you can never ex-
pect fair prices for the farmer, unless the farmer either organizes and
uses the right to strike as rpuch as capital is organized and as much
as labor is organized or unless we bring pressure to stop the strikes
both of capital and labor.

There is another point in the solution of the farm problem. Many,
many men have gone back to the farm in this depression to get closer
to the sources of food. We have a tremendous overproduction, per.
haps, of food products in this country, but a solution of that problem
is to put all industry into production, and by the process of incentive
taxation, open up the closed brick factories the glass factories, the
steel plants, put them in a high rate of production to permit expan-
sion of industry, so as to take thousands and thousands of men from
the farm where they are producing something that we already have
enough of to the cities, and put them to producing something of which
we do not have enough.

oConsider the cotton surplus in the South. I have been through the
Cotton Belt more than once. No place in the world have I ever been
where I saw so few decent dresses on the women, even if they were
made out of cotton than in the Cotton Belt. No place in the world
have I seen so few draperies, so few rugs, even cotton rag rugs, so few
cotton sheets, blankets, mattresses, and so on, as in the Cotton Belt;
and we gentlemen in the North have been scrapping our textile plants,
our railroad rolling stock has been rusting on the eidetracks instead
of caning the cotton to the textile mills and carrying it back to the
cotton farmer and other farmers in finished products.

What is true generally of the cotton farmer is true of all industry.
-If we kept the textile business in operation, weaving it and putting
it back into the hands of the people that need these cotton products,
we would have the answer. If you put pressure on the textile mills
to stay in operation if you put pressure on money to be in circula.
tion, you can solve time problem. Incentive taxation will do this.

I want to say a little more about idle money, because that is the
most controversial issue that I raise. Counterfeit money is better
money if it circulates than the purest of gold lying idle, so far as
money is concerned. Money that is idle earns no interest for the
owner. I want to show you how it depreciates exactly as a machine
depreciates when it is idle, or an organization depreciates when the
organization is idle, and so on. Whenever private capital fails to go
to work, the Government is forced to inflate. It is not a question of
quantity of money in the country; it is a question of quantity times
the rate of turnover which determines business. As long as private
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capital continues to heap up in the banks and lies idle, just so long
must the Government continue to inflate by one means or another. We
thus see that the dollars in our banks and in the socks of the country
are depreciated in value because they are idle. But money at work
appreciates; it earns interest; and if compounded could have almost
doubled during this depression. You and I know of millions that have
practically not been touched during this depression.

Money is like a freight car, it simply facilitates the exchange of
.goods and services between people and places; and, like a freight car,

-when it is idle it earns nothing for the owner, it stops business and
it depreciates, and nothing is being earned for its replacement.

The earnings of our banks are strictly determined by the turn-over
of the money. You find every man in a banking institution is en-
gaged in one of two things, paying out money and taking it in, or
in-loaning it. The bank's service to the community is filling the
proper credit risk and turning over money. That is why we think we

'should have taxes on idle money, to promote bank profits. They can-
" not make any money, or their customers cannot make any money with
idle money. If we had a tax on Idle money in my opinion we would
have accomplished all the things that are now accomplished by the'
excess.profits tax, the undistributed surplus tax, and capital-gains tax.
And al these taxes could be discontinued. We would say to a corpora-
tion under an incentive tax plan, "You can have any amount of sur-
plus ou like, but it cannot lie idle." They must do one or five or six
things with it. They can pay it out in dividends, in which case the
stockholder must use the money to escape the idleness tax; they can
pay it out in wages to Oscape the tax; they can pay it out in plant ex-
pansion, and all these, things would keep people at work; they can
turn it over to their banker on time deposit to avoid tax, and the
banker then has this increase asset for business purposes generally.
Placing an incentive tax on business precipitates ths best possible de-
mand for capital by industry and business, and tbey get the benefit
of lower taxes. So I say if we tax idle money we immediately put
capital gains back into production and tax the profits from such pro-
duetion. You put your undivided surpluss into production and tax
the profits of production. Youi put your excess profits into production
and tax the profits of the production.

I do not like to see the Government discourage excess profits. If
there is anything in the world I think w6 should have, I think it. is
exoss ptoflts.. For these reasons: A coiporstion earning excess profits
is probably employing everybody it can employ, and certainly we
want that. It must be turning omut a large quantity of products, that
the public wants and should want. in order to earn the excess profits,
and certainly we want both of those conditions, so let us not. penalize
them.

So by a process of taxing idle money. in my opinion, you could
simplify our whole tax stncture trenendouslv and abolish these
controversial istes. We have the highest bank deposits practically
in the history of our country, but still business is at low ebb and
the turn-over rate bn monev is extremely low. To tax Idle money re-
lieves the'presgure the man with money can bring on a debtor , be-
cause if the debtor pays his debt the owner of the money has got'tb
find somebody else to make use of that money. He is required to keep
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his money in use at all times. It will stop bank runs in times of
lack of confidence, because a man taking his money out of the bank
would be subject to the tax unless lie made some use of it, and if lie
made some use of it) that is for goods or services, he immediately puts
people to work, which is the basis of confidence, and the money goes
right back into the banks. The incentive tax will, therefore, give
the owner of the money interest on his money, or some goods or
services for it. It gives tie banker greater working capital by requir-
ing the depositor to permit the use of his money, and it gives business
the benefit of the use of the money, and confidence, gentlemen, is
based on nothing in the world but the certainty that the man with
whom you invest money is going to be in a high rate of production.
The banker is not going to lend money to idle men, because he cannot
get it back and he would not put money into idle businesses unless
they are going into production with it.

Now, much-has be-en said about taxation for revenue oily. Gentle-
men, I insist a policy of incentive taxation is a basic revenue policy.
For this simple reason: You cannot collect taxes except by confisci-
tion front idle property. You can always collect taxes from property
which is hi use. A ou can collect the maximum amount of taxes from
property which is operating at its maximum capacity. If you
reduce tax rates on industry so as to increase their production to the
maximum, you will find the increase roughly from 60 to 100 percent
of capacity will quadruple the profits of a business, and if you cut
the tax rate in half for a concern, with all concerns operating at full
capacity, you can probably collect twice as much revenue for the
Federal Government, and I will show you how it will reduce the
expenses of the Federal Government at the same time that it increases
its revenue.

I will give you a pertinent illustration. I try to practice what I
preach Last summer I had an extia amount of money in the bank.
Idid not want to look after a greater variety of investments than I
had that were subject to tho control of other people. I proceeded to
build a building with it and equip it for certain work in which I am
interested. These things happened: We took a number of men off
.the relief rolls to build the building, so that Federal expenditures
went down for relief1 the contractor, whom I know personally, made
a profit on the building, and the equipment people in general made
profits, and the Federal Government taxed those profits; I got the
benefit of the building. So that three things happened; Federal ex-
penses went down, due to taking men off the relief rolls- Federal
income went up because of the profits of these people building the
equipment and the building, and I got the benefit of the building.
The three of us were benefited.

NQW, let us assume that under incentive taxation the contractor and
the equipment manufacturer are under obligations to put their money
to work right away to avoid a tax. The contractor might out and
buy a steam shovel, and immediately men are put to wor to build
it., inmediately profits are earned by the manufacturer who builds
it, and immediately men are put to work to use the steam shovel, and
every time the Government. gets increased revenue. If, however, I
had let the money lie idle in the bank the Government would have
-received no revenue whatever, except by confiscation, and I do-not
think the American public are ready for confis'catory measures yet.
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The stability of any Government is seldom questioned when we
have good times when practically everyone is in a high rate of pro-
duction; the stability of every government is questionable when a
large percentage of its people are unemployed for any great length
of time. Such a condition we now have.

There is only one solution to the balancing of the Budget that I
can see, and that is a policy of promoting great profits to be taxed
by reducing tax rates on the production, when people go into produc-
tion with all of their facilities--land, money, and men.

I do not believe the Federal Government has any constitutional
right to tax idle property. I would urge States to adopt such a pol-
icy, in other words, to tax idle property at a high rate, to put it into
use for the benefit of the owner and the public, and to reduce tax
rates on property that is used.

A government of such wealth as ours can always carry on unsound
tax policies for a Iong time, but if an emergency such as war de-
velops, or internal difficulties, you will find that the safety of the
government is dependent upon production of war materials, pro-
duction of men, production of organizations, and-,production of
money; and when we strike one of these crises we are going to find
our organization for war is in very bad shape. Our organizations
for production in many fields are in bad shape. . National defense
is bised on the production of our steel mills, our shipyards, our
electric equipment producing facilities. Nothing in the world can
build up a national defense except to have our airplane factories
working at maximum production, and the only time they are going
to do t at is when it is profitable to do so.

Incentive taxation offers a plan for business to get labor at a
price it can pay. Relief cannot be abandoned unless business gives
men jobs, and if we bring pressure to bear on business and the owners
of money to do that then, and only then, can we abolish relief to able.
bodied men and, gentlemen, in my opinion we can never get a satis-
factory labor market for business until relief is abolished for able
people, and the only way relief can be abolished is when these men can
be put to work.

Business would get materials at prices they can pay. The pro.
ducers of raw materials, being under the same pressure to operate at a
high rate of capacity would put a price on the product the customer
could pay. Practically all people would be under the same obligation
to use their money to buy some product and as long as business is
producing something that people want, It has a market for his product.
These are the things that business requires.

Now, as to price policies, incentive taxation as the policy of the
Government would force every class to put the maximum price on
their services, which permits maximum production. As soon as
their production drops below their capacity, their tax rate goes up.
I made, I think, a very thorough study of income to various classes,
and I made these deductions, that the income of every class goes up
with increased production and down with decreased production, but
there is no relation whatever between the income of any class and
the prices it asks for its services, and that causes its production
to drop below capacity. That allies to union labor, it applies to
manufactured goods, it applies particularly to the durable-goods
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industry. You find in the depression durable-goods industries did
not decrease their prices any thing compared with the consumer
goods, such as the farmer, but the income of the durable-goods
industry is down much more than that of the farm class or the
consumer-goods industries who maintain their production at a high
rate although they decrease their prices much below that of the
durable goods.

This brings to our attention I think, the possibility of totally auto-
matic regulation of monopoly by incentive taxation without any addi-
tion to these present policies. A monopoly is nothing in the world
but a union of business. A business is an employee of the public, the
public is the employer. The most that ou can expect of any business
or employee is to produce city. What we want-
for instance, from a ra . , is the maximum vel and the maxi-
muni of freight hau . What we want from a tele ne company is
the maximum of ep one calls for ur use. What w ant from an
electric-power pany is the maxi-u oL wer. You * find that
their income up as the up11 their pacity, the e as any
other busin But su i th a we Iy in ntive taion to
monoIa say, ong you o e at y practical pacity
you aI lower t rates now n u may your
own rates But ussuUt I yo rates fo your
service tohe public, stop re, t of r ntire . Let th set
any rat e ieo te he i a heyraise heir
rates to t point the li n t e capacity of heir
services t ir tax ra so pi t eir income goes wn,
and the tilt would th hey w their rates the
public un ly.

Let us t e the ot er nditi the do no aye s ient
facilities to ke care o the dean the pa of public r their
services. Th can immediately ir rat f their se ces and
make extra, p t.

Under an in Ive.tax p1 not lie idle. t does the
businessman do iI profits when he knows there is 11 for addi-
tional services at a ti He expands his facility

am sure you wi l a study of this, t, incentive tax on
monopoly of a fairly steep-6 problem without all
the difficulties of trying to evaluate these properties. Let them set any
valuation they want on their properties, they will only pay a corre-
spondingly higher property tax in their particular States. What
we want is a maximum service for the public, and this can be achieved
by a straight incentive tax such as we propose.

The question of purchasing power. There is only one kind of pur-
chasing power worth considering, and that is permanent purchasing
power. If you give a man $100 today and he spends it, that money
immediately goes into the pocket of a producer, and you haven't.
done anything for the man. Purchasing power: can only come from
permanent income which comes from permanent employment. You
cannot permanently give a man money without receiving anything in
return.

The tax on idle money is important for the reason that the people
who can purchase things are only the people who have money, in such
a'system as we have. We bring pressure on him to use the money,
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and as soon as i1e pays it to another group they have to use it, and,
as soon as that group pays it to another group, they have to use it,
and so on. So you have permanent purchasing power. As soon as
production goes to zero you do not have any purchasing power. Re-
gardless of the quantity of money, your purchasing power is based
on producing something to purchase and not on the quantity of money
in te system, but on the circulat ion of the mos.ey which you may have.
Incentive taxation can bring about great and permanent purchasing
power.

Let u3 look at social security. When I get t the point where I feel I
cannot work, one thing I want is some assurance that I shall have
food. I cannot get it unless land is in production, unless people that
are handling food are in production. I want shelter. I cannot get it
if houses are permitted to lie vacant. I want clothing. I cannot get
it unless men are making clothing. I want the results of production,
continuously as the one thing for social security. We have amph
producing facilities in this country for everybody-the old, the young,
the disabled and able providing we use them. The essential thing
is to find a policy which will promote their use to the maximum
amount, and their continued use. Incentive taxation on this basis, in
In opin, could be a permanent policy, and would permanently
sve this problem.

A three billion or four billion dollar beggarly pittance to the
unem ploved, in my opinion, is ridiculous. We should pay them 15
or 20 bilion dollars in real wages. At the same time getting 15 or 20
billion dollars worth of production. That means real wages and not
pieces of paper.

The error in the relief policy of an able man is this: Whenever you
jut a man on relief, he is taken out of work. The people who supply

im with food and clothes, primarily the farmer, are already. at work
and nobody is put to work to keep him on relief.

. Let us consider a man working on a conveyor in an automobile fac-
tory. It takes 100 men to supply a man with parts to work on that
conveyor line, and as soon as he is taken off the conveyor line those 100
men are idle. If he is put back there by industry you will find
100 men employed, as well as this man.

Senator HEmNo. Well, if he is building a viaduct where does the
cement come from, where does the reinforcing come from that is used
in that viaduct, even though he may be building it on reliefI

Mr. HAzurr. That comes from the production of other people.
Do not misunderstand me in this respect. Wherever Government
builds efficiently with money taken from the taxpayer, I mean that at
a reasonable cost., anything which'the public desires over and above
something else, if it is bridges, well and good, but in my opinion
the consumer should be the employer of business. If he wants a
bridge let him say that we shall have a bridge.

Senator HERmRNo. We are all agreed on that, if you can work that
out.

Mr IAznrr. The institution, gentlemen, of private property, in
my opinion, is almost at stake in the world today. The Communists
and Socialists have been shooting at this question for generations.
In my opinion there is a thing which is wrong in our present system
of private property, but not in the title to it, and that is the right
of tie owner to take it out of production. When it is in production
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it benefits everyone, and, when it is idle, it harms other people and
does the owner no good. Incentive taxation, in my opinion, is an
answer to that almost age-old problem by requiring that produc-
tive facilities shall be used always.

Senator HRRINo. I assume under your theory that p-oduction is
out of balance, otherwise you would not contend that we compel
maximum production in industry, production to capacity, that if we
did so it would cure all our troubles, because agriculture is producing
to capacity and they are in trouble.

Mr. HAZELMET. Exactly. Agriculture is staying in production and
therefore would not be affected by incentive taxation at all.

Senator HnRINO. If they ae in capacity production now then
they should benefit by incentive taxation.

Mr. HAZELEr. I think they should, from the standpoint of taxa-
tion, but the facts are taxes will get reduced if you get rid of

.unemployment. Taxes generally can be reduced if you get rid of
unemployment.

Senator HFaaiNo. Sure.
Mr. HAZF.Wrf. I still think the problem of the farmer is to put

industry into production. I want to emphasize the tremendously
important itlationship between the farmer income and industrial
production.

Now, then, the housing problem. The housing problem is nothing
in the world but the question of keeping money in production, and
keeping everything-steel lumber, sawmills, and so forth-in pros
duction, and furniture plants to equip them. Incentive taxation,
if applied by the State on idle property, would immediately force
the use of all the good houses, requiring the owner to put a rent on
them that would rent them. Then they would live in the good
houses and the bad tenements would be empty.

Senator IEmmi'o. Why not go to Henry George's theory right at
one jump?

Mr. HA .mT. Henry George's argument is my argument, with this
exception: He insisted that all production is of, by, and from the land.
I insist it takes money in our country; I insist it takes management;
I insist it takes machinery, buildings, locomotives, and so on, so I
would apply the philosophy of Henr George to all of those pro-
ductive facilities. o H G

There are precedents in many fields. You will find that miners'
claims are a type of title to property by use. If you fail to use
it it is taken away from you and returned to the public domain.
The same is true in regard to squatters' rights, the use of apiece of
property for a certainlength of time gives title to it. The domestic
tariff is a tax to promote domestic production, and in my opinion
is a precedent for incentive tax policies.

Senator HInmbNo. You think a protective tariff ig an incentive tax
then

Mr. HAzEL!r. It is during the development of an industry. After
the industry is developed, I think it becomes primarily a revenue
proposition. My ideas on that are a little different, perhaps, than
others, but I would not want to bother you with them at this time.

Now, let me explain what I feel is basic profit sharing. I insist
that sharing of profits is the sharing of living standards bv those who
have high living standards with those wholhave lesser living stand-
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ards. I have concentrated on the question of getting industry into
production to produce a high rate of profit,

The individual tax form, you will find that I have asked the
taxpayer to state the amount of money spent on himself and family
that is to say, his personal expenditures. My description of real
income personal income, is the living standards at which the tax-
payer lives, and for that reason I would take what we now call
his income and exempt that part which is reinvested in business,
which does not lie idie, but I would raise the rate on the amount
of money spent on himself and family in the higher brackets to
promote profit sharing at that point where prfit sharing is real.
The only way a man could reduce a tax of that kind would be
to reduce his living standards and put his money into business to pro-
duce more wealth -or those of lower living standards. I insist that a
man's real income cannot be anything but that which he spends on
himself.

The present income tax is a penalty on the service that he per-
forms to the public, because a man is taxed on how much he produces
for the public. A man who earns a large income from business is gen-
erally doing a great public service, by producing a great deal that
people want,

So if you want a basic profit-sharing plan, in my opinion it should
be at the point of the individual income tax, and exempt what he re-
invests in business. Do not permit it to lie idle by incentive taxation.
Corporations do not enjoy income, only individuals enjoy it by con-
suming that income. A tax on idle money would tend to cause people
to either put their money into business or to give it to charitable insti-
tutions, to welfare groups, to churches, hospitals, and the like. Ac-
tually, incentive taxation makes great riches a burden to the owner,
and my belief is when people have security they prefer honor to
the riches.

This is the distribution phase of incentive taxation: I would not
recommend an incentive based on personal income unless you had
some form of incentive taxation which gives security in business by
keeping business in production.

I want to say, in recapitulation, that in my opinion a policy of
incentive taxation offers an opportunity to solve the problem of
unemployment, to solve the problem of security for investments, to
solve the problem of old-ag security by keeping everything in pro-
duction so we have everything employed by everybody, to solve the
problem of the farmers' income by raising industrial production. I
want, to point out that in my opinion it is the only method by which
Federal revenue can be made to balance Federal outgo and thereby
actually cause some stability to the economic structure of our Gov-
ernment.

Incentive taxation has an ethical basis. I believe the basis of all
ethics, the basis of all religions, is the simple statement that we should
love one another. Now, to me that is a meaningless phrase unless it
says we shall serve one another. And incentive taxation says to every.
form of business, to every man who owns money and property, he
must serve with that property, he must be a good steward for that
property, for his own -benefit as well as for the benefit of others.
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As I see it, the tax on idle money is exactly the same as the parable
of the talents. It says to the man who has money, "You cannot
hoard it; it is no good to you when it is buried in the ground. Put
it to work and earn interest on it for yourself, or it should be taken
away from you." It is no hardship upon a man to take anything
from him if he hasn't any use for it.

I thank you for the honor of appearing before the committee.
Senator HxuiNo. Thank you,-Mr. Hazlett. We will recess until

1:30.
(Whereupon, at 12:03 p. m. a recess was taken until 1: 30 p. m.

of the same day.)
AFTERNOON SESSION

(Hearing was resumed at 1:30 p. m. pursuant to taking of the
recess.)

STATEMENT OF NORMAN 1. MESSIOK

Senator HFxaRINo. You are an employee of the Westinghouse Co.?
Mr. MfEssicK. Yes, sir.
Senator HERRINgo. Of Wilkinsburg, Pa.?
Mr. Mssicx. Yes, sir.
Senator HERuNo. We understand that you have had quite a little

to do, from the employee standpoint, of working out their profit-
sharing plan?

Mr. MESSIcK. Well, I was quite instrumental in having the plan
worked out. It came, I might say, originally from the employees. It
was based on the fact that when a company has a tendency to lower
wages, they gave us a cut, but when it came to putting them back
the employeehad to go after them in order to get it back, so I suggested
to our management that they devise some plan whereby, when it be-
came necessary to cut, instead of giving us a 10-percent cut all at once,
that as profits go down we would get 1 percent and 2 percent and up
to 10 percent, but when profits showed improvement, cuts woull auto-
matically come back the same way, and it would not necessitate any
argument between management and employees.

M anagement, as we found, was cautious in putting the money back.
They diid not know whether business was ping to keep on going up,
and, on the other hand, the employee was impatient-he wanted the
money back. So it created controversy between them.

They worked this plan out themselves, and I believe Mr. Marshall
had the most of that to do, and it was submitted to the employees. At
first, of course naturally, like all things new-and I don't believe
there was anything in existence like it-we did not know just how it
would work out, but we finally studied it out for ourselves, and we
did it mostly in this way, we figured it down to a small business--
for instance, I thought if I had a small grocery store and an employee
asked me for a 15-percent increase in wages, that I would lesitate,
although I might be able to grant it, but I would figure, "Will my
sales permit. me to do it next month and the following month ?f'
Well, I1 thought I would be cautious in granting lb percent and I
would come back and probably grant 10 percent, and it would later
prove that I could have given the 15 pei-cent. So we found that this
plan took the guesswork oUt of the employer's argument. He set this
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up so that if his business from month to month warranted it, lie could
give the increase in wages.

In other words, we do not consider it altogether a bonus plan. We
call it an automatic wage adjustment every 30 days, based on the
employer's ability to pay, and from that we find that all our em-
ployees I might say without fear of contradiction, because I know
that this will go back to Westinghouse, that in my travels through.
out the plant I have only met one employee out of the thousands there
ever say that lie disliked the plan. They are all heartily in favor of it.

Senator HERuNo. What is your position there?
Mr. MEssICK. I am a production clerk, I work on a salary. Mr.

Stritmatter who is with me, is paid by the hour. One of us is an
hourly paid employee and the other is a salaried employee..

Senator HrEmiNo. How long has this plan been in effect with the
Vestinghouse Co.?

Mr. MmsiscK. Less than 2 years.
Senator HrRiNG. Less than 2 years ?
Mr. MESSICK. Yes. And I believe it averaged 13 percent last year.

I would say, based on what I said before, if we had gone after a
general increase at that time in our wages, I feel sure that we would
not have gotten 13 percent. We might have gotten around 8 percent
or 10 percent, and as I say, the management playing safe, would
maybe hare granted that, but as it worked out, we got 13 percent, and
I think that any plan that takes the guesswork out of industry and
creates better employer and employee relation is something that we
should have.

Senator VANDENBERG. You think it takes the friction out as well as
guesswork?

Mr. MssicK. That is right. It takes the friction and impatience
of the employee out. He wants his money back. le does not mind,
when a company gets in trouble going down with them, but he wants
to come right bick as soon as they do.

Senator VANDENBERG. It is very essential to the operation of the
plan that the employer should be completely frank in his disclosure
of all of the information.

Mr. MEssICK. They do that. I will say that the books are open
to their employees, and at the end of the year their annual statement
that is publish;d by an outside firm of certified accountants will prove
we did get our actual money, and that statement also is one that is
looked over by the Governnent in order that they see that the Gov-
ernment gets its proper tax, so we feel pretty sure about that, and
outside of that I do not believe that the Westinghouse Co. would
manipulate their books.

I still think that we have a check further than that, because when I
was on the committee representing the employees, those books are
handled by common workmen, accountants and auditors just like
we were, and we had friends up there that would have watched any
Angle lile that. I don't think that there was ever any question
about it, but in some people's minds I can see that there might be
some question about some companies doing the right thing.

Senator VANDENBERG. You consider the plan a complete success
from the employees' standpoint ?
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Mr. MFSICIK. Yes, sir; entirely so. I might mention one thing that
we ran into that I think will be ironed out, or at least we are going to
try to have it so. Like all plans when you come to a depression,
something happens, and we ran into a share-the-work plan out
there; that is a group of employees, instead of laying one off, we
divided the work and each took a day off and kept unemployment
down. That would have a tendency under that plan to take money
out of the pockets of those sharing that work and being furloughed,
and those that did not take a furlough. There was a saving on my-
self for instance, if I was furloughed, and it helped to increase tlie
profits, which increased the percentage to those that did not get the
furlough. That was one thing that was never foreseen, and we have
called that to the attention of the management and they will have to
take some steps to correct that. I think that we shall all take a
furlough, and that possible would take care of that.

Senator VANDENBE1O. On questions of that. kind, you negotiate and
sit around the table with management and they discuss it with repre-
sentatives of the employees?

Mr. Mb Smic. That is right. We have two systems out there now.
We have the C. I. 0. in the plant, too. They represent the check
people, but they do that, too. And the salaried employees, we have
our own little organization that did negotiate for the salaried em-
ployees. But we have always kept the two very closely allied, the
check employee and the salaried employee. A former committee was
composed of both and sat in with the management.

Senator VAZNDENBERG. But you say that the plan has met with the
general employee approval

Mr. MssicK. Yes.
Senator VANDENBERG. Does that include the members of the C. I. 0. 1
Mr. Mrssicr. Yes, sir; all of them. And I know thousands of them,

and I have talked to a great many of them, and they are heartily in
favor of that plan.

Senator HERuNo. Do they negotiate through collective bargaining
with the C. I. 0. 1

Mr. MESSICK. Yes; they do. They have collective bargaining rights
for hourly paid employees of the Westinghouse Co.

Senator HrmIxo. Do you think they gain any advantages through
that method that you do not enjoy through yours?

Mr. MESSicK. N~o; I would not say that they have.
Senator HERIo. They are all treated fairly alike?
Mr. AMzscx. Do you mean whether they have gained more advan-

tages for the employees
Senator HERRiNo. For themselves; yes.
Mr. MmsciK. No.
Senator HERiNo. They are treated the same way by the employer f
Mr. MAS CK. That is right; they are. They are treated just the

same as we were. treated and are treated now. They are consulted
on all matters pertaining to employee relations, and the salaried
people, while we had no representation there for a while, the man.
agement did call different men in and talked problems over with them,
trying to arrive at a proper solution of them. Even for a while when
we did not have representation. We, the salaried employees, now
have a union.
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Senator H1m- No. That is very fine. Thank you, Mr. Messick.
Unless you have something else that you wish to suggestI

Mr. MESSICK. No; I have not anything else.
Senator VANDE.NBR. You have been very helpful.
Senator HERRING. We appreciate your coming in.

STATEMENT OF EMIL A. STRITMATTER

Senator I JRING. You are an employee of Westinghouse of
Pittsburgh?

Mr. STRIrxATER. Yes, sir.
Senator Hyuuao. Just what department do you work in?
Mr. STrrrMtArRE. Maintenance department.
Senator HmRIo. How long have you been there?
Mr. STRIT.HATrER. I have been there 27 years.
Senator HERRio. And you are paid by the hourI
Mr. STRIrMAWTER. I am paid by the hour.
Senator HERR G. And you approved this profit-sharing plan or

wage plan as it. is called?
Mr. STRITMATTER. Yes; we did-very much so. I speak personally

on the feeling of the other men, that is the check men. It does not
affect our base pay, that is the hourly rate, whether it goes up. or
down. It is the profit that the company makes after they are earning
about $600,000 per month, after they are paid their salaries and their
buildings and all of that, that is taken out, and then whatever profit
is made, out of that they pay us a percentage. As Mr. Messick stated,
they have about an average of 13 percent.

Senator HERRIN-G. You are satisfied that your base wage is not
affected I

Mr. STRITMATFER. It does not affect our wage base, but on top of
that, we got a 10-percent raise at that time. If we had gone after
them for a raise, it might be that we would have gotten a raise of 5
or 8 or 10 percent. This way it runs on the average--like thit;
month-we make it up on the 8th of every month, and it is not paid
every 6 months, but we get paid every month. This month it is 3
percent, and as the business goes up, naturally the percentage goes up.

Senator HRRI-o. Do you think in any way your base wage is
affected by that?

Mr. SmmrrMA . No; our base rate is not affected. We get our
absolute rate and we have what we call a classification card, which is
a key sheet, and that key sheet runs from A, A-i, B, B-I, C, and C-1,
D1-D2, E1-E2. And the girls, it runs EW-DW1, DW2-CW2--CW1,
and all of that. That is the classification card according to a man's
ability, what that is, and he gets paid according to the class of workhe performs.enator Hr -;o. There is no confusion in your mind as to the

rates?
Mr. STRrrHATMrz. No. The men feel they are getting something

for their earnings, and also the fact that it gives a man a chance to
earn something and better himself too. And also with scrap material
and things like that, which they are watching more. It builds him
up and makes the workman use his head more.

Senator HERR No. You think this gives you a chance to make better
than a living wage to that extent ?
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Mr. SnT ATM . That is right.
Senator HERmNo. And you leel that you are entitled to that if the

company can make it?
MFr. S7rHAT1r. Yes. There is another bonus there. From the

superintendents up, they get a bonus on the production, a separate
bonus, at the same time they get a bonus on what we earn. That is,
they get two bonuses, which they feel for the positioti they hold that
they are getting a bonus for extra efficiency, and tiey don't mind them
compensating them in the bonus that we earn, but they do not believe
in the bonus separately that they have, too. It is the same way when
they brought this Social Security Act in, which I myself say it is a
very good law, but I believe that they should have looked into the
things and the matters pertaining to it before they had taken action.

For instance, our annuity plan provided a minimum of one unit per
year's service. This increased by the man's earnings to 11/2, 2, and
so forth. He also had the opportunity of buying annuity units in
addition to those given by the company. For every employee who
bought. annuity units to a number not less than the scheduled num-
ber of company annuity units that the company provided for him for
I year, he received as a bonus one-fourth of a company unit.

At the inception of the social-security plan all annuity units to any
employee were set aside for him and we picked up the social-security
plan. Had we been allowed to continue the Westinghouse plan, at
the maturity or at the date of a man's retirement, lie would have
received more money from the Westinghouse plan than he would by
the discontinuance of the annuity units on the company plan plus
what he might have gotten on the social security. This is the general
opinion of all our employees and effort was made at the time to have
the Clark committee consider our request. Evidently our Senator
did not submit our telegram.

In addition to this we have a relief department which pays benefits
for illness; also upon the death of a member they pay to the family
from $125 to $175 and the com pany duplicates this amount. This is
greatly appreciated by those of the families where death occurs.

Our employees placed on pension receive their free insurance at the
time of death; i. e., in the past when the insurance provision was first
started all employees with more than 10 years' service were given
$1,000 and if they participated in the savings plan were given $100
additional each year. Many of our men have $21,000 free insurance.
All employees, at least after 6 months' service, have $500 free insur-
ance. Furthermore, all employees pensioned are given an oppor-
tunity to retain their group insurance, which is at a very low rate,
and without any physical examination can continue on by paying the
monthly premium. In other words, they still continue to get this
group insurance at the same rate as regular employees.

Concerning the number of veteran employees, if I remember right
I sid there were 8,000. I desire to correct this statement. The total
number of veteran employees with over 20 years' service is 6,650,
and there are approximately in the East Pittsburgh district between
3,500 and 3,600.

Senator VANDENBERG. You mean that you had a pension plan which
was far superior?

Mr. Srar Arr. Yes, sir. A very good plan.
110513--39-19
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Senator VA-2N DENBurto. And has that been dropped I
Mr. SThITMArrE. That has been dropped. As soon as that social

security came in, naturally the company dropped it, because in other
words, it ain't costing them anything. We are paying on it now.

Senator HERRING. There is no reason why they could not supple-
ment that, by the difference between that and the plan that they had
had before, by the amount. that they were willing to pay before?

Mr. STmTiMAIMr . That is a question. Why should they do that,
In other words, they want. to go along where they are suplosed to go
along with it; in other words it is saving them money. That is
only human nature, that anybody will do that.

Senator VANDENBERG. Do you- agre with Mr. Messick and the em-
ployees generally throughout the plant, that they are happy and
satisfied by this arrangement?

Mr. STRITMATrER. That is right.
Senator VANDENBERG. And you are a member of the C. I. 0., are

you not V
Mr. STRITMATMr. That is right.
Senator VANDENBERG. And you think that. the C. I. 0. nrembers in

the plant feel that this is an equitable and satisfactory arrangement I
Mr.. S'rH111ATT'ER. Wellthat is a question that you are asking me and

I am going to be honest and answer it, and it is this.. They claimed
a membership at one time of about 8,000 people, and today their
membership is very light, and I would not like to quote, bt they
are not paying any dues on account, of this, and they are being ac-
cused of this, which we had a good set-up, because I know that I
have been on the pan about it, because I have criticized it, but I
believe when we do things and learn about, them, that it has a good
effect. But as the remarks were made here last week, I believe before
the Senate that they do not believe in this bonus system because at
the end ol the year nobody can trust anybody-well, that is true
sometimes, but I bel ieve that you Senators have got it boxed up
pretty close so that there is nobody can steal or do anything else
about it, but do the right thing, so I do not think there is any com-
pany, that is, any big concern, that would belittle themselves to do
that.

Senator HERRi-o. Do you think that there is any connection be-
tween this satisfactoiT profit-sharing plan and the failure of the
membership of the 0. i. 0. to continue to pay thair dues?Mr. STRITM1AM't. It. is just as I mentioned before, just now it is my
Opinion and I have got a job where I get pretty well around dealing
with -all of them pretty near, and naturally, when a workman had
something before and had it taken off of them, they don't naturally
feel so good about things, and when they do that, naturally they be-
lieve, the level-headed people figure for themselves and they are not
going along with things they are being hurt with, and that is the
friction there.

Senator HERIIiI'. Do I understand now that you aie referring to
that reduction due to the Social Security Act?

Mr. STRITAMAr1 i. No; I believe you have asked with regard to
the C. I. 0.

Senator H R . Yes; I wanted to make it clear that that was
what I was asking you about.
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MNr. STRITMArIEH. That is right. Of course, I want it to be under-
stood that the Social Security, we have needed that for years, but I
think it should have been based on something *ust like what you are
doing here at the present time, and it shoul have been investigated
and found out what the best system was in these different plants,
then work up something that would fit.

Senator HERRINo. You think that some provision should have been
made that nothing that you already have should be taken away from
youI

Mr. STRTITfArrEn. Naturally, to be selfish about it, a person doesn't
like to lose something that he already had. They say, " Vell, the
younger population might benefit." Well, we might benefit by it,
too. They might be smarter than we are and maybe they will have
something better than we have, so why should we suffer when we
get to be 70 years old?

Senator HER~iio. That is all most interesting, a most interesting
viewpoint. I think that is very helpful. Thank you very much.
We appreciate very much your coming.

STATEMENT OF L. M. GIANNINI, PRESIDENT, BANK OF AMERICA,
SAN FRANCISCO, CALIF.

Senator HFRRINGO. We appreciate your coming, Mr. Giannini. I
understand that you have recently put a profit-sharing plan in your
bank.

Mr. G!-.A.NNr. Yes; we have, Senator. We started a plan about
8 months ago which is a voluntary plan, inaugurated by our board
of directors.

I want to _ay first of all that I have not any prepared statement
and did not know until just a short time ago that I was to talk with
you. I understand that Mr. A. P. Giannini sugffested to Mr. Des-
pain that I was here and that it r'i-ght be helpful if I were to con-
vey to you our views on profit-sharing.

Senator HEanixo. That is right. He wired.
Mr. GIANNIN1. I am happy to do so, if it can be helpful, and I

am glad to make any contribution that I can. As I say, I have not
a formal presentation to make. If it suit, your pleasure, I will
summarize roughly the provisions of our plan.

It applies to approximately 8,000 employees, all of our full-time
permanent workers. in the Bank of America. li order to attain thatstatus, they have to have been there for a period of 3 months or
more. Anybody with a period of service less than that is on a tem-
porary basis and considered iiot a part of our permanent staff. The
profit-sharing plan is based upon the salary of the individual em-
ployees and officers. No distinction is made for years of service orseniority. We approached this matter from this angle, that we felt
that an officer or employee's salary determined w at was, in the
opinion of the management, his value to the institution, and took into
consideration his past. services and the effectiveness and efficiency of
his work, so that we thought the simplest plan and the most equitable
one would be to pay them a flat rate of bonus on their salaries.

The board of directors sets the rate each month. It started at 71/2
percent for salaries up to $6,000 a year, and on that part of that salary
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that exceeded $6,000 a year, the rate of bonus or profit sharing is 5
percent. The funds are credited to an account that is maintained by
the Board of Trustees who administer the plan for each employee.
The proceeds of the bonus plan are invested in the stock of our bank.
No investments in fractional shares are made. The investments are
made only when a man has accumulated in an individual account
an amount sufficient to equal the current value of one full share of
stock.

The stock is held in trust for the employees for a period of 5 years,
but the employees have the voting rights and receive the dividends
that are paid on the stock, our purpose being to give them a sense of
proprietorship and to have them accumulate a substantial interest in
the institution. Then at the end of 5 years their shares that were
accumulated 5 years previously are released to him complete and
clear, and each year thereafter the next succeeding year's bonus stock
is released to him. There is a provision for withdrawal of the funds
in the bonus accounts on a proper showing to the board of trustees,
and really to the executive secretary to the board of trustees. There
is one individual who is an executive secretary of the board of trust.
tees, and he passes on the merits and needs of the individual, and
if, in his opinion and the board concurs in it, !he employee should
receive the funds instead of having them impounded, he may have
them. That is discretionary with the board.

In the event of death, the person legally entitled to receive the
funds or stock receives it, an in the event of resignation, the em-
ployee must wait for a period of 30 days, after which, in the discre-
tion of the trustees, he may receive his cash or stock. The reason for
the 30-day withholding is so that an employee would not resign for
the purpose of getting his bonus if he was confronted with an
emergency and wantedit immediately.

We have adopted the rigid policy to the effect that the bonus shall in
no way affect current salary adjustments. They are made without giv.
ing any consideration to the amount of bonus the employee is receiving.
We had a few years previously, a bonus plan in effect in our bank,
and the results were very satisfactory. We hope to accomplish
through the present plan a deeper interest in the affairs of the institu-
tion on the part of the officers and employees. There have been evi.
dences of a greater interest, although I must say that the whole of our
employees have been entirely loyal and interested and have resisted
outside efforts to reduce or alienate their interests from the institution
almost 100 percent. It is more in gratification over the attitude oi
the employees that this plan was instituted than anything else. We
feel that we are paying our employees more than the average institu.
tion engaged in the same business, based upon years of service and
academic training and demonstrated ability.

We have had or a number of years other plans of employee bene.
fits. We have a pension plan which costs the bank $350,000 a year,
and provides for the retirement of our employees. It is discretionary
with them as to whether they will join that plan or not. We started
it about 4 years ago. We have practically a hundred percent partici-
prtion. Then we have a group-life-insu*rance plan which provides
$1,000 free c Pi- ,oup life insurance on each employee receiving $2,400
a year or less, and tire bLorefits under that plan run as high as 15,000.
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Amounts in excess of $1,000 are paid for at low group rates by the
individual officer or employee. The amount of insurance that you
can secure is dependent upon the salary that you receive, and, as I
say the maximum is $15,000. There is a conversion privilege without
medical examination for officers or employees who leave the service
of the institution.

Then there is the sickness disability benefits plan, which has been
in operation for probably 20 years, and provides one-sixteenth of the
period of service of the employee, that is a salary equal to one-six-
teenth of his term of service. If th,- man served 10 years, he cold
be ill for a year and receive full salar.. However, that is discretion-
ary with the committee which passes upon the need of the employee,
the amount of his salary, and whether it should be accelerated or
retarded. Sometimes if he is going to be ill for a longer while, they
will divide his salary in half, if that is sufficient for him to get along
on. Instead of paying it to him for a year, they will pay it to him
in 2 years.

We have a group hospitalization and medical plan which entitles
the employees to hospitalization and medical services at greatly
reduced rates. The enrollment in this plan is now 65 percent of our
personnel. It is increasing steadily. That has just. been inaugurated.

Senator VANDENRMG. Is there any contribution by the employee
to these later funds that you are describingI

Mr. GIANNINL This one is entirely employee participation. The
sickness disability benefits are 100 percent institutional benefits. And
then that plan also provides, the sickness disability benefits, that if an
employee is able to return to work for 3 months and then becomes
ill again, the period begins to run anew-the period of his disability
payment begins to run anew from that time. If he is out for 2
months and comes back and has withdrawn half of his benefits. he
may withdraw the remaining half if he becomes ill in the lapse of a
3.month period.

I think that that substantially outlines our program with regard
to benefits that we have provided for our employees.

Senator HRRIo. I think you have stated that one of those was
institutional benefits. You meant supported by the institution?

Mr. GIANNINT. Yes. The employees sickness disability benefits?
Senator HwNo. Yes.
Mr. GIANNINu. That is entirely institutional. That is supported

by the bank 100 percent, and the salaries are paid out of current pay
rolls to those employees. otf .

Senator VANDENBRo. Is there any connection between the per-
centage of profit-sharing dividends and the earnings of the bankI

Mr. GANNINr. Yes. The same percentages have been paid since
the plan was inaugurated. It was inaugurated in May or June of
this year, effective on last November 30, so that at the end of Novem-
ber of this year, it was in effect for a full year. The rate then was
fixed by the board at 71 percent, and 5 percent on the salaries over
$6,000, and each month since then it has been similarly fixed at 712
percent and 5 percent, because the earnings have remained constant
during that operd or on about. the same level.

Senator VAWDZNERG. Would it be your expectation that you had
established a basic formula meaning that the earnings have entitled
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the employee to a 7I/-pcrcent dividend, and if those earnings were
doubied, tey would entitle him to a 15-pereent dividend? Do you
see wliat I mean?

Mr. GIANNIN. Well, I should think so. That would, of coure, be
discretionary with the board of directors. They, of course, would
act u)on the recommendation of the management, and certainly it
wou11 be my inclination if the earnings ver- doubled, to reconiiuol

a I)roportioate increase in the bonus.
Senator VANoENIF.BG. In other words, the 71,2 percent (,n the exist-

ing earnings would be something of a yardstick?
sr. GIANNINI. Yes. And, of coure, there is no certainty that

the 7,. percent would be--that the pive-ent boms plan would be coil-
tinued indefinitely. It depends largely u pon the relations of the
employees with the management, and their loyalty to the institution.
If we felt that there was any question about. that, or outside infln-
ences entered into the affai's ;)f our institutions, then tie board might
very well change its opinion in regard to those matters.

senator VANDENBERG. IS there always a floating supply of stock
that can be purchased by trustees?

Mr. GIANNIN. Ohi there are four million shares of the stoik out-
standing. There is always a broad market iii it.

Senator VANDENBERG. If a smaller institution wvere to proceed eli
your formula, where the stock is closely held and is not generally
dealt in, it. would be (lifteult if not impossible to operate oil yoin-
theory, would it not.?

r GIANNINI. Not if those who were interested in the institution
were willing to have the, employees pmrticipate in its ownership and
we e willing to release stock to thein at some agreed figure. Otir
plan providess for them to secure their stock on tle open market or
private sale or through new issues,. There would be nothing to stol,
any institution from putting out new issues of stock to be acquired
by the employees in this manner.

Senator V DDEmwmo. 'Well, w-hat I was thinking was if the boink's
capital structure was adequate ant1 complete and closely held, sales
on the open market might be. at. a fictitious value-probably would
be-and they would have to have some protection, would they not, of
the price at which the trustees were to purchase it?

Mfr. G N"mI. Welli, I cannot conceive of a plan like that being
put in by a board of directors that was calculated to victimize the
employees. They would have to have that attitude if they did not
fix a proper price on the stock for the employees to buy it at. rhey
could not put a price on it that would be way out, of reason, an(
expect to sell it to the employees on that basis.

Senator VANDENBERG. I was not thinking of them being deliberately
victimized. I was thinking of the possibility that they might be
victimized by the sheer effect of the law of supply and demand in
the stock market if there were very few shares available foi sale.
Your situation, with your large reservoir of stock, protects itself
automatically.

Mr. GI,%NNJr'.S. Yes; that is so. But as I say, I would imagine that
a plan adopted in a smaller institution, would have to hlay,, the
approval of the management, of the directors and stockholders, so



IIOFIT-SIAIRING SYSTEMS ANI INCI.NTI\'
, TAXATION 289

that provisioli could be made to secure t ie sto k at what wol1l1d then
be considered an equitable price.oted

SenatorlIHERIN,. 1s this stock entirely at the disposal Of the indi-
vidual employee after 5 years?Mr. GI W. . En tirely.

Senator ItRwi.No. And if he quits before 5 years, is his equity,
measured by the market value of the stock at the time that lie quits'?

Mr. G. N-NIN!. Yes. The trustees have the alternative of giving
him the stock that. has been acclimulated for his account, plu any
uninvestel amounts of cash or the cash that was deposited for his
account within the 5-year period. After the 5-year period, lie gets
the stock willy-nilly.

Senator HERRINo. We appreciate Neo Coming, Mr. Giannini. If
you have any other suggestions, ve vill be glad to have them.

Mr. GIANNIN!. No; I have no other suggestions. I at very hiapy
to have been able to tell you what I have.

Senator HERIN0o. Youi have been very helpful.
Mr. GUANNIN1. 'l'hanik you very muei.

Senator HRRIxo. Tomorrow at 14) o'clock we will have Mr. Wil-
lard 11. Dow, president. of the Dow Chemical Co.; Mr. Miles E.
Robertson, general manager of the Oneida Community Co., New
York; Mr. Flsel Ford, of the Ford "Motor Co. of I)earborn; Mr.
Herbert. Daniel Brown, of Glendora, N. Y.; Mr. Lloyl Riford, vice
president of the Beacon Milling Co., Cayuga, N. Y.; Mr. Walter
Schwartz, president of Procter & Schwariz, Philadelp)hia, Pa., and
Mr. Diedrich Gristede, of Gristede Bros., Inc., New 'York City.

We will take a recess until 10 o'clock tomorrow morning.
(Whereupon, at 2: 20 p. ni., a recess was taken until the following

day, Tuesday, December 6, 1938, at 10 a. in.)





SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

TUESDAY, DECEMBER 0, 1938

UNITED STATE SENATE,
SUBCO3s0I]'rEE OF TIlE CoszMirrE ON FINANCE,

W1amhlngton, D. 0.
The committee met, puriuant to adjournment, at 10 o'clock a. i.,

in room 312, Senate Office Building, Senator Clyde L. Herring
(chairman) presiding.

Present: Senators Clyde L. Herring and Arthur HI. Vandenberg.
Senator 1I1mBixo. Mr. Gristede.

STATEMENT OF DIEDRICH ORISTEDE, GRISTEDE BROS., INC., PARK
AVENUE AND ONE HUIZDRED AND TWENTY-EIGHTH STREET,
NEW YORK, N. Y.

Senator JIERniNo. Mr. Gristede, I understand you have had a profit-
sharing plan for a great many years.

Mr. GRIS'EDE. Since 1897.
Senator HraiNo. Will you give us a brief history of how you

came to adopt it, the policies, and how it has worked out I
Mr. GRISTWE. We staled in business in 1891, my brother and I

and we had two stores up to 1897. In 1897 we started our third
store, and we thought it. would be a good idea to take in the man-
ager-at that time it was only the manager-as a partner in profit
sharing. We started right in with our third store, made the manager
profit. sharing. Later on, when we grew bigger, or had more stores,
we thought it would be a good idea to take every one of the em-
ployees in, and today we have every one of our employees in profit,
sharing.

Senator HERRixa. How many employees do you have?
Mr. GmSTr.D. Around 1,00. We hnd in taking them in profit

sharing that there is no waste, that they are careful to make profits.
In fact, we tell them at the beginning that in order to get this bonus
and be in with the profit sharing they must produce the profits.
They are very careful, as I say. There is hardly any waste. In our
business there can be plenty of waste if they are not careful, because
we sell fruit and vegetables, which you kn'ow are perishable, and it
is remarkable what profits we can produce that way.

Senator FIERiuNo. You have a standard, basic wage that is equal
to what is paid elsewhere?

Mr. Gairst E. We do not pay on the percentage basis, as a good
many others do, because we have a small business only. At the end
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of tile year we find out how much money we have made, and we ,tt
aside, a good portion of it. In fact, in the last 2 years, since we have
the undistributed profits tax, we havo, been giving wore liberally, in
fact, we have paid nearly all the profits.

Senator Iln:aixo. Yol have a drawing account?Mr. GrITDE. Yes; we pay each man a living salary. In fact, we

pay' him as high a salary as 'anyb(ly in the business pays.
ellator Holinxo. leore there is'any division of profits?

Mr. (lITn'w. lBefore there is any dil'isiOll of 1)I'ofit.
Senator lIhiaixr. That division if .iofit is made once a year f
Mr. Ousln.A We used to (to it twice a yeur. but when the de 1 es-

simon came alone, we fomcd at the end of the summer the profit" was
not so big and we passed it, and now we give it once a year. We
have paiFa profit, and a good and liberal one, every year.

Senator irsiNxo. Is it based on the base wageI
Mr. (T'rs'r-rr. 1Practically, yes; but it is not on the percentage basis,

because once in a while a main may (to an outstanding job during thr,
year and we compensate himi extra.

Senator livriiNx. What vould you estimate the annual wage is
that you pay?

Mr. GmwS'rv]'w. 'The annual wvage, you mian of tile clerks ?
Senator ]ihnixo Yes.
Mr. Gnisnnr. We pay the clerks from about $21, for junior clerks,

up to $35.
Senator I IitNxo. Per week ?
Mr. Gmsn:mjr. Per week. That is for the clerks. Of course, tho

manager receives up to $50 a week, and one-third of tie profit in the
se which lie mare es. For ilnstanrcev, We ope a new Store od N

Sntor :nx, tra abu ii(cers

tiut a manager inl there, anid we pay him so itchll a week;, say from
35, if it i.a small store, up to $59 i; these big markets, and one third

of the profit that that store yroduces. Then we bill hi according to
the. overhead, and whatever rrotit lie makes lie gets one-third of ilmat.

Senator Jhrnmxoc. Tle malinger receives thatI
M.GRIsTIDE. Yes.

Senator Il1nnuxo. What about the clerks?
"Mr. Gnrlswon1a. They get lpaidl on tme bonus. All the clerks are. lpaidl

omn the I)rofits that, is produced b~y thle firmn.
Senator IRartixo. What bonus would y'oil estimate a man would get

that is making $21 a week, the junior clerk, what would you estimate
he would get?

Mr. (IRhuarr. The junior clerk may get from $100 to $1;50.
Senator Il :mio. I,, addition to that?
Mr. GHsHTEDE. Yes. I have a list here from which I can tell you

pretty nearly what it has been. The salary of all the employes-
that is the 'expense of the business in salaries, you understand-
amounts to about 14 percent. That, is including all the high-priV:d
memi, of course. the executive bonus amounts to about 2.79 percent.
That is what it. was exactly for the last 10 years.

You see before we started in business, I worked for a firm where
there was not any profit sharing, and I felt I was entitled to a little
more (if I was ambitious) than I was really getting. 1 was getting a
straight salary, and I know if I was looking for a position today, I
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w~N 1l( want to get o(ilie of the pIofits, if I was worth it, and if I was
not worth it, I would be ashamed to take the salary-.

Senator VANDEN1ILBO. You mean each one of the 1,6" employees is
individually rated?

Mr. isnsreDe. Well, the order boys bonus is small.
Senator Y' ,,xnEN.IMn. I man (1o you make an individual rating for
each one? Do von apply individual merit rating to each clerk?

Mr. GsTrS.:F YeS. You see, we have districts, and at the end of
tile year we take it up with the superintendent. lie puits in the list.
We give him the amomt of what lie is supposed to distribute, and
then he gives us a list of what lie thinks each man should have. It is
generally done on a percentage basis, but as I said before, some of
them are a little better than others and we give them a little better
bomvu.

Senator V~Nlwxnmca. You encourage your employees to buy stock
in your company, (1o you not.?

Mr. Wsrls. We 'do, but we do not let theta buy any stock with
foreign nionev. That is, we would only let them" buy, stock with
nmoier that theiy have made in the company, because we are notanxius to sell stock. You see, we pay them about 7 percent on the
stock, and we can borrow money for a lot less. In fact, we do not
need the money, but we do it more for the morale purpose of getting
their interest.

SeMator' VANDENBEo. Do you offer any inducement to them to buy
your stock? I)o you make it easy for them to buy it?

'Mr. Gfs'rME. Vell, yes; we let them buy as' little as two shares.
Fhit is about tile least we sell. In fact. we have today-I believe you
ha, the record there, I believe we gave you that, as to the stock owned
by the efloIflyees.

Senator rA.NDENBERO. Six hundred eighty-one thousand seven hun-
fired] dollars woith of stock owned by your employees.

Mr. Gmsrmu. Yes.
Senator VANlW ,NRO. Out of a total of What ?
Mr. iRnsrID. MVell I think we have sold in the neighborhood of

about $1,000,000 worth of stock. That is the pIfrerred stock. Of
course, the controlling stock, some of the executives own. We do not
let everybody in on the controlling stock, of course.

Senior VANDEN EO . Is this preferred or common stock that the
employees buy?

Mr. GmsTrns. Preferred stock. That, pays a guaranteed dividend
of 7 percent, and during the go (lays we used to pay them as much
is 9 percent on it, giving t hem $2a shame extra. We employ all
nationalities, and we find it is good business to employ all naion-
alities.Senator liranN. Well, on an average wage for a clerk of about
$1.000 lie would get about $150 bonus?

Mr. Gms-rnmr. lie gets, according to this, $150. That would figulre
that way. We have been very liberal with our bonus all the time,
because \we figure you cannot take it with you, as you heard, I guess,
so we have been very liberal. Of course wve are getting a good salary
ourselves and we are satisfied.

Senator IFnRm No. Is that boms increased by length of service?
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Mr. GRIST-)DE. Yes.
Senator ITERRINo. Do you think it has reduced your turnover and

increased loyalty and efciency of the employees?
Mr. GRisTEDE. It certainly ias.
Senator IERR1INO. You are satisfied it is good business?
Mr. GiusTE. One thing, as I said before, it saves waste, because

they are very particular they know very well if they throw anything
away they are going to lose one-third of that. Thai is the mealagers,
of course.

Senator tiERmNO. Of course they start pretty low, $1,000 a year.
Mr. GmsTwE. What is that I
Senator HRaiiNo. They start pretty low with $1,000 a vear.
Mr. GRISTEDE. W1 ell, they are practically the boys, the order boys,

you see. The order boys get from $17 a week, up to the clerk. 'fle
junior clerk starts around $21, but he works his way up very quickly
if he is good.

Senator VAN'DENBER0. You also have group life insurance?
Mr. GISiT-EDE We have group life insurance.
Senator VANDENBERG. Is that all paid by the company?
Mr. GRIS-TEo. At the company expense. We have group life insur-

ance, we have endowed hospital beds, we have a social club, our boys
have a social club, they have about 1,000 members, and they have in
the treasury quite a little money. Tiey bought here some years ago
a bed in the hospital, they provided for that, and, in fact, we have two
there now. If any of our employees get sick, they go to the hospital
and do not have to pay anything. We try to make it very interesting
for our employees, and that is why we have all these activities. In
fact, the-e boys have ineetings every 3 months, and they have different
little activities in there. As you see from your record there, Senator,
we have been very liberal. In fact, wve have been so liberal that the
income-tax man checked up oii our records one day aid lie thought,
we ought to have our brains examined, because we gave so much money
away. lie thought they would not. appreciate it. I would like to
meet him today.

Senator IIFRR.Xo. The only organization you have is just your own
company organization-labor organization I

Mr. GaSirEDn. It is our own organization; yes.
Senator HEmlio. Is the amount of this bonus-is that ever dis-

cussed or negotiated with representatives of the employees, or would
you just arbitrarily set it?

Mr. GRisTrF.' The salaries?
Senator ImEuRNo. The bonus.
Mr. GRiBTvEDE. No; we set the sum aside. There are never any

questions asked that the bonus is not, big enough.
Senator IIFaiRo. Do you discuss it with t hen-that is, do you get

their ideas?
Mr. GSTEU DE. We discuss it with our superintendents, the superin-

tendents of the different districts.
Senator ILERRiNo. There really is not. any negotiation with the

employees?
Mr. Gms'rrmr No.
Senator ERRixo. All right, thank you, Mr. Gristede. Mr. Dow?
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STATEMENT OF WILLARD H. DOW, PRESIDENT, THE DOW
CHEMICAL CO., MIDLAND, MICH.

Senator IFRRiJNo. I am glad to meet you, Mr. Dow. I have had
several letters in the last 2 or 3 months from an employee of yours
asking why we (lid not talk with his bo-s, that he is the best boss in
the world.

Senator VANDENBERo. This is one of the best institutions in one of
the finest States in the Union.Senator HrnI -o. You just, proceed in your own way, fr. Dow,
and tell us about this system of yours.

Mr. Dow. It is a little difficult to know how to start a (liscuion like
this, but. maybe the best way to proceed would be to comment in
general on the idea that in chemical manufacture there is a rather
exacting need for careful control. There is a need for exacting control
and supervision of the processes more than in many other instances
of other manufactures, and so in the early (lays when the. com-
pany was quite small anti it, was realized that the necessity for
personnel supervision was a bigger item than equipment, the thought
of developing profit sharing came into being. That was some time
before the war. The company organized in 1897 and it did operate
under some sort. of a profit-sharing system way back in those early
(lays, covering as few as two or three men in the organization, and
then as the comany grew the principle and the advantages of a
type of profit-sWharing were apparent and the system was elab-
orated on.

Beginning with about 1916, I believe, the present system has been
in operation, or approximately the same general system, the gen-
eral form.

That system, in brief, is designed on the principle of-I do not
know whether you want me to repeat anything that is in this report
or not I

Senator VANDENWrRO. Go right ahead and make a complete record.
Mr. Dow. That. system is designed on the principle of paying the

)rofit, sharing after all allowances for taxes and depreciation, and
also a return on capital.

That factor, right there, is a rather interesting one. In the early
(lays we felt that a return of 12 percent on capital was a justified
return. In about the last 3 years, I think it. is, maybe about 1935,
that was changed to a 10-percent return, When I'say "return on
capital" I refer to those general items including interest on capital
anti all other charges, amortization, and factors of that sort.

After earning the 10 percent, we then take the net earnings in
any one month period, plus any other profits received, like divi.
(l eds from subsidiaries; then we take 20 percent of the difference
between the 10 percent return on the capital and the total earnings,
and this is then considered the bonus allocation. That item is divided
into two parts, 40 percent for supervision and 60 percent going to the
men in the plant, I mean going to all others.

Senator VANDEPNBEO. -et us just see how it works out. First you
would take off your 10 percent capital charge, that leaves you 90
percent of the Aet earnings, and yout take 40 percent of the 90, is
that rights



296 P-UOFIT-SILII ING SYSTEMS AN) INCENTIVE TAXATION

Mr. Dow. No, that is not quite correct.
Senator VANDENBVIRO. I mean 20 percent of the 90 percent?
Mr. Dow. Just put it down the other way around.
Senator VANDENBERG. All right.
Mr. I)ow. The total earnings, and then we deduct from tie total

earnings the 10-pnrcent item for the montlily period, And 20 per.
cent of the lnainler.

Senator VANENDFRO. Well, is thlt nt A20 percent of IN percent ?
Mr. l)ow. No, it actually is not. because the 10 percent is 10 per-

cent per year and this is on a monthly basis.
Senator VANDENBERO. Yes.
Mr. Dow. In other words, the monthly statelieit is five-sixt of

I percent.
Senator VANDENBERG. Then the 20 percent is again divide( .10 and

60, is that riglitl
Mr. )ow. That is right.
Now it may seem strange that w;e pick a figure like 20 percent,

but over a period of years that has seemed tta proper figure. It might
;e that that would have to be a modified percentage, Imt it has
seemed to be about accurate. We did modify the 40- and 00-percent
division. Some years ago it used to be 50-0. That reall,' started
with the N. R. A. (lays. We thought the proper allocationi was 40
and 00. That is, may be a little too much in detail, as far as that
general item is concerned.

Senator VANDB NDFMO. Before you leave it, how maiiy employees,
Mr. I)ow, (to you have? About 4,000?

Mr. Dow. The maxinimn was up to 4,340, and at the present time
it is around 3,600.

Senator VNrnENJ:Ro. And do all of the 3,600 participate in either
end of the distribution.

Mr. Dow. All except the president and the treasmrer of tile
company.

Senator VANDENnJo. Anti what would that inean't
Mr. Dow. And that includes some directors who are not full-time

employees.
senator VANDENBUOR. What would that mean ill dollars and cents,

in a typical average employee's case?
Mr. bow. Maybe I coul answer it a little differently than that.

In 1937, our average annual wage was $1,935. Of thaut about $64)
to $80 was the bonus, the profit bonus.

It. possibly does not seem like such a big item, but. paid in monthly
installments it represents enough of an item so that it is very belie-
ficial. We do not pay on the annual basis. As a matter of fact, we
(1o not believe in the annual bonus. We believe that a bonus to be
successful should be paid as soon after tile monev is earned as pos-
sible, which in our case usually is dAuring the month following te
earnings.

Senator VANDENBER1o. Now, when this CA percent goes to the ma13s
of your eml)lovces do they all share equally in it

Mr. Dow. Ves; with ti s qualification :a mai has to be employed
6 months before he participates, and then lie participates oil one-
hah( the normal basis. At tile end of I year lie is oh a full prolit-
sharing basis or bonus lasis, whichever yon want to call it.
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Senator V, ANnlENI. WVell, low, in addition to this voll have both
tile pension and insurance plans?

Mr. Dow. That is right.
Senator ,lVAN-I E:J;o. Are those finallced primarily by the cor-

isoration, or ae they contributory ?
Mr. Dow. Time liension plan olly covers that rou !p of employees

who (o not participate iin Social ' ecll'ity, in ot ler words, 60 year s
or older. The insIrane plan is particl'iated ill )y all the el)loyees,
and there is a sick-accident benefit milong with tlat, which the em-
1)h -ces contribute to. The company buys tle insurance.

Clat0r VAINIWIlWBII. What do y'ou think has been, lhe effect on
enploy'ee morale and employee loyalty, and youlr general empllloyee
r t(;Ii sliI) I

Mr. Dow. We feel veiv keenly oil that subject. We think that a
bonts system is a very vital an;i inmlportant factor in our organiza-
tion. I do not Illeali to imply by that btatenment that it neccs.-arily
is a foregone conclusion that it applies in every industry, hut we feel
it does ill our indus1iry. We have bad very'satisfactory eiloyee
relationships.

Senator VANtEWNEBG. You 1ot only got the social satisfaction out
of it, but you also feel it was good lnusiness

Mr. Dow. We certainly do.
Selitor VANDENBEIR. "lave you given nily thought to tile possi-

bility of incelive taxation in respect to aix' of these problelis
Mr. Dow. Yes; I will say we have given thought to it.
S atol" VANiENBII. I woil Ix-, glad to hear anmy ideas yoll have

on the subject.
Mri. Dow. Well, I think it woutl be a good idea to be perfectly

frank about it.
Selil.t r VANDENIEiRO. Exactly.
Mr. Dow. Although incenitive taxation is bo)und to ho beneficial

in certain instances, We would hate to see this the beginning of a
trend of government getting into telling ill in otistv how to develop
a profit-sharing or bonus system.

Senator VAX[DoNBEMo. I agree col)letely, on thamt.
Mr. I)ow. The vital thing about a succe.sfil profit-sharing plan

is to have one that fits the needs of the industry tlit it serve. I
do not know as I would lpersonallv understand ltiw the Governient
could lut in at broad form of incentive taxation without at tile sano
time dictating what the regulations wouhl have to be in order to con-
form to that. On the other band, to go a step further, it sA-eis to me
the principle is a whole lot like expecting a board of directors con-
sisting mostly of bankers to run a technical industry that they do
not know nuich if anything about. I think the vital thing is that
aM indiisry that is best rui is certainly one that is run right within
the industr'y itself.

Senator rANIENBERIa. That-there is not ainy 4loubt ill the world
about that.

Mr. Dow. The !alllne principle aplmies oil bonts, profit sharing or
any of the other things, If they are nnalyzedl fiomn tile inmirediate
iieel s of the compallV in qIest ion, they all" biild to be tile lost
successful.
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Senator VANDENBERO. I was thinking of incentive taxation in a
little broader sense when I submitted tle interrogatory to you, Mr.
Dow. Do you think iii the larger field of encouragement to plant
expansion and. encouragement to equipment replacement a system of
tax compensation could be helpfully created?

Mr. Dow. I think I could answer that question by best saving that
it is a vicious cycle. When business is off from its normal;in ,o-der
to improve business we look to the idea of spending money and raising
taxes, and hope that by spending money and creating new work which
costs money that we will pull ourselves out of the depression. Ac-
tually, I tfink everybody will agree that the facts of the case are
quite the opposite. Suppose I am in a delression personally and I
(10 not quite have finances enough to meet my obligations, I do not
have any sugar daddy to go to to get. funds to keep me goina I 1nmst
necessarily curtail my expenses, because if I (1o not, why thligs get
worse and wor-se. I feel that that, is the situation we are in right
now. The worse off we are, the more we want to expand, and the
more we want to expand, the wose off we are. It keeps on indefinitely

Very frankly, I cannot see where this incentive taxation could
especially relieve, in a very big way, the present depression on busi-
ness. Everybody knows t at money is scared. Any number of in-
dustries right at the present time should be developed, but it is almost
impossiHe to get the capital to develop them. There are good things
that should go ahead, but there is uncertainty and they do not (1o it.

Senator VANDENBFERO. The incentive you prefer is to have govern-
mnent mind its own business?

Mr. Dow. I think that is properly stated.
Senator VANDENBERo. Considerable can be said for that. Thank

you very much, Mr. Dow.
Senator HEmo. M.r. Dow, your average wage is about $2,000.

That would indicate that you are paying the prevailing wage scale.
There is no question about that, is themei

Mr. Dow. Our prevailing wage scale is quite considerably above
the average for the country. I have here a statement that the average
wage scale for the country is $1,266, and ours is $1,935.

Senator HFRlIso. You have never had any labor troubles?
Mr. Dow. We have never had any labor troubles until the C. 1. 0.

activity in Michigan. They brought about a hearing with the
National Labor Relations Board.

Senator HERirNo. Are your employees organized under C. 1. 0.?
Mr. Dow. No; they are not. They have an organization that they

created themselves.
Senator HF.BRNo. The National Labor Relations Board hearing

has not been held ,'et, has it?
Mr. Dow. The final decision has not come down.
Senator HERRING. What I was trying to get at was this average

wage being at least the normal wage.
Mr. Dow. That is above normal. As a comparison, the hourly

rate with us, the average is 88.4, and the national average is 74.2.
Senator HRuuixo. Then what they get in addition to that is clearlyprofit-sharin.Mr. Dow. xes.

Senator LIEoRRIN. What percent of $100 profit goes to stock divi-
dends and what percent to tihe employees? Could you estimate that?
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Mr. Dow. I do not know that I have that figure. The ratio is the

pay.roll dollar to the net-profit dollar, and those items are in here.
id you want that ?
Senator lftrwmNo. We have that.
Mr. 1)ow. I could give it this way: In 1937, the pa - roll of em-

p)loyees was O, million dollars, apl)roximately, the dividends paid
during that same period were just under 3 million dollars.

Senator IIERIiN. And ti bonus to the employees in addition, do
you have thatI

Mr. Dow. That would be included in that total pay roll. I do not
have that separately.

Senator VANDE.BhO. I noticed one statement in one of your letters,
which is an interesting comparison : "You will note that. we refer to
the bonus earned by the men over an average so-called normal year is
approximately equal to the dividends paid to the company oni 20
shares of stock."

Mr. Dow. That is right. Unfortunately, during the last. 10 months,
I believe, we have not paid any bonus o- profit-sharing.

Senator VANDENHIERO. Why not?
Mr. Dow. We haven't had the earnings.
Senator VANDENDFRo. That is very conclusive reasoning.
Mr. Dosv. In other words, we operate the profit-sharing on the

basis of when there are profits there is a bonus, and when there are
losses there is no distribution, or to put it. in another statement, that
the earnings have to be at a certain ratio in order to pay a bonus.
WVe feel that that is the only safe way to run the bonus system
because otherwise it could leave one rather high and dry.

Senator HE -uxo. The most profitable years, though, have been the
last two or three, haie they not, up until 1938?

Mr. Dow. That is right; beginning with about. 19,4.
Senator Ifr1Eixo. I think that is everything that. I have in inind,

Mr. Dow. Thank you very much for coming here.
Mr. Ford.

IrATEMENT OF EDSEL B. FORD, FORD MOTOR CO.,
DEARBORN, MIICH.

Senator IlERmxo. We know that the Ford Motor Co. were pioneers
in high wages and sharing everything, and if you will just proceed in
your own way, Mr. Ford, we would appreciate it. Tell us about. the
beginning of it.

Mr. FORD. We have had a policy since 1914 of payingI what we
think is above the going rate of wage in our indust ry. We started
out by announcing what was called a profit-sharing plan in January
1914, and that N as when the so-called $5 a day unmm1 wage was
introduced. I think the going rate at that time was 34 cents an hour,
and ..-e raised it an additional 28.5 cents an hour, which made a total
of $5 a (lay for an 8-hour working day.

This profit-sharing plan continued in force until 1920, ws-hen a
minimum hourly rate of 75 cents per hour, or $6 a (lay, was established,
and the profit-sharing factor so-called, was changed to a straight $6
a day minimum wage, not dividing it between tlie going wage plus
the additional compensation, so-called profit. sharing.

11051&-39-20
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Th Il.a ~tes; ve i laligedl oil vailiolis ocCU.ilms and~ the minilillil has
Ipeeii iliewiased froiii $5 to SW a hw, Nilil llreails at Inv.4,1t. although'l
there was One fi hue diwiilig the dep~jths- of thle deprvs Ioll NVhe we gut
down-1 as low as $,1 a day. I alIi talking" alhi at milninaiik ira ges nOw,

* iot avel'age wages.
S0e1ator HERING, Yen.
Mr. Moan). I I aN-e sm nue stat 1t ical tigiim ie-iher as to) tile aimin i ts paid

oant, anld that sui-t (of tI lug if thkat w uildh 1P Oef illtercVt 10 oN1.
Senator I TElalNG. W~e would IK' 111,141i to haVO it inl 111r0 or
Mr. Foiln. I )nriiig th pk eriodill 'aliel1 tile profit-shar'inig pill i

ill effect tile ntioliiit s paid out (ilt ~i 'v~mv' of thle e~ alllishk~ "d'age wvas

Sentoii NVANIJEN IWia. 'II int iS11)) to) NNlhat Yeart'
Mr. ~ 'Thatias nig the tioie tlie l;irotit-A Isui ig p1 io wa-; in

effect ; thlevre ( in ht N'oilll ke frmik 09t14 toi 11)19. 1'. TI ti a fn' thatt
weV went oil . t i-iaht daily wage

Senator lhnnixo. You von' inued paying the same Rmount, and
ivNelI 11or., hult pin jlit did tiot chlarge it 111 as profit s1i lig t

Mr. Frm!. WeI chatiged lite me tho 1(1Of lliotodmulV, but it a miiuted
to, ractically the same thing.

ichunetem1lle thlat W~as put li ituiffect waas tile So-called Cashli ls
juhin. [his was paid to thl'eilop ovivs in) the Iear 111ad 19121 for
the years of 1919 aid 1920, rpetvl.'1 1e10-e hioiiiuWes wer hiS0ed
111)11 elii poyces' rates of pay, togctlior with Ieiigtl of el-vice. allot
amlounlted to a pp uoxiiuately $6,750,000 a yea r fol. those 2 years tha~t
that scheme wNas ini effect. Tho a' slils pla'1u w a-; di~collt ilied o)il Janl-
n~ary 19 1021, ill hieil of which z~dal-arh I iui wa',gVes werel~t incea -10.
luoRtionuutelv ini accoidanaev with 11thue :sci ouileS. 111 0tl101- Woi -s, Nwk
:-t attedl this ))1 an. an1d then 'after wev had0 1wee with it fol. a cei-taii
timle we felt biy sill) pifyiI Ig it we Could operIatv better. So we avr-
aged it up to wh at we had paid and wNent on from therev.

Senator llniumo. You jist paid tho wages afterward I
'Mr. Feai,. Yes. We have at the pIlesenit time a so-called investmnt

planl. Thle employee's invs-estii ieiut plan was in-iiaura ted in Jlanuary
1920. This hplan,'iin br-ief, extend Ided to each anid every employee the
priv-ilege of depositing with thke cozupmiy a percentage of is wvago
or salary, oii which he receivedl a guiaranteed rate of i iterest, origi-
nlall 6 percent anid subsequently onl March 1, 1933, reduced to 4,
perc ent, which is the r~ate n1ow ilm effect, 1)1115 t special rettorni paid1
SeliliaIllilhIVl as deteu inled by th-i board of directors. 'Fie social
-etul has anlioiltedl to ats macuh as 10 lperceilt per~ anniim phis1 the 6;

peent. I knjowN we have p~aidl up to 16I percent. e, have had as
high -is S22 000 000 in that fomid at oiiC t imp, id.a~ at the pivselit time,
as it stands, toa there is alyint $14,000,000 ini the fi. Tile einl-
jiloye, is allowed to invest 25 pem-eflt of his wagon w4 heo receives it.
fli; paid this mniiniim iuter-eAt Pils thle boans, and it has rlnl, as, 1

!ay, from 16 percent down.
Senator IHuiio. Whallt percelnt of tile emlployees would yoiu est i-

inate took, advantage of that?
,Mr. FoRD. I asked for' those figul-es 1K-fore I 10fi, but it was im-

piossiblle for ni0 to get thein. There is a Substantial pIclCeiitiage, I
should say, of the o1 icr emptoyees that perhaps have bKen there longer
and can put aside a certaini 1lrtion of their wage, without hiaiipei
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ing titeli too ilch. Thyaetaking Inore, adyltltmig. of it titan thle
li14.11 Of ioiv recent 01111(N Iovuent, who, requ ire allt hey ea iii to miainitailk

SVenator' VNDE~NBERG. Wh'1at is thle fuiti inves ted in?
Mrli. Fomia. WeCll, it is wIt ilive-td in, alIiithiiig ill parlt icular. JVe

cali-r it as 1 -eparate account.
Selbit4r NTANiiiNBEU(). I Sc.
Mr. 1"oumn. It is pIile on deumandi. It is :I ctinplui funld, of

Seitator VN',m:NnnioR. A comnpanty fmnd?
.il. 1(RI,. A Vohlipa~IlV fmiiil. Trhat vN as -14.06',0)( as (of (ciohet

31, 1113S.
Up to and including the paymnt, to JuneO 30, 1938, the total of in-

tetcvt 11nd special retiun uiiuler tlie iiive.timt plani amoniiitedl to
S'2?,513 tkX, hving made upl of giiatzmntcel ikiterest (of $15,773,000) iad
specLiakl 10ic 1rf$12,039,000.

8011t01r H F~tIUNO. Thiat is clearly profit sharing.
Mr. Foib. That is profit sharing.
Senator IIEIIIIN0. Ini addition to that, You have the hIospitailization),

thle old-ago penlsionls?
Mr. Foeat. We have whatever laws reqiri.. We have no0 planl of

I 01)1 tlizat loll of oil r owNyl
;ellator. Iii tuoo. You dto not?
Mr. Forim. No; weo do not. We )lave always beenl of thlt feeling

that, if lye paid ourl mlenl as well as we could, that they Nvert MOMr ill-
411dejidt anmd wiIlif. to talke care of thii own responsibilities, and
livy lilwd it better t in. if wye had somo of thies' plaits that igjht

lii. Mlilihft Iateililidle.
Sentor~7.Nn~Nii~iu.Wi)l, that (4iially applies, evidenitly, to) your

thoii of profit sliarilig, for it seemns to )lave had anl eVolu;tion, anld
pmi have come to tho )it where your theory of profit sharing today
1A thmtmnlm tile direct Iiigaway.

MAli. 1, eOn That is tewywe feel, Senator.
Senator01 VANMA:JEHO. Of comirP, thaRt holds trite with profit sharing

as well as an tIng els'.
MAr. Foilui. limt hi 11- aboVe thle j Ixevailing rato ini an illditstrv,I

I;OSMight 1V called profit s"til-Ing.
ont VA."I"DxENFOo. Exactly.

Mr. Founn. We have beeii very strong believ-ers inl the very highest
jtosible Nyage we could pay.

SVCII1t1lI HERRItNG. I r1AAt iiVery, well (lte $5~ minlimull welit ill
VveivimOiy Oele thought it was profit Sharing.

MNr. J'olm. 'Ihat wvas a greaIt micv-44, over thlt prevailing rate.

tlax rtsor Weuhriim itlomemate inirested r. Fod m in thbli
subjct :uia all licitleile x tio t ith achie bveto? roi haig

ti Finn. ljl, mmmv feing wonraldo mercnses thatarihtonn taxm

general vou lil Iw it', go~lil an intenitive asny. I Su~jpp mitm
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incentives of that kind it always has an appeal. no question about
that, but it. leads to complications andl I should thiik the conse-
quences that, would follow might be difficult to handle. I do not
know, really. It is a question that might be debated for a great
length of time.

e1inator VANDENBERo. You fear we might create more problems
than we would solve?

Mr. FORD. I would feel that you.might.
Senator VANDEN BER0. I think that is all.
Senator HmNo. In all these years, with all this profit. sharing,

the Ford Motor Co. has never had any labor trouble?
Mr. FonD. That is right. We feel we never have.
Senator HEmtpio. Undoubtedly part of it. is due to the fact that

they have been fair in their wages and profit-sharing methods.
Mr. FoiD. Well, we have tried to be more than fair. We have be-

lieved earnestly in paying just as high a wage as we possibly can and
producing at just as low manufacturing cost as we can, therefore cre-
ating large volume. That has been our cardinal policy, as you know,
for a long time.

Senator HumINo. Yes. That seemed to be the general opinion,
too, I think. If you have any other suggestions we would like to
have them.

Mr. FoRD. I do not at the moment, but I would be very glad to
furnish you with any data that we have for the record.

Senator HERmINo. You have given us a lot of valuable informa-
tion.

Mr. FoaD. If there is anything further that you think of, we would
be very glad to supply it.

Senator IfivwaRno. Thank you, Mr. Ford.
Mr. Robertson.

STATEMENT OF MILES E. ROBERTSON, GENERAL XANAOER,
ONEIDA, LTD., ONEIDA, N. Y.

Senator HERaiIo. This is one of the oldest cooperative organiza-
tions in the United States. It was established in 1850, originally
on a communistic basis and later changed to a commercial basis in
1880, Is that correct?

Mr. RoBzwmrsox. That is approximately correct.
Senator HERRINo. Do you have the profit-sharing plan now I
Mr. Ronzwmx. No formal plan. Some years ago, in 1923, we

did formulate a plan. In fact, the perfectly formal plan was a profit-
sharing plan, based on service as well as base wage. We are believers
in service. At that time our formula was that after net profits and
taxes were phid, and preferred dividends paid, then 7 percent was set
aside for common stock and surplus. OF the remaining balance, 50
percent was distributed to the employees of the -company as a profit-
sharing plan. The distribution was based on 25 percent of the year's
Nwages earned of all employees and 75 percent on the service wage.

The service wage may bother you a little bit. We pay not alone the
regullar wage but we pay a service wage, depending on the length of
service in our company. After 1 year of service the employee gets
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5-perent service wage; after 2 years, 6 percent; after 3 years, 7
percent; after 4 years 8 percent; after 5 years, 9 percent; after 10
years, 10 percent; and after 20 years of 4rvice, 11 percent. That
percentage is based on weekly earnings. That service wage is paid
to all employees other than salaried employees.

That profit-sharing plan was abandoned, so far as the straight
formula is concerned, in 1930. A profit-sharing plan without formula
has been reinstituted in the last 3 or 4 years, and we paid a profit-
sharing bonus in 1935, 1936, and 193. "In 6 of the 7 years between
1923 and 1930, we paid $1,450,000, and in the last. 3 years about $300,)00.

Senator VANDENinEO. And on what basis was the profit-sharing
dividend paid the last 3 years, did you say f

Mr. RoaErrso.,. No particular basis. Perhaps I should explain
that we were not in a financial condition to warrant setting up a for-
mula in advance, due to the distressed conditions resulting from 1931,
1032, and 1933. We felt the .rootlaltlngs to do which were even
more important, such aiat~l' H help to our tft p),gees, anti so forth.

It was a matter of.,Wv much money we earned( , a that determined
how much money. iould go back to tie partners ilT4tie business, on
whatever basis med wise. -

n the last. 5 years aPpl imatly $,(00)O0 has bee istributed
a g250Ojieolloe. . , I "

I might.Way t hat whlle wt like rfit. sharin and thin l it very
necessary, Sve' do nQo ihink 1, rqi~y n1n11 t~ce. i Ave hink it
comes at r many oer .thii - seeuis to tflt we mu pay a
basic wae which is at least K hailit we ourpbove it; tat we
must ha ideal working corionst that pust have pension flans;
that you, nust hav-; up irsaedical hp; we
must ha your ial0t4v tie t a e ust have such relat ns in
our Plani that the is a f interch ~ qf information. Sol times
that cost money, d nd it the, ay j t do In other- -ords,

, oK Iother-
the )rofit hari p) Fn jtf l-J oft 'Inmortant thing. T mainfeature to is whet of'e haI e N fide e of o employ s. We
do not bel ve that profit-shar' ns ai th.6ause of anything;
they are res&ls. If we ha - t e con ence ftpr emplo s tostart
out with, andl e must do t oaswaJr t ings tobtain t confidence,
then profit share is valuable. e ieve in it as a nciple, but it
must come follow certain other definite things. s u t

Senator VAN oE.d D In other words, it cano a or
fair p lay? L * ',.

Mr. RonmmRsN. It annot'le tl"'M It ie for all those things that
the average manufacturer must do to take away distrust and sus-
picion which are naturally between stockholders and employees, or
betweeii employers and employees.

Senator IMiNo. Well, although you discontinued it in 19301 in a
formal way, you are still sharing profits, are you ?

Mr. RoBERarow. Yes, sir.
Senator IIEmzIo. Just why did you discontinue the formal plans

that. you had at that time?
Mr. RouEnaso.N. We rain into red ink, and there were no profits

to distribute. When we were ready to pick it up again with the
resumption of profits, there were other things that had to be done
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with our working force, the people we were working with, which were
more important at tile moment lhan anything el.e, such as medical
help. NN e have about 2,500 people, and this is only one point.

To illustrate my statement, we found they had neglected their
health, their teeth, eyes, tonsils, hernias, and so forth, all of these
ills that come forward in the manufacturing business . So one feature
we call profit sharing was to have our doctor examine every person
in the plant; and where he foud they needed medical lhelp, our
board apl)prol)riated enough money to pay half of the exlpnse and
to loan the other half to the employee, so lie could be pit in good
condition again. In the depression the average man, with a short
week in his envelo,:e, is pretty apt to neglect his wife, pretty apt
to neglect his children, and himself, lie is pretty apt to neglect.
his children first, his wife next, and himself last.

I do not believe such plans can be, formularized in any sense of
the word. We are very fortunate. We live in the country, we have
our own city, our own town, and therefore can be a connunity in
every sense of the word, and therefore can live with our people and
knowr them intimately.

We have a policy of building entirely from within. We. do not
hire from the ontslde, in the sense of hiring experts. Every man
has an equal opportunity to go as far as lie wil. We (1o not pay
exorbitantly high salaries. We believe in less at the top: we believe
that. there should be more at the liottom. Obvionly, all those things,
having been done, it is natural that we should have the confidence 'of
01 peol)le.

Senator VANDNBERo. What happened during the deprlssion, when
it, became necessary to discharge employees, or lay them off? Did
you share the work or did you lay men offI

Mr. RonmTsoTN-. Between 1029 and 1932 we both shared the work
and laid off. The lay-offs we made on the basis of service and, to
some extent, where there were two in the family employed; in other
words, our personnel department is supposed to know intimately as to
the family situation of every employee, and levi'iaps if a man and
wife were working, or man, wife. m;d boy were working, the lay-off
would be conditioned by that. Since 1933"we have gone even stronger
on the question of sharing work. For example this past. spring
business was slack, and the sharing of work was done by a division
of work, and it affected everybody on the pay roll, as far as that
could be done. I should say out. of 2,.500 people we kept perhaps
400 extra people on the pay roll.

Senator V.ND.rnY.Ro. Were wages reduced during this period?
Mr. ROHErSON. Not during this period, but during the depression

period wages were materially reduced. There is no particular diffl-
culty in that. We believe in disseminating information all the way
through the plant. At the end of each year we have a meeting with
all enI)loyees. We do nt do anything by proclamation. We call
together 2,500 eniaployets, and the lre'sid(Ilt of our Coljiny a1iid
myself tell them of the year's results, whether they are good O1' bad.
IVe make a report to our employees before we make a report to oir
stockholders. We tell them exac'tlv what happened, whether there is
a profit or whether there is not a profit, whether there is to be a wage
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ch Itge. If we hiave (o make a wage cliatge douV-wa Id we call Ihem
to(rether and tell t Item why. No onle is left iunnforiel.

Ilhen through the 'ear we hnve foreluclm's ineeting, perhaps I00
of oIII forelnIwI aI I m(IIor execIIt ives, 1t1I1 tIi i0ie I I are kept ill touch
with the conlilion of the comlpany , the cales, and what is going on;
or if wt are about to inistit ite any new policy of any kind, it is thor-
oughly explained and discused. III fact, a policy wolild not le put
iII that our average man inl the ,,,hop did li(t think was a wise policy.

SAna1itoi I lmnlIN-O. Your statement shows that the amlonlit of aniulal
)Ay roll has dro pped from : i., million l)l is i 1929 to about 2 million

1i1 1933.
Mr. JI1i'n:vnTSON. That was a joint liOdliii of two things. Olie was

lay-offs. In 1929 we were paying alnt 27 to 28 perceet above the
average of the higher paid i Our iildustv., and we reduced it down
at Itiat timne i)erfoirce to about tile average pay ill our' indu:wlY. Of
coulle 1 Oulr* people are perhaps a little bit better off in the Sense that
they live iin a small town and they have, therefore, n lower cost ofliving g.

iSi tutor hIliuri.(;. In 193i you pIaid $I,'00,000. or double wh lat it
was in 1933. Was that due to iticased wages or ilureased employees.

Mr. l{bi uirsi.. It is a coilinilioii of l'oth, S.iuatmi'. We lad to
drop tile Servict vage at that .qaille time, and tle service wage au

cein vi tit ted. As I indicated, we heliv'e a sCIvice wagi. is even
oiV110 i olortault 11:1i Ilie p profit sharing. 'ia llIas to com e |ilt.
Seiuto0 V. RGni:Nnruu. ILive vou had aM , labor trouble?
Mi. ltomfl.lso(N. We ]have liver had am: labor trouih.
SeniUto' V NENHuIM. l) %uii tirl, Vlien vou miiahe t1 Itis frank dis-

clouire to the emluavees that ,ou hav, a bad year al. there is
a necessity for reaiiist I]leiit (downward, they accept your state-
iaenit at full face value anl are williinig, on 1le basis of .imr frank-
ness with thient. to cooperate, without comllaint ?

Mr. ROBERTSON. I believe sO, siiiverely. Of ('0ui-V,, we are very
fr'klc with outr emiilovees.

Senator J-IF.tmNo. You tell them the facts about business
Mr. ROIIFRTSO.,-. We tell them the exact facts even more than we

print in the newspaper. We tell them the exact Jacts as well as condi-
tion, as to why we do it ; we tell tein those tll s very frnk]y.
This policy (dates back to 1932. We told thetm thlen t 1 tt. the eontfliu-
fiulce 0u a. colipamlv. tile oltinitance of a place to work, wVitS morne
iml)ortamit at that mollictit than peria )o a large. wage, Mid I think
our employees generally know that. 1iy "employees," ineal every-
olle on the pay roll- we are all cmplovees ii that sense. Everyone
knows we could price ourselves by whai labor is worilt in the ma;-ket.
We try to disemble that information.

Senator VANDENMERG. One witneSN a few days ago, who similarly
believes in coml)lete frankness between emllployer alt employee, raisezil
the interesting point. that he found himself restricted by tie Wagner
Act in his di-ussions with his employees; lie was afraid he could
not talk to them quite as frankly as I heretofore, unless lie be suspected
of trying to mold their attitudes.

Mr. .- BEIRTSON. 1le may be right. We have had no such fears.
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Senator VANDENBERO. You have not. been indicted yet.
Mr. RonIrTsoN. If you walk your normal course, that is one tiing'

but if you should decide to do something today that you had not been
doing yesterday, or the day before, that might be another thing.

Senator VANDENRGM. I think that is all excellent discrimination.
Senator JItRRi,-o. Your employees are not organized, are theyI
Mr. RoDEmrso. Our employees are not, organized. All emploveei

belong to a club; that is, everyone from the ))resident to the ofAce
bo.. We do not believe in any caste system ol any kind. "Phez is
one club which has a town house and a house in the cour try, a place
on the lake, that, 25 of our parent plants belong to, and our "Canadian
plants are also subsidiaries of this club. This ciob is run entirely by
the emlployees. Every person is a member. '1he are 12 bow ling
alleys, pool and billiard rooms, ladies' rooms for society parties, cook-
ing parties, educational classes, and then at the lake this club has
about 10 acres on which there is a iarge hotel, a bathing beach, and
a place for boating on the other side. It is a spot where people may
go to take their families, or where people who are recuperating fromi
illness may go at no cost; there i, no cost at all, except the rent of
the cottage.

Senator HIERixo. When you found it necessary to lay quite a
number off in 1932 and 1933, (lid t'aey come back?

Mr. ROBERTSO,. Yes. We keep an exact record of each person,
and if they arc :itisfactory an d by "satisfactory" I do not mean
necessarily that they miay or may not be ill, have physical ailnents-
if they have been eml)loyees, and good employees, good partners in
the business, their records are kept, and when we retire we rehire on
the basis of those whom we lay off.

Senator IIERmio. I think that seems to cover everything unless, you
have something you would like to put into the record Mr. gob-
ertson ?

Mr. RoBherse. Only one thing on this question of incentive taxa-
tion. Frankly, I do not see how that. can be formulated if we
discuss profit sharing in its narrow sense, but if we discuss it in its
broader sense, which is perhaps the way you are thinking of it, it
seems to me that there are several different things which must be
fone into. For example, I believe there is an interpretation by the

internal Revenue as to pension payments. I think the Internal Reve-
nue would prefer and accept more easily payments that are made to
a pension plan if they are made regularly. You should not. make it
$100,000 one year and $10,000 next year, and nothing the following
year. It is co6nceivable that the company's profits vary that same
way, and therefore in very good years they might. build up their
pension plan reserves, and in their bad years they might do as little
as they had to. I believe that is somewhat frowned upon. So the
thougfit of incentive taxation might go toward some thought on that
particular phase.

Another point-and I am only using tliese as examples of the field
rather than in its narrowvn-I do not, believe there is any incentive
taxation on profit sharing in its narrow sense.

Another point: In the social-security taxes now which are paid
on pay roll, if we keep 300 or 400 people on our pay roll, that. means
we are paying an uneml)loyment tax on that pay roll. The other
manufacturer who might eliminate those 300 or'400 people would
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have no pay roll, and therefore no tax. Those people would go on
relief. It 4eems to me that there is a fertile field there for incentive
taxation.

So that where we find ourselves on incentive taxation is that. we
would dislike formulas, because we think there are many things that
come before profit. sharing which have to (to with the partnership
between us, and there are other areas where we are accorded aiI
today even in certain of our desires to help people. They would have
to be sought for, however, in other areas.

Senator VANDENBERG. I think those are very constructive suggest.
tions.

Senator lhJmsixo. All right. Thank you, Mr. Robertson.
Mr. Riford, president of the Beacon Milling Co., Inc.

STATEMENT OF LLOYD S. RIFORD, PRESIDENT, THE BEACON MILL.
ING CO., INC., CAYUOA, N. Y.

Senator HERIN o. You have a plan, I think, of either profit sharing
or wage dividends. We find so many terms for it, however, that.I
do not know just, how to refer to it.

Mr. RiFoRD. We have no direct profit-sharing or general profit-
sharing plan in effect. We have several features of profit shar-
ing, cause they provide income to employees beyond what we con-
sider liberal or high wages. We have had it in effect for some 14
years. We call it the workmanship bonus, which is based upon vol-
ume and several other factors, and this has equaled from 3 to 5
percent of the plant pay roll.

We have a salesmen's bonus which is in effect, which has equalled
from 3 to 6 percent of the sles salaries. We have for the last 2 years
reimbursed all employees in our plant. and office, 1 year with a week's
compensation, another year with a half week's compensation, which
wasz, in effect, profit sharing. Then for this year we have taken a
step which is somewhat of an experiment, leading toward possibly
a general profit-sharing plan, which is a management. bonus on a
predetermined formula, in which all management. and foremen, the
supervisory group, are included. Those are the features which. we
have made use of and which are beyond what. we consider to be high

Senator IIERniNo. This plan of yours has been a bonus plan purely,

has it not ?
Mr. Rirown. That is true; yes.
Senator ItRamNo. It has not. been based uk.on merit or production
Mr. RiFoRn. Well, it has had a bearing. rhe plant bonus, for ex-

ample, is based on the quality of workmanship , in which the entire
group shares.

Senator HERRINo. The plan this year is based on a definite per-
centage?

Mr. RwFoan. That is correct; yes, sir.
Senator ltmal;o. Your labor is not organized I
Mr. Rn-oiw. No, sir; it is not organized.
Senator HmNnIo. You have had no labor troubles?
Mir. RrFORD. None whatever; no, sir. Of course we are a very small

company. We are located in a small country village with no other
industry there. It makes our conditions quite the exception, I expect.
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Senator ]EOmmuO. Well, as contrasted to the dividends to the stock-

holders, how would your profits or vage dividelds cOmplare
Mr. R1iroom. I cold not give You tie exact tigtrks, sitr. Roughly

15 lCrcent, I would expect. In tie early years of ou1t business; wve
paid no dividedi, and each year a lage I)oportio of oir earlnigs
have of nece, -itv gone bak iito the business.

&elator lliNo. About wht is the average wage that 2o'ou lay I
Mr. Ruvoo). I have the exact figures here for the year Clding Algut

1, 1937. For strictly the mill employees, without any sulirvision
figured in, that was $!,GIl1.

Senator IIEImuse. There is no 1)rofit sharing 1111ti! the adequate
wage is paid ? It is well to get that into the record.

Mr. Rwron,. We have paid a going wage, or letter thai (he g0oin,
wage, and have con1tallt eIIl)loyment, o that the weekly eauilings
have been consideualIdv higher thaut tihe genenl sitwition. *

Senator lfhimNo. fTlje..,s you have sillething more, Mr. Riford,
that you would like to pit into the record. I hI ink of nothing else.
Mr. Riroi. I have poiblv one 01 two coiiliielits. I believe anly

profit-slhming plan must be co nlsiderjd absolutely indelveldent of the
wage level, or el0,1A no alvaltal, accrue to either employer 01 Vil-
ployee. That has beei oiiur thought ill any of tie plans which we have
devil.

Senator Ih.iinio. Iave you any thought about the compensatory
tax benefit to tlhse who share profits, or incentive taxation?

Mr. Ritoam. In y opinion, a tax iicentiv.3 would undoubtedly en-
courage prolit-sharinIg ills, but I cannot A'e where a tax incentive
(for lorely selfish rIAeso11S) would bring a company to install profit
sharing.

Our business is the maufacture of feeds for all types of farm
animals. The business is somewhat seasonal, although tending to
become less so in recent years.

11% are a small company andi are located in a small country village
where there is no other imnstry. For these reasons and possibly
others, our loblemis are not particularly representative.

We employ about 130 people at our nill and office, with a sales
force in the field.

Since the organization of our company in 1920, our business has
rather constantly expanded which has required increasing amounts
of capital and t6is made it necessary to turit all of our annual earn-
ings back into the business for many years. A large proportion of
our annual earnings each year has, 'from necessity, remained in the
business.

For this reason, although a general profit-sharing plan has been
given consideration, such consideration ias been more academic than
specific mitil during the last year or two.

Our company has always id good wages, possibly high wages.
Our scale of wags and weekly earnings up to 1929 compared favor-
ably with the going rates in our locality. Since then, our wageo
scale hin been higher and because of steady enmpoymeait, weekly
earnings have been much higher than have prevailed generally.

We have never installed a complete and direct profit-sliaring
system. We have taken steps in that direction and have enlarged
upon various features which, in effect, create for the employee a



1'11OFI'-SIA1UNtxI SYSTI-'1M AND INCENTIVE TAXATION 309

share in tile profits in that these various )hIls have provided
income beyond liberal or high wages and salaries.

Since 1023, group insunalice has been carrie( at the Company's
expense for graduated amounts depending upon length of service
upl) to $2,000 insurance per employee.

For 14 veas, plant employees have shared in a quality-workman-
ship bonus based upon tonnage and other features. This has run
froml 3 to 5 percent of the plant pay roll.

Our salesmen have received a bonus for nany years for improved
quality and quantity sales in their respective territories and, during
Ice(.nt years, this has equaled 5 to 6 percent of sales salaries.

At tile end of 1936, each office and mill employee, exclusive of
executive officers ieeived an extra week's compensation as a recog-
ition of his contribution to a successful year. At the end of 1937,
half of a Week's .ZMIIUy %%-as received by elch similar emIlloyce.

The all)art.lt atvantages of these isolated features of a general
proit-,Sharilig Jpaul. both to the coupauly and to the employees,
prompted cAmsideration of still further steps leading toward a con-
plete id direct profit-sharing plan.

Early in 193S a formula was established a( approve( whereby
the 111allageleit. group would share iin the profits for that year. A
lte executive, innuagenient, and foremen group are included in that
plan, with tie exception of two of tile ofAcers, who aro the largest
stockholders but still quite active in the management of the company.

Fromu ourl experience andu f rom obse-rvation und, careful study, there
appear to be, advantages resuilting from a pMot-shiaring plan which
Itccrule 1)0th to employees, andi Ni plover. Employer andI eniployce
havoc a mutuiality of interests Whic k is too often overlooked.

Some of theo" advatagems are:
1. The employee's income is increased if there aro profits to sare.

This is by no means a disadvantage to the employer.
2. In adverse years when there are no profits to share, th0 employee

should gain a .realization of the, risks of busiue.s and the possibilities
of los&s s well as profit.

3. There is created in the mind of the employee a sense of l)artier-
Shi) in the business.

4. There is an iml)rovement ill efficiency and a decrease in waste,
resulting in an increase in the lssibility of profits, thereby stabiliz-
ing the business and creating a sense of security for the future. This
should work both ways, as tho elimination of worries for the future
should also increase the efficiency of the employee.

5. Self-imposed or attomati 'supervision is stimulated, which is
beneficial to both parties.
6. At spirit of cooperation between eml)loyer and enployee is !wr-

petuated, allowing the free discussion of problems of mutual interest
and thereby promoting the peace of mind and happiness of tho em-

loYee, reacting as well to tile benefit of the employer.
A protit-shariug plan, both for practical and ethical reasons,

shoud t cotsidejed entirely inudepend ent of wage and salary levels.
Wages and salaries should'be regulated by general business condi-
tionis, p~articulair conditions sul'ouin"g a givbusnscs flv
ing, and other factors that enter into a situation. Shounld there he
tile slightest tendency to consider anl employee's share in the profits
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as part of his wages, or having any bearing upon his wage level,
then immediately the advantages of a profit-sharing plan are par-
tially or entirely removed.

It is an accepted fact that labor should receive liberal wages and
that capital should receive a just return. It would seem reasonable
that earnings accruing beyond an amount to take care of these two
factors should be shared hy both capital and labor. By labor, be-
cause it has contributed to those earnings. By capital, because it
also has contributed to those earnings and because it is bearing its
share, itssib more than its share of the risk; labor ordinarily re-
ceiving its ful wages before capital receives any return. What pro-
portion of earnings, beyond liberal wages for labor and a just return
on capital, should be shared by capital and by labor is undoubtedly
a debatable question.

In my opinion, compensatory tax exemption or some form of tax
reward on the part of the Federal Government would encourage the
voluntary establishment of profit sharing. However, I see no reason
why such a tax incentive should be a controlling factor with any in-
dividual business. It would seem unlikely that. a tax-exemption plan
could be sufficiently attractive to induce any company, for purely self-
ish reasons, to install a profit-sharing plan in order to secure such a
tax reward.

A tax incentive plan for companies having in effect a profit-sharilng
system becomes a punitive plan for companies not sharing profits.
The principle may be a dangerous one.

Senator EtRNmXo. You think it is safe to rely on the employer with
his own good business judgment and humane instincts to put it in?

Mr. Rirozo. That would be my opinion. It would not be a deter-
mining factor in our case, and I could hardly see where it would be a
determining factor with any company. That is my opinion.

Senator Ilmm.No. Thank you very much, Mr. RIford.
Mr. Schwartz.

STATEMENT OF WALTER X. SCHWARTZ, PRESIDENT, PROCTOR
& SCHWARTZ, INC., PHILADELPHIA, PA.

Senator HERnINO. Proctor & Schwartz manufacture driers, textile
machinery, household electrical appliances, and so forth. Do you
have a profit-sharing plan, Mr. Schwartz I

Mr. &I1wA1rRz. Not now, no. We share profits, but there is a differ-
ence, a decided difference between a profit-sharing plan and sharing
the profits.

Senator HEnIuRo. Give us your idea of that.
Mr. SCHWARTZ. In 1910 we adopted a profit-sharing plan. I would

like to call your attention to the fact that at that time there were
no taxes of any sort, either on corporate profits or on individual
incomes.

Senator VANDENRiERO. It does not seem possible there was such a case.
Mr. SCHWARTZ. It does not. I only point that out to indicate that

taxation had no bearing on our adopting the profit-sharing plan. The
company did not obligate itself under this plan. It adopted a policy,
after deducting 6 percent for the capital, of taking 10 percent of all
profit above that and distributing that money among those employees



PROFIT-SIIARIING SYSTEMS AND INCENTIVE TAXATION 311

in the establishment who (lid nct have an Oportunity to work on
premin. All the men in the shop worked under a premium system,
where they directly shared, if they did a good day's work, hut about a
half of the organization was salaried people, an( it was among ti, io
salaried people that this profit sharing was distributed.

The plan continued until the excess-profits tax was enacted, I judge
around 1917, 1918, or 1919. We were advised that the money that we
distributed among the employees in accordance with the profit-shar-
ing plan was inot chargeable as a part of the expense of opei-ating the
business and that we would have to pay the excess-profit tax on that,
just is though we. had not paid it out to the employees. I am under
the impression that there was a stage wherv if we had earned $100,000
extra, which we felt we might (distribute over and above the com-
putation, that we would have had to pay $80,000 of that. in taxation
under the original excess-prollits tax, so that it left practically nothing
to distribute.

We were informed that if we obligated our-selves a ),ear in advance
so we had to pay that to the employees, then it would be charge-
able. So for a while we adopted such a policy , and it developed
into being regarded just as extra compensation anid the profit-sharing
feature really was pretty much eliminated.

In 1921 we discontinued the plan altogether. Now, I am not really
p aredl to say just how valuable the l)lan was. In other words, I
am not clear In my mind whether it was a good thing or a badth11ing-yes, I ant convinced it w-as not a bad thing. I am also Con-
vinced that aty money that wve have ever distributed has been money
well spent.

After we discontinued the profit-sharing plan, we commenced to
share profits; not in accordance particularly with any preconceived
plan, but at tile end of the year if we had had a good year we did
something for the employees. Back in those (lays it was a very un-
usual thing for a workingman to have a vacation with pay. Well, we
started in paying them lor Christmas Day, and Thanksgiving, and
Fourth of July, and then to give them a full week's -'acatmn with
full pay. Then we bought life-insurance policies for all the men,
starting off with about $1,000 policy apiece, and things wete going
)retty well, and the next year we doubled that.

Senator H _aINo. That was group insurance?
Mr. ScnWAR-rz. Group insurance, paid for entirely by the company.

Incidentally, we never have felt inclined at all toward any plan that
kept anything out of the man's pay envelope, except this Social
SeCurity Act where it is withdrawn, which seems to me all right,
but if the cc -pany would do it, I think the men would not like it,
and it does hot. appeal to me at all, so we pay for all these things
ourselves.

Senator IlEm.mo. Under this bonus plan, are the employees getting
as much or more than they (lid when you had the profit sharing?

Mr. ScHwArr. They are getting a great deal more, not only iii
money, but much greater value. g or example, if we had distributed
the money and they had to pay for their own life-insurance policies,
they woid d have been able to secure perhaps only half of the life
insurance that they are now getting. Under our plan of group in-
surance, I think the amount of nioney we distributed in that manner
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gave them almost double the val'e that they vould receive had w,-
paid it directly to them. At the outset the men did not like it.
particularly wll, they were a little bit skeptical. They said, "'Ve
would rather have the money in our pay envelope." After two or
three men died and they saw their families get this money, the wholo
organization were keen about it and liked it. 'hat is true of alnost.
everything. Sometimes thing,- that are done are a little misutindr-
stool, but if the employer takes the trouble to really have the mitcicolfNetel, informed, it'scems to !11o they are very uilaelktanding ai11
cooperative.

Last. year we Lare everybody in the establishment an extra weeks
paY ill cash. ENvervbody had a week's vacation, plus thote other
[tolidays with full pay. *

We took out accident and sick insurance for the men, so that they
would ho covered if anything happened to them away from their
work, where they were not covered under the compensation laws.

We placed a fund in trust, an irrevocable trust, so the company
had no control over the fund whatsoever, to protect our men during
the interval before they would come uder the Uneni loynent Act.
There is a 3 weeks' interval before the men commence to receive com-
pensation under the Unemployment Act. This fund was Set up
to cover that period, and after, I think it is 13 weeks that they ar,
covered in this manner, they would then receive from this "find
again. That fund is really handledd by a shop committee, ele'ted hv
the men from among the workinginen in which the company ha's
no voice whatsoever.

All those things in the aggregate amounted to a plwoxiniitely, I
think, W,5,000. Mine is a pretty small company. 'lho total am;unt
paid out in dividends was $90,000, so that a little in excess of 5)
percent was paid to the employees.

Now, while we have no announced )lan, and I am just a little bit
reluctant to talk about it on that account, yet I feel as though I nmst
in order to explain precisely what. we did. ' The company had paid no
dividend for 6 years on the common stock until last. year. Ne 1 had
kpaid the back dividends on the preferred, and ve hadl a good1 year.
Now, we felt that the stockholders were entitled to 6 percent,' just
as the employees were entitled to the average pay that existed in
the community. We kept that pay always I think little in excess
of the average.

Now, we felt that the conditions warranted our paying more than
that 6 percent to the common-stock holders, in fact 12 percent. Our
financial condition and earnings we felt warranted 12 percent. so we
divided that in half and gave one-half to the employees and paid the
3 percent extra to the stockholders. The reason the figure of dis-
tribution amounts to more than half is that the life insurance and
sick ani accident benefits, and those things, went on just the same.
This was an extra distribution.

I never have heard) one word of dissent upon the part of any
stockholder in our company about any money that. we have dii.
tributed, and we have been doing it since 1910, extra distrihut~ons
that we were not obligated to make, and that is even notwithstanding
the faet. that they were without dividends for 5 or 63 years prior ti
1037.
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It is my opinion that the employees appreciate it a lot ; that it is

aii excellent invetnent for the company to make oii behalf of the.
stockholders.

There have len times that we have had ,onie slight misuude l-
standings with our workmen. We never have had a strike, we never
had a misuudersta iding Iiat ve, werv not ahle to straighten out by
taking the men competely in our cihilenee and having themil rvally
understand the sit uait ioll.

We were cited before the lalow Board in ,une 1937, and the
thing dragged along. I acknowledged the letter from the I..abori
Board and told them I vouid verr much welcome having them com
in there and investigate the whole thing, that my only desire was
that our men should have what they wanted, aid if an il'-ltiat lol
indicated that, they wanted to join any particular union, that that was
exactly what I wanted them to do. Well, lie thing dragged along
and it dragged along, and last year I w'imted to make tisU di-trilm-
(ion of cash to the employees a'nd I was afraid to do it, for fear it
woild be alleged that I was Irvying to inllueiCe time eil)Ioyees. So
I called i11 th11V lalKr o10ard thil'e 1' folur tilWeS, and I Could 1tot get.
an answer, although they had said within a week we were going to
have a vote, they erc going to show Ine how to build the xes alld
everything, the boots. just how it was to he done, but they kept
delving, and finally one day they called me up anid told iln tie
cha 'ges had all beeii withdraxvn. IThat vas the end of that episode.

I do nut like very much to appear to he attacking anything. That
proposition, on the face of it. would look like an exceedingly fair
proposition it po11 the part of the labor Board, but I am convinrced
that the 1eolde who made the charge withdrew the charge leamkl
the, found the were going to be completely defeated ilil the vote,
and that did not scei at together fair to mae, because it wouilt not have
worked the other way around, I am quite sire.

Senator VAND':NIUWMO. ,o Von had 1no election?
Mr. ScnwMrrz. We had 110 election. It was all called off.
I mentioned a fund that we -et. imp last year--I am leading to

tie question of taxation-to cover iNIVemnployment, the f(und that
we paid out irrevocablA%, we have no control over it, and yet there
is a very erious question whether we are not going to Ie "taxed omi
that fund just as thogh we had not paid it out; ini fact, I am almost
certain that we are going ,o be taxed upon it. That was a dis-
tribution to the employees, vlich they appreciated as much as any-
thing we had ever dunhe in our lives. It wios something to help them
if they hecaiie i unemployed. Likewise that fund undoubteily re-
duced, to some extent, the ex pens..s of the Government in relief'rolls
and the like.

The one definite suggestion that I would like to make would ie
that it. be completely clarified in the tax law, as to distributions
inade, when an employer has had a prosperous year and feels opti-
niistie, that they shall'be regarded as a part of the expense of oper-
ating tho business, even though the employees might, ill sub-cqueni.
years get the benefit of it. I believe it is vise to safeguard it. It
'woul'l have to le safeguarded so the pople did not utilize that
nIeau of escaping taxat ionl, hut certainly NNhlin you have had a mighty
good year and everylxly has cooperated, you are inclined to do
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things that you would not feel otherwise you might be able to do,
and that ii what I would like to see made perfectly clear in the
tax law.

While I think it is a fine thought and most creditable to those who
have conceived it, to place somo special tax reward to those who shave
profits or adopt a profit-sharing plan, yet I am sorry to say that I ani
opposed to it. In the internal ecolomlty of the country I'am not in-
clined to uis the tax power for any other purlose di611 raising of
revenue. The undistrilnIted-proflts iax looked to n- like an aw fllsv
good thing and I was strong for it at the time it was enacted, yet
I think it has len a vicious, thing as it turned out to be, aid I am
inclined to think it is not a good thing to use that tax power for
economic ends other than to raise rev'ene for the Government.

Am I talking too much, sir?
Senator VrANOZN11ERO. No, indeed. It is very interesting.
Mr. SCHWARTz. Of course, in any kind of 'a profit-sharing plan or

any encouragement toward a sharing of profits, the first fundamental
is that there shall be profits, antd it is in that direction that I would
like everybody to give his attention.

There are tvo things that I have in mind that would Wim to me to
be conducive to profits. One of them is rather an obvious thing, and
that, is that the relationship between an employer and employee is
rather a delicate matter, and any statements thai are made from any
source whatsoever that would le'ad the employees to believe that the
employers are responsible for all their ills is like throwing sand into
the gear box. It is bad. I would like to see that rally stopped, and
I think, in turn, that it might be quite appropriate if the busine smen
and employees will stop attacking also. That is a cooperative measure
that would really have weight, I think, in bringing al xiit better
conditions.

I am far from being an expert on the subject of taxation or
of government, but I would like to offer this suggestion that has come
to my mind. From what little knowledge I have of history, it leads
me to believe that a constantly rising taxation spells ultimate' disaster.
The Budget is out of balance, and 1 do not ee very mueh hope of
getting it into balance in a hurry. My theory is based on a recog.
nition of that fact, and what I would like to see done is to have
the Treasury Department make a computation upon what taxeswould be required if the national income were operating at about
80 to 90 billion (whatever they would consider a normal national
income). Make a computation of what taxes would then be nec-
essary in order to bring the Government sufficient revenue, taking
into consideration that in the national income reaching that scale it
relieves the Government enormously, of the relief rolls, it. relieves the
necesity of these projects which are not self -liqu idat ing.

Taking those two things into consideration, (lhe tax that would
be necesary then, and to put that tax into effect now and let. the
Budget go out of balance, as it will do temporarily, because I firmly
believe that the boost that vould give business would ra, pidly cut down
the expenses of the Govermnent, that the lower tax rate would cut.
down the expenses of the Government, and then we would get busi-
ness into a healthy condition, after which we would start to work and
try to balance that Budget. It may sound awfully radical, but I
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WOUld love to) set, It eal study wade of such a proposition, alld if
1110e thin~gSlIare th~le 1 am1 plrety well teollviicedI tha-t 1profithrii

WMilld gro0w like %vildtire without ailly spveial tax.
SVIcctor VANDENIIRi. III other NVordS, y-ou tucalc a lower taxationc

onii.ns is tice Ces&'cct al incentives tost iiclafte recoverv?
M[r. SCHIWARITZ. Ye.S, sir. It is myIN view, Alo, that tlcau inloicey liKntr

inl thle pockets of the people will produce -, great deal. mior, ancd it wi I
produce morei ecomoinwiclly thman it (-ai il (lice hands of tile Govern-
cIlentl alld I thlin k if wve shouiild be given such ciccouiragoinect t hat till
of it, would lose all fear -AlX)It going ahead. I calilot wee hlow it could
]tell) but work. If it dlid not, why, dicei, soicetlitiog else could bo
t i ed. We( ha~ve I iie(I so uoany things.

I thlcic I really I Iave pact ienlly coile ted1 all1 have to 1;:IV, ('Xiii t
Repeat that I tink it is a firic thing (Or iti' S0-ilte k-on unifle to h

CIOicig w-hat it is doing, ats it c'elates to pic-)fit sharing. I think ilie
nlci it, vil I brill" to I lie at t euliioll of tho se emplodi cyu who have not

(1occle it I hat thm h et ei get to work aic i d) so l ;uco it is a go
thing to (1o; .n11 o l 1Intterc whaut cleciions may be reached, I thlinik
*Oi It o 1 cav I achieved -4)111 ofI I in g gooid.
ISenator liricicixo. Th'le vailce of our, services .wocuhd depiend icjMon

-cccl evidence as voci hlave ls'ecc giving this 1110iu,119 W1110ch I thini 1
very helpful. We appreciate your' vollicing. Mr. Sc. Ia catz

Seicnat or VANI)ENIcRccu. I would like tic aWk one qIleIt ioll, I asedl 1upol
aelictece 1i3 tile gellecrl iv)I larks rejorteti inl your am,%\ t oc

I Ice.t ion rcairiv, wiCi iS 'Vk th Iink it wocild Ioo a I'in t hincg if iccdu~try
Iccade a jirit ice of dividing icalf and1( hailf with emlployces the divi-
dencd" over anid above 0 vereent on tl cir' comcmion sock and sicjduis.'

Mc11. SCuII.' BT. YeS, sir'. Th'lat is no t a 1)1act ha I th li g for, evec
iccc.I wrote tlco.'.e 111 WVVS, altd that zuicwer Is a picclical thing

fo r II . It hlit P0'iis t IM catiii .i.* rol I h' 11 11111cck is 1110111t'(e1ual to DmIN
capit cl, so that ait equal 1 I\csi;on Ihere, is cti eqcuitable' Ili rg. N ow
!.liccle other mann 11fact ini riciglit only iss eiihie; fice mighct bcuy cloKt
oif his pr-odickt fconcl other people; hit nliglct have a small Isa" roll;
and3( it wsotild ho far' beveccd all1 reason. I think, Icucrevec', l at Oil at
pcec'vntag e basis it is it lumct ical I lcincg. If anl employer found his
1)1ofiIs warranctedl paying ccoce thciti 03 jkw ent to st*ckholders,, lIe
wold~ divide Suici adiditiconal lviv\ecct i13 icalf amid give halft to ciii-
jcloycees ancd hal f to Stocki-olters. (For. excinliph, if tlce pc-ohts wr--
ran1tcd 6 i'elct ext c-i to stdckhl llers, on)ily- 3 lpivent extra wvoud

nepi c divicdends acid 3 pec\-ect of tile pay rolhl would be dist rib-

Secnator 'TANDYNBER. What I wIaIIted to alsk N-01 WcS wVletler -)occ
wOIill itlink lcis, 0 Ivro'it oin (lie comcnc stock and sticpdus slcouhti
be~ (cdillllative over tile Ivan-s before tite Slibh"eqect .50-5O divisioci

Mr. SCIM .AIM. It \vould be- Ili\ thought that ais the surplus inl-

csuchs )*i nraethe profits. Thcat is, if wo kept acldiicg to oicr
wtipll, e ought (o keep adding to tile profits ancd Iccake c11ocv ilcoilcy

dIiSposable tle (encipiovee.
Senator VAnx n.Sucpposo your paid nothing ()ic enumoci stock

for. ,,' vears, would youc Say t Ice stock wicts entitled to M( percent thcecn
IKefore tie c tile Of di1v'istoll* apple ied I

. Sciiwnr/. 'I t is, whether- it is eiii itled to 6 percent onl the*
accicccmuhct onls I

11(0513-30----21
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Senator VANDENBERo. Yes.
Mr. ScnwArrz. I would think so. If that gave a proper return

it would have, made just tile -aie relationship) between the employers
and employees. All the money goes into surplus and it would be
distributed' afterward partly to the employees and partly tc the
employers. I would be very fearful of a plan, although we had it
ourselves, involving payments based on earnings and not upon cash
payments, because there are times when it is in the interest of em-
ployers and em plovees both to spend money on plaint and equipment.
and pos ibly enlargement. and it might embarrass them financially it
they had to pay out when they had low earnings and were not
paying anytlng to the stockholders, but when they could pay to
the stockholders what is a reasonable rate, then over and above
that. I should certainly like to see the employees share, and the
employees certainly hel l) to produce those profits.

Senator IJ[ERR.iO. Your reason for thinking that is that the em-
ployees have received their wages while the common stock has hadnothing!

Mtr. ,- wAnRz. That is it.

Senator IErRIN,. And, therefore, if you are going to divide the
residue also, that they ought to be brought up to date to be even
with the employees before the division is madc f

Mr. SChWA7z. I would say in our case lost year we did not take
the surplus into consideration. Our stock has a book value of $175
a share, ani we just took the $100, but what fits one might not fit
another. We did fairly well. the employees contributed so much
that we wanted to male the distribution. We ignored the surl)lus.
The stockholders (did not get anything on that surplus. bnt I would
not want to suggest that some others do that, that might not be in
the position to do that.

Senator I u lrIo. Thank you very much, Mr. Sclhwartz.
We have Mr. Herbert Daniel Brown as the only other witness

today, and we might just as well hear Mr. Brown.

STATEMENT OF HERBERT DANIEL BROWN, OLENORA, N. Y.

Senator HERaINo. I suggest you might give us an outline of your
services to the Government, Mr: Brown.

Mr. BRowN. Yes, sir. If I may do so. Mr. Chairman, I perhaps
would like to go a little further back than that. My interest in
personnel problems began back when I was a boy in Iowa. Mv
father was a paper manufacturer. That is a long time ago. later
when I came to Washington, I was employed as an examiner in the
old Bureau of Corporations. That was during President Theodore
Roosevelt's administration. He appointed what was known as the
Committee on Department Methods, and I was assigned to the sub-
committee that handled lpe'sonnel problems. Later on when Mr.
Taft became President, lie appointed what was known as the Presi-
dent's Commission on Economy aind Efficiencv. I was a memnber of
that organization and worked with Dr. Goodn'ow, who was a nieniber
of the Connmmission. Dr. Goodnow, you may remember, was after-
ward president of Johns Hopkins Universitv. When President
raft's comnision went out of existence, the work which they did
was turId over to a new organization, of which I was made the'head.



iROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION 317
called the Bureau of Efficiency. That organization continued until
1933, when the Bureau was abolished. The name was very
unfortunate.

Senator VANDENIRGo. You mean we abolished efficiency in 19331
Mr. BnowN. Well, Senator, if I may be permitted to limit my

statement to the Bureau, I should like to do so.
Senator VANDEN ER. All right.
Mr. BROWN. I wanted to add, in reference to that, the name was

very unfortunate. It was one that challenged the intelligence of
everybody else but ourselves. It should have been called a planning
bureau, because that is what our work really was.

During my service for the Government, Ialso acted as a consultant
to several big organizations in pension problems and other persotnel
problems, nights and Sundays, an(l since the Bureau was abolished, I
have been a consultant and have moved from Wa'shington and now
live in my summer place at Lake Seneca.

That. in brief, is my history. I have prepared a brief statement
here, which I should like to read and then you may ask me any (qUe.-
lions you like, or while I am reading, if vou prefer to do so.

It is a great pleasure to be asked to share in the deliberations ol
this committee, because I have recently been studying the matter
of profit. sharing in connection with other pe rsomnnel problems to
which I have given a great deal of attention for years, both while I
was in the Government service and since.

In the first place I would sA" that I am in entire sympathy with
the general principle of industry sharing profits with its workers but
I believe that the money distributed under the profit-sharing plans
which have beenl develoJed up to this time could be used to better
advantage if given the employees in another way.

IVFYINITION OF PROFIT SHARING

The term "profit sharing" has a pleasant sound in the ears of the
altruist but it behooves us to ask Just whale is meant by it, "The
e,,s.vntial characteristic of true profit sharing" according'to a report
of the National Industrial Conference Board issued in December
1937, on "Profit Sharing and Other Suppleinentary.Contpensation
Plans (overing Wage Earners," "is that. p'1'Aients to employees.
undur the plain must bear a definite relation to the profits of the
company." As pointed out in this report, of the Conference Board,
the terni "Profit sharing" has been ap p a ir as

willind to aplept 
ast.

misurance,supllelenta bonuses, emp oyee stock ownership, and
even w.4tre incentive plalis." The Conference Board decided, how-
ever, to include in their use of the term "p rofit sharing" only those.
pIlns that provide to p articipating employees payments in cash,
It ,r future credits it bear some definite relation to the profits
earlnedl by the company (luring a definite period. It seems to me
that this definition of the term "Proft sharing" is good anl I amn
willing to atccept it.

After careful st udy of the general industrial situation and the tosti-
niony of employers who have tried to establish profit-sharing plans,
I am~ convinced that it would be better to apply industrial profits
that. might be distributed among the employees to building up a sys.
tern of reserves to be used to supplement wages in times of business
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depression or rece-ssion, thus avoiding the necessity of throwing large
numbers of employees out of work when the markets will no longer
absorb all of the goods that all of the employees can make when work-
ing full time. Since such an em)loynent-assurance plan would seei
to come within the definition of profit, sharing adopted by the Na-
tional Industrial Conference Board, the profits shared being reserved
for distribution among the employees at times when most needed
and in such ways as to prevent or at least to minimize the major
catastrophe to which the average wage earner and his dependents
is subject-that is, unemlployment--such a plan would seem to be
essentially a profit-sharing proposal.

E xRPITENCE OF PROFIT-SI tARIN OMPA NIL CONFLIcTING

Tle experience of profit-sharing companies has varied gl-eatly and
their conclusions are conflicting. Tile experience of the active "plans
studied by the Conference Board was reported by the companies in
respect to'the objectives which they sought, namely, improved morale,
increased efficiency, greater intereWt in the company, improved labor
turn-over, adjusted compensation, encouragement of thrift. Sonie
objectives were more successfully met thau others.

SIGNIFICANCE OF EXPERIENCE OF PROFIT-SILiIN(I COMiP' NI.S

Threr)ort of the Conference Board comes to no clean-.:ut and posi-
tire conclusion in regard to the significance of the exp'nrienice of in.
dustry with )ofit-sharing plans except that "Actual er;peiience proves
little or nothing in respect to the p)ractic-i l value of profit sharingg"

Senator VANDENBERG. What was tho (late of the conference report
Mr. Baow,,. That was 1937. I think I have the exact date hemc.

December 1937, Senator.
Emphasis is laid on tile fact that the dis ontinued plan.-, otuimhumwr

those still in active operation, but the point is also wade that the
companies that continue to have active profit-shiring plan-, elior e
the system warmly as an aid to management.

Senator th:RRNGo. Mr. Brown, does not that sam report list 167
profit-sharing plans?

Mr, BaowN. That is right.
Senator lERRiNo. We found abut 500 already in this survey, so

we could not rely too much on their report.
Mr. BRowN. Well, I would not rely too much on theirs. It should

be borne in mind that that report is niade by an organization that is
sup)ported by industry, and it may be that their slant is from the
industrialist's point of view.

Senator HmEmINo. I would think so, inasmuch as you suggest that
reserves be built, ip for )rofit sharing in tinies of dep session. With
whom would you leave those reserves

Mr. lBnowN-. I have worked out a plan for the cair of the ree-yes,
Senator. if you will bear with me.

Senator -IEIRINO. I was wondering if tile depre-sion went along
long enough and got bad enough that probably there would he no
reserves left.

Mr. BRowN. That is the first question every industrialist asks lime
when I talk to him about putting up resemrves to take care of
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people when businesss recedes. I have something on that subject, and
if vo-a will bear with me, I will take it in the order iii which I have
it here. Is that all rifhtl

Senator tltiRio. Certainly.
Mr. BRowN. As Edward S. Cowdrick says succinctly in an article

entitled "Shall Workmen Share in Profits ' published n the Nation's
Business of January I037:

Of this whole line of argument, about all that can be said is that, for r
particular company, profit sharing is a good thing If it works. It It doorn't
work It is useless or worse.

In other words, when it (toes work, it may be said to servo oie or
more of the objectives of "improved morale, increased efficiency,
greater interest in tile company, im proved labor turn-over, adj ]sted
compensation, and encouraged of thrift," listed in the conferetce
Ward's report; but in the majority of cases considered, it has not
worked.

MERIT OF EMPLOYMENT ASSURANCE AS FORM OF PROFIT SHARING

In view of the conflicting results of profit-sharing plans as re-
ported by different employers of labor and the dubious attitude also
of organized labor in the matter-I believe that Mr. William Green
and Mr. John L,. Ikwis, for instance, showed no marked entlitisiasni
for the idea of profit sharing when interrogated recently by this
committee-I am more than ever convinced that the general prin-
ciple of industry sharing profits with its workers can better be
served through tle adoption of employment assurance plans such as
I have in mind than by any so-called profit-sharing plan that has yet,
been proposed. Not only might such a plan be applied so as to
clear up some of the major personnel problems now puzzling leaders
of industry, but it would, I believe, commend itself strongly to the
mass of workers.

My own observation has been that where the profits are distributed
at fre, quent intervals there is a tendency on the part of the employees
soon to treat the bonis, or share, or -whatever you wish to call it, as
part of their regular wage, and to ivcreaso their standards of living
to the sum of the wages plius this bonus.

Senator hEFRRING. We have had some interesting testimony about
that, and I think you would be interested in reading it, on both

ides.""
Mr. J3RowN. Yes; I shall be glad to read the testimony on botli sides.
Senator hERIxo. Many employers deny it has had that effect on

their employees, while Fomine have'indicateZi as you do.
Mr. BaoVN. And if the profits are distributed at. long intervals'

there miaht be a tendency, and I think it would be human nature if it
assrted Itself, to anticipate the distribution and to mortgage ones self
for all automobile or radio, or some other substantial expense, so that
when the unfortunate line of unemployment arrived, tile employee
might be no better off than if he hadl not participated in tile pro/ts,
except he would have ni automobile, or some oier tlhing.

Senator hlanRixo. You come in conflict, with two views on that, as
to whether we try to wet nurse then or let them take care of it, be.
come capitalists, and learn how to handle it.



320 PROFIT-SIARINO SYSTEMS AND INCENTIVE TAXATION

Mr. BRowN;. It would seem that the small pay of most of the
workers puts them in a very dependent position soon after they leave
their jobs and so I would be in favor of helping them in every way I
could without being too paternalistic.

Senator lnINo. I think the best exam ple of that is the experi-
ence of Sears, Roebuck, where they paid Immense sums in 1929 to
piensioned employees, and 95 percent of theimi are back at work now.Mr. BRowN. I think that is human nature, and such a big hazard
and so important to society in general that it seeins to m .me svs-
t' rmatio program should be worked out to help the employees to pr'o-
tect themselves against the hazard of unemployment without Ibeing
too paternalistic. I am not a Socialist by any means.

The polls that have been taken by the Gallop Institute of Public
Opinion indicate clearly that, more than almost anything else, the
American workman craves security in his job. I can'imagine that if
one were to stand at the front gate of any factory ink the Jnitc.I
States with cards on which were printed, say a half dozen questions
that have a bearing on the economic status ;I the work;ng man, and
one of the those questions related to "Security in his job," and the
mien as they lett their work were asked to sit down with their wives
after supper and number the questions in the order of importance to
them, that "Security in his job" would be placed at the head of the
list in almost every case.

If this is true, then it would wen as if any moneys that might be
set aside out of profits for the benefit of the workers might better ho
used to help build ip reserves to piece out their reduced wages when
the market will no longer absorb all of the goods which .all of the
workers could produce if working full time.

In the past, in times of economic depression, it has been the cus-
tom, to a great extent to continue the regular hours of work and, if
the market did not absorb all of the goods produced by the entire
force, to lay off as many employees as necessary to bring production
down to the required amount. Under this arrangement the ein-
l)loyees who were so fortunate as to be retained were often, ten-
porarihy at least, better off than they were in good times, becau-s
their dollars would buy more than in miroinal tine.;, while the em-
ployees who were laid off soon exhausted their resources and fre-
quently became poblie charges.

The unemployment-insurance laws of the various States sponsored
by the Social Security Act were intended to change this unfortunate
condition by providing certain benefits, but those are only paid after
the man has lost his joc. In contrast to this, under such a system as
I propose, if orders fell oft, hours of work per day or per week would
be decreased; and when the fewer hours of work multiplied by the
regular hourly rates of pay produced a wage below normal or some
prearranged percent of nor-ma, the employees' wages would he sup-
lplemented front a re serve fund which had been built up in prosperous
times partly from profits. The practical effect of this would be to
hold employees on the pay roll in contrast to the effect of existing
laws, which have a tendency to encourage employers to throw ea.
ployees off the pay roll rather than go to the trouble of stabilization,.
That employers sometimes have no scruples in doing so is undoubtedly
due to the fact that they think the individual employee is protected
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under the uneiuployment-insurance laws. Even if he were-and the
protection is only for about 15 weeks-society is not, protected under
this system front" the evils of unstable employment conditions.

OUTSTA XDnNO CIIARA(trFfRlI rrIs OF PR OVO'D EMPLO.DYMENT ASSURANCE
PL% N

The plan which I propose for acssuraice of employment has two
general outstanding characteristics:

First, it provides that the number of working hours be varied
according to the demand for goods, lay-offs for lack of work being
discontinued as far as practicable, and ihe number of employees; kept
constant as far as pract icable. This is the reverse of the general policy
of employment wIich has prevailed in the past. From time um" e-
morial it. has been the general practice of the industrial world to keep
working hours more or less constant, while letting the number of
emilolvees ho more or les variable.

Second, the plan provides that wage rates per hour shall be main-
tained ; but if those rates for the reduced nuMber of hours produce a
wage with a lower purchasing power than the wage of normal times,
the difference shall be made up out of rierves established for this
particular use.

The feature of this suggested plait of spreading work which dis-
tinguishes it front other sfae-the-work proposals is that while redue-
tions in actual pay may be entertained, if need be, the purchasing
power of the employee's" pay is held substantially level, and therefore
the criticism sometimes biought against a part-time basis of employ.
meant for all employees during a slack period as not beneficial, if long
cent inued, to eit her workers or eml)lovers, does not apply.

The heart of the problem is to (letermine the amount of the reserves
that should be set up, since the obvious need is for a total reserve
sufficient to maintain wages through times of depression at a rate
having the purchasing power of normal times.

('ALUI IONS MADE TO l)JrnMMINE AMOUNT OF PRESERVE' NECESSARY FOR
F STABJJSIMIENT OF AN EMPLOYMENT ASSURANCE PLAN

While recognizing that the contingency of unemployment is not
an inslrable risk, I have found thatuit is entir ly posslblo to calcu-
late the amount of reserve that would be necessary t,) retain employees
on the rolls during a depremsion of a particular pattein and duration
on wages at a predetermined level, as, for example, the pattern and
duration of the deprssion that began in 1.29, and a level of wages
having the purchasing power of normal times, or, say 80 percent or
90 percent of the wages of normal times.

Some timno ago I made rather an elaborate and I think interesting
set of calculations from statistics that had been given me by various
industrial companies for other purposes. Thee calculations when,

completed showed that. a reserve equal to 75 percent of the wage roll
of 1P129 (1 year) if added to the wages actually paid between 1930
and 1935, would have been sufficient to enable this hypothetical com-
pauty to retain on the rolls to the end of the depre-.ion in 1935 (a
perioxl of nearly 6 years) all employees who had a year or more
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of service on January 1, 1930, or who thereafter acquired a y ear of

service, and to have'given those employees wages that would have
had the purchasing power of their wages of normal times.

Now, by tie expression purchasingg power" I mean that. in making
those calculations, I took into account in those calculations the index
of cost of living.

Senator hEIRRING. Hfave you given any thought to what would be
(10110 with the production? In the automobile industry, for example,
if automobiles do not sell for 2 days, there is no place for their i.

Mr. BRowvN. What I intended to convey on that point is that the
hotms would be shortened even if the plan would not cover every
employee.

Senator ItRRmo. Would the hourly wage be increased I
Mr. BROWN. You would not increase the hourly wage. You would

have shortened hours. If irchasing power was less thall in normal
times, or some percentage of it, you would have shortened hours,
which would cut down the cost, and then this reserve would b
drawn upon.

Senator llFRRiN. I just have difficulty in under~tanding what we
aie going to do with the production that is created.

Mr. BROWN. If vou shorten the hours and reduce the output you
have less to sell.

Senator LIRRINO. I do not We how you are going to keep them
busy.

M"ir. BRoWN. If you do not. work them so long, they will not pro-
duce so much. If the working day is 8 hours and they only work
4 or 5 hours, by staggering, you would reduce the output in two, or in
half. In other words, it seems to me, Senator, it is really very impor-
tant, that people should not be thrown off the pay roll, because it. dis-
organizes busine s. It is an expensive thing to' train employees for
new jobs. They lose their continuity rights to all of the other plans
that are in existence.

Senator HIERRio. I am certain that everyone agrees with that,
but it is the method that I am questioning.

Mr. BROWNI. I want to make clear, Senator, tie point that you have
raised, that the heart of the plan I propose wonhl require'that the
hours of the people who came under the plan shouh be shortened and
staggered sufficiently so that the product would not be greater Ihaui
could be disxised of.

Senator HFRiimo. Is not. that. exactly what happens?
Mr. BRowN. No.
Senator RlemIxo. If the product. could be disposed of they would

continue to work.
Mr. BRowN. Yes; but the trouble is in the way in w}&'i this plan

of spreading the work has Operated in the past. You get the men
down to a wage where they cannot live oii it. Now, it, is proposed
under this plan that there shall be a reserve which shall be used to
sweeten up) the wates to a point where they call exist and lpreservo
the organization triat they have, ready to do more business wren
there is a market for thie goods. Tis peiceilt (75) could be re-
duced by providing for wages having a Inmrliasi ug power of some
percent of their normal wage. That is what I said before.

The degree to which the business of these companies whose statis-
tics I Iised fell off (luring the years 1930 to 1935 was, I believe, about
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the average of industrN' generally. vie reserves required, for tie
building trades, for stee1 and automobile manufacture, and so forth,
would, of course have to be considerably greater to give the same
protection while the reserves for the consumer-goods in(fustries would
probably be somewhat less. I think I should add at this point that
it wouhd not, of course, be necessary to set up the full reserves at one
time. Such reserves could be built i ) over a period of years.

On that point, Senators, I would like to say it seems to me that
any move in that direction would have a pretty goxl effect. upol the
employees, because they would feel that tile company was trying to
lprovide for them and keep them on the rolls instead of throwing
them off.

,rhe calculations which I made fixed the amount of reserves which
must be established to pay supplemental wages through an economic
depressionn similar to the last. one. While that is probably' the most
serioUs aund prolonged depression known to history, it is conceivable,
of course, that a ftturer depression might be even more severe and
of longer duration and that, the established reserves becoming ex-
hafisted, employees would be laid off. If that occurred, they could
then look to tiWe unemployment benefits provided under the laws of
the States in which they work; but. it would seem unlikely tlat this
unhappy extreme of events would come to pass if industry generally
could be induced to make the provisions l)rop.osed,

I am confident that it is entirely feasible to ascertain the actual
money involved in stabilizing other classes of indtst ry in America
on a similar basis.

Although for many years industry has made it a practice to set uI)
reserves to cover almost every phase of business that involves an
uncertainty such as the occurrence of fire, accident, explosions bad
(lebts, depreciation, obsolescence, and the like, and has deveiold
splendid systems of benefit plans that cover almost every human
contingency to which the working man is subject, such as death,
sickness, accident, disability, ol age, and the like, yet so far as I am
informed, no attempts have been made to provide adequate reserves
based on careful calculation to piecve out the wages of employees
when the market will no longer absorb all of the goods that. al of the
employees ea produce.

The result of the failure to j)rovide stnch reserves is that the con-
ting nc" of unemployment falls almost entirely upon th'. worker
anti nuist be met from savings out of his earnings which are too often
barely enough to provide himself and his depenents with the necessi-
ties of life in normal times. That is, in my opinion, not a fair
distribution of the hazard of unemployment.

I'ROOSED iIAN 01' BENEFIT TIO INDUSTRY, LABO , AND I'UI ILIC

It eells to me10 that such an employment assurance plan as I
pro)pe would be of advantage to all concerned.

'To industry, ibeause, it would relieve it of )art of the cost. of
unemployment insurance and would tend to maimmtain business'.

I might say alnso right at this Ix,int, gentlemen, that this ties in
very closely wvith tie Social Sceurity Act, so far as the ohl-age benefits
areconcerine, and also mipl o3lbent insurance, and if you ameinlteiested ill what I Ril "yinlg. I would be glad, after tile mixering,
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or some other time, to talk with you on that point. It is a little out of
line of tour immediate study.

It will be beneficial to labor, because it contemplates keeping work-
ers on the pay roll as distinguished from plans that contemplate
laying them off, as is the case with unemployment-insurance plans
in various States.

To the public, because employees, being relieved of the fear of dis-
missal, would continue to make purchases at more nearly the normal
rate and this, in turn, would hell) to maintain the pureiasing power
of the Nation.

Since industry, labor, and the public would all be benefited by the
establishment of such employment assurance plans, all might properly
be asked to contribute to them.

SUGGESTIONS FOR TiE cO3ITMEI

You may want to know at this point whet I would suggest that
your committee do in connection with profit sharing to promote the
plan I have outlined for stabilizing einploynmmt.

Well, in the first place, I would suggest, that, whatever exemption
you recommend be given employers for other forms of sharing pwofits
with employees, you also recommend be given to employers wi ho set
aside a part of their profits as a reserve to stabilize eflpli)ymitent. I
believe your committee could render a great service in the prollem
of unemployment by directing the efforts of socially minded employ-
ers along tie line I have indicated.

In the second place, I should like to see you recommend that the
Secretary of the Treasury be authorized to receive and hold such
funds in trust, subject to withdrawal on demand whenever needed by
the employer for the purpose of the trust; that is. to piece out wages.
The employer might invest this money as he does his other reserves
anti if suffiiently skillful, he might. suffer no loss, but the chancesof
loss would be above average since an employment assurance reserve
would be accumulated principally in good tines and be spent in bad
tinies. The Federal Government. is the only agency in a position to
receive such funds and hand them back dollar for dollar, regardless
of the investment market. Hence the suggestion that the. Secretary
of the Treasury receive andi hold such funds if the employer wishes
to deposit them with the Government.

I should like to see the Secretary of the Treasury authorized, also,
to add interest to such funds at a somewhat more favorable rate
than is ordinarily paid by the Government. Under the law author-
izin the Secretary of the Treasury to issue United States savings
bonds, the Government pays interest on such bonds at the rate of
about 2.9 percent per anmm compounded semiannually if the bonds
remain outstanding until maturity-thnt is for 10 years. If drawn
at an earlier date, tie rate of interest paid is less. In view of the
social and economic importance of keeping employees on the pay
roll and the Eaving to the Government in relief payments that would
follow any general adoption of such a plan, it would seem as if the
Government might well pay (1) a definite rate of interest regardless
of the length of time that the money might remain with the Gov-
ernment, andi (2) a rate of interest somewhat higher than it is re-
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quired to pay on current borrowings or than is paid on United States
savings bonds. I realize the fact of course, that any excess in
interest paid on such funds above the rate which the Government is
required to pay on current borrowings would be just that much of a
subsidy to the system, but it seems to me that, in view of the benefits
to be derived by industry labor and society from such a system, that
subsidy would be justified. I should like to see the Secretary of tha
Treasury authorized to pay not less than 3 or 3V4 percent interest
on such money compounded semiannually.

I might say also at this point that I think it would be desirable
to also extend that same privilege more definitely to pension plans
than is now provided, so there would be less question about them and
any similar plan. In other words, that provision ought to be quite
broad.

If the trust were terminated at any time and the funds were with.
drawn by the employer, it would be reasonable for the Government
to require some notice in advance of such withdrawal, and, in such
case, a lower rate of interest should be paid on the money so with-
drawn. The money should also be treated as income if withdrawn
for any other purpose than paying supplemental wages and should
be taxed as income in the year in which it was withdrawn. This
provision would be similar to the provisions of section 23p of the
internal revenue law providing for pension trusts.

Senator HERaRNo. Well, that is a very interesting statement. I
shall be glad to go over that.

Mr. BRowN;. If there are any questions you want to ask, I would
belad to try to answer them."

Senator IlERmIo. I think not, Mr. Brown. We appreciate your
coming.

That disposes of the witnesses today, so we will recess until 10
o'clock tomorrow morning.

(Whereupon, at 12:25 p. in., a recess was taken until the following
day, Wednesday, December 7, 1938, at 10 a. m.)





SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

WEDNESDAY, DECEMBER 7, 1938

LNITE:D STATE., SENATE,
SnCOM3I.l'-rEE Ot" TilE COrMr.nM E ON FINANCE

lVaAwthgion, D. 0.
The committee met. pulttuat to adjournment, at. 10 a. m., in room312, Senate Office Buiding, Senator Clyde ,. Herring presiding.
Present: Senatorq Clyde I,. hferring'ald Arthur I. Vandenberg.
Senator VANDFNrRO. The chairman of the subcommittee, Senator

Herring, made a most excellent radio address Monday evening, offi-
cially preseting for the first time the viewpoints and objectives of
the committee itself. It was an authentic, signiicatit, and erectivO
prezentation. and I wish that it might be printed in full at tlus point
n the record.

(The address referred to is as follows:)
May I expres% my appreelation f(r having placed at my dtsposil again the

4.+hn'ltd facilities of ti nN'altnal Broadcasilng Co. and the Badi, Forum of
the Wnshhigtnn , nr.

At the last session of the United States Congre-, a Democraltc Senate, by
unanimouq vote, adopted a Senate resolution, introduced by Senator Arthur 1H.
Vandenberg, Republican, of Michigan, which provided for a subco,nnlttee of the
Senate Finance Committee to be appointed by the chairman, Sen'.tor Pat lartrl.
son, of MIt"ssiipli, anti charged! with the duty of making "A complete study of
* * 0 existIng proflt-sharing systems between employersand employees * * 0
Ii the ITnitid States * with a view to the preiaraton o an authentic rec.
ord of experience * * and to consider what favorable contribution, If any.
may be inade to the encouragement of profit sharing by tle FkderAl Oovern-
ment, Includi g lhe grant of compensatory tax exemptions and tax rewards
when profit sharing Ist voluntarily established, and to corslder any other ree-
onriieudationq which may prove desiruble In pursuit of these objetlves."

Senator Harrison accordingly nppxolnted one llepubliea'i and two Democrslle
Senators, Senator Vandenberg, Senator Edwin C. Iohrson, of Colorado, and
myself, to conduct the survey.

This committee, Immenilately upon ndjournment of Congress, commiunieited
with revernl thoisn.il flri, whose schedules of Information ar, on file with
us.c having been -jllcite on an entirely voluntary baq's.

Opten hearings are now being held In Washlngtoai. No subpoenas have been
or will be Issued. Employers and employees alike are being Invited to appear
before the cominittee at hearings open to the pub'le to give their experience In
profit-sharing and extra-compensation plan.

Wheretos little authentle Information on the subject was available prior to
the commencement of this survey. it already rppears as dipslosed by the faeta
that Instead of 107 profit-sharing plans In opeatlon, as had been reported previ-
ouly by private sources, several hundred employers have been found to be
employing some form of profit-sha ring plan-i In their businessee, while the com-
panie.4 employing extra compensation psans of some kind number Aeveral
thousand.
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It is moet encouraging to have men, employing from a few hundred to (O5N)
employees, come from various parts of the United States to testify that they
have found industrial peace, Increased efficlency, and larger profits through
voluntarily sharing the results of their joint work with all workers conneeteql
with the enterprise.

We find employers testifying to the loyalty, honesty, and efficiency of their
emrloyecs, and employees assertlng the fires and genetosity of their emt.
ployers.

Profit sharing with employees Is not profit sharing unless a fair and Just
wage is paid before there Is a division of net proftls. The uggestlon ihat
sharing of profits might be used as a substitute for fair wkgea may, in some
instances, be Justified. However, not in one single case rcortd to date, has
such a condition been found to exist. As a matter of fact, the record nuil.e
thus far discloses that the type of employer %hao voluntarily shares profits with
those -working for him Is not the type of employer who would pay his employees.
less than a fair wage.

It has been repeatedly stated that a fair wage, plus a fair division of tit.
profits, is not only humane and right, bitt good business.

Most of the business executives having profit-sharing plan, who have tctt.
fled, report an absence of labor difficulties, and that, that if entered into in gool
falth. with sincerity on the part of both employer and worker, and in such
form as to apply to the condition% of the particular business, the results will ho
mutually satisfactory, and the volume dollars increased, often sufficiently t,)
make profit sharing actually profitable to tnanagerent.

Their balance sheets appear to support that contention.
When the record of the application of a stccssful profit-sharing plan is

paced beside that of h plan which has failed, the reasons for the success of
the one and the failure of the other arw nually npikqrent and Irlleate ihe
vaiue of the survey which we are conducting, and the necessity for care awl
diwrinitnation in the rslection of a plan.

It enems to be quite generally accepted that our present economic dlfficnltihe
rest largely upon unemployment and consequent lack of buying power. It may
well be contended that a general sharing of profits In industry may be 11C
answer to these distressing problems.

Upon such a policy inlustrially the future of the Notion may depend. If it
be true, as is so frequently asserted, that improved methods, new InventionA.
and the almost universal use of power have 1wrinkietitly displaced millions of
workers who can never be returned to gainful occupation, the challenge to our
,ystem of urlvate capitalism is at band.

A way must be sought which will enable the workers to believe not only In
their futsires, but In the methods of private industry as well.

The capitalistic system must be continued In Amerca because only unnler
such a system can the liberty of individual enterprise and a free society be
maintained. This system has made America the foremost Indttrial nation
of the world and the greatest nation of history.

We Ioast of the fruits and benefits of the capitaistlc order but we leave to
the comparative.few the task of defending private capitalism. We could win
large support by extending Its benefits and increasing the numbers of men
and women who are direct beneficiaries of a system through a broader anl
more equitable distribution of wealth at the source of its creation, shared in
by those -vorkers who help to create it.

An Impf.:tant fact to be borne in mind Is that 70 percent of all workers are
employed in establishments having less than 500 employees. While profit shar-
Ing exists In a number of major companies, it has likewise proved a wi."
policy for many small firms wherein It has been tried. To asist little bIuiness
to prosper and grow is a primary obligation of all of us. The one, two. or
three extra employees put back to work by the neigbborhood grocer or tailor
in every shopping center might swell the ranks of the employed more ropidlly
than by constant appeals to big business to put men b.ck to work, although
every one should be appealed to do his part.

Profit sharing in little business as well as large concerns would wem to
provide a partial answer to the problem of unenploymnent and the proper ant
just distribution of wealth.

The struggle for existence is as old as creation itself.
The problem of the distribution of wealth is one which has plag;d the

conscience of men since the beginning of time.
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We cannot persuade the workers to actively support capitalism without In.

centlve--the contious joy of being a capitalist. Conditions favorable to his
becoming an Independent man of means should be encouraged, aud he In turn
will take his full share of responsibility to carry on and render a good account
of himself.

Capitalism must continue to earn the s,;port of Inspired defenders. The
existing order can support Itself only with concrete proofs of its achievements
and benefits to the masses of people.

We should make personal posssion the ally of statistics indicating wealth,
If we are to reach the vast numbers of underprivileged men and women who
are groping toward ant uncertain future.

We have in America every factor necess;ary to the more abundant life-
machinery, power, natural resources, the ambition and energy to work, the
genius to create, the ability to produce, and the desire to consume.

Our energle.A, properly coordinated and directed, would find the Nation with
new and restored purchasing power-a gtal toward wh!ch we have steadily
moved during the past 5 years-and our people busily engaged In doig those
constructive tasks which make radical attacks upon industry and Government
Impossible.

No population ever revolted on a full stomach, Anarchy is not found among
workmen who own their Jobs and (-in rely tipo sit aunugl wage. They are
capitalists In the making.

A capitalist Is onte who has n stake in tho existing orlder-a home. property,
a savings account, bonds that tie Ito perltvielicy- suttlething of which he may
be certain at the endt of the road.

To rest our case on the statenict thai a man has the right to be a capl.
falist is equivalent to the attncer of Marie Antoinette to the lSeoIe'8 cry for
tread--"If they cannot get bread, why don't they eat caket'

1. Why a sper il survey and stumy of profit sharing? litxatuse the "profit
system" is the heart of capitalism atit the Anwriean %) stem of g~iernment.
We can only sve capiiallk and the benefits of Aneriea n det;tocravy by bring-
lug the adantag.es of the proflt syst eam directly home to the liamo f the Isaiple,
thereby earning their synielhell undcrstanding and intlilgetit support. The
fundamental principles of dcrntr ey and thuse of a frce economy are one.

2. The application of thoze principles i- our real eonwxrn. eomind policies
atre r,.entlltl to wise and fruitful admniitratilon. Prolit sharing where intelli-
g.ntly aiplcd with attention to the all-important Iychological factors and in
such form as to keep the "shared profits" separate and distinct from wages, has
proved more cft'etive in securing pwrnmnent saqtisfactiot, developing cooperator.
atl creating the coiielones, of real tetrtnership In the minds of the employees
than any other form of employer-employee policy.

The conmmnittee entered upon this fact-findhIg survey with a free and uutlsed
des'Ire to assemble the experlewcs of profit-sharing planis-their advantages
and diizadvantagcs--In order that a reliable tod anlhentlic record ther-of might
be made available to alt employers aind employees.

We have sought to accumulate definite facts and information as to the expert-
v',we of business enterprises In the Untied 8taites based upon the actual figures
relating to annual earnings and the proportion of gross Income whhh Is allo-
cated to salaries and wages and to taxes, State and lFederal.

An Important feature of this survey Is to ascrtain front the experiences of
going business conern, not alone vh.t Is the dti-lrahle earning oft capital
Invested, but what is the actual earning; not only what it an estimated living
wage, bout what i ll adoluate and paid living wage, amid, If po ssible, what
the coritributon of the worker iusy he, lhleht woul entitle hint to a wage divi-
dend or share In the profits of the enerprise over and atetve hdi contractual
wage.

The survey is prinmaritly cmcrid with the history of profit sharing and extra
tompentsallon plants, the scc , s or failure of such plaits and the rca.-ms for
their coiiuance or ttbritloiniit.

Thege facts are not unrelated to the hratier aspects of urcemployment and
rediterd nallonal income.

ThI report should ail those employers who may wllt to adopt pollties for
strengthening the relation-llt toetwccii employer ad worker, and to Irnstire
inditttlrll iace afuad the prrservation of independent entetpri s.

Tbe voluntary ado0ptin of profit-sharing plriln by enployer.s rsuIlre.A no legis-
lation. Isfgimitiinl wolilki ble nex-eary only if fa,mlx'nAatory tax exCmplitiofi or
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rewards, in addition to those already granted, where deemed desirable too
encourage the vohntary establishment of proflt-sharing sy. tens by employers,
or Incentive tax measures to encourage the employment of workers, and the
investment of additional capital in plant expansion and betterment.

It is conceivable that we shall recomend no further legislation, should it be
the Judgment of the committee, based upon the evidence, that the ends sought
can bost be achieved by a helpful attitude on the part of Government without
additional laws.

Equal to the confusion existing among employers as to the ways and means
toward industrial lcace is the misunderstanding and divergent views on profit
sharing, what it means, what it wvill accompilsh, and Low it should be applied.

Some declare "yu cannot share profits without --haring managementt; still
others are fearful that profitt sharing transfers ovnershlp," These fears scern
to be unfounded, sin(e signally sucees-.sful plans are reported as having I'en In
operation from a quarter of a century to a half century or more.

It Is argued by some that "profit sharing will of neiesslty raise wages." Others
assert that "Its operation will reduce wages."

As to the effect on wags, the one positive rsult of profit sharing, except as
affected by broad general economic changes, appears to le that it tends to
stabilize wages, and provides such permanency of employment as to reduce the
labor turn-over to a fraction of normal.

There are those who clain that "the sharing of profits cannot be differentiated
from wages," hence that it all is added to the wage scale and that the strife to
secure more and more will continue.

The testimony (if employers with most successful plans indicates that this
result does not follow. We are familiar with plaus under which the employee
attaches no relationship whatsoever to his wages and his share In the profit. .

Thero Is the quite prevalent belief that employees will supiwrt and approve
a profit-sharing plan while profits are being made, but that they will tocoe
resentful when losses occur and profits are not available for distribution under
the plan. A number of companies have testified through their executives that no
such condition prevails among their workers.

The record of profit-sharing experience Indicates Its application rtluires
intelligence and study. Too many overlook or Ignore psychological factors which
are as important, If not more so, than the dollars Involved.

The principle of profit sharing Is grounded in the tradlios of the American
system. To broaden the base and increase the number of participants, and to
instill personal consciousness of the Individual's Interest In the "profit system."
is to mobili7.e an unbeatable defense of the American capitalistic system and
made democracy triumphant.

The triumvirate of industry--apital, management, and Inaber-should now, as
never before, be united against the enemies who sek to destroy them.

The brilliant success achieved by niany companies which have adopted profit-
sharing plans suited to their needs is perhaps proof that others can do it if
they have the will to do it.

Voltaire sald: "If n nation be made to think, nothing can stop it!" Un-
doubtedly Voltaire meant nothing could stop the nation from achieving suc-
cpss,, progress, and prosperity, and the fulfillment of the highest destiny of
mankind. Conversely, I would submit-if a nation ceases to think, nothing can
prevent its ultimate degeneration, dissolution, and decay,

Who can estimate with accuracy the cost of the misunderstandings between
employer and employee--not alone to them-but to the American people? The
financial burden of strikes and lockouts-the Inevitable an~agonism with their
moral consquences-the loss in many (lays and workers' wages-the enforced
curtailm(.nt of output, which affects the entire system of production and dis-
tribution all the way down to the clerk and delhery boy in the retail store-
the reduced purchasing power-the Increased relief load?

The total cost probably would be a sum sufficient to pay the entire public debt
In less than a decade.

The paramount question therefore Is: Will profit sharing aid in meeting the
problems involved in employer-employee relationship in thie more than 99 per-
cent of the 2,000,000 business enterprises Ii the United States which do not
now employ a profit-sharing plan?

Since the system of private capitalism is expres.ly designed to provide oppor-
tunity for each and all to invest with that measure of economic indejxldence.
which under a free government and a free economy enables a man to be and
to do his best, the fair distribution of newly created wealth at its source on an
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(qulutable basis offers a Just and prolx-r division of the fruits of industry, con-
sonant with the principles upon whih American democracy is founded.

I cannot empliasize too strongly that this survey Is a mutually helpful enter-
jise--and that we have solicited the cooperation of both employer and worker
on a voluntary basis only.

After several months of investigation and research, we are encounged by
tie completely satisfactory results obtained thus far, wherein industrial lead-
erN and their employees have given the committee the fullest measure of help-
ful cooperation. The committee deeply appreciates the a."sitane which has
bken received from all sources and they are many.

When this survey has been completed tile Govrnnmeut will have made avatil-
able to all interested employers and eniployce."s a relkert of tile experiences.
favorable amid otherwise, of ill profit sharing and extra compensation lans-
iperative in the United States t-lay, and likewise tie argument for and against
any suggested legislation Ill conc%tion with cmipexisatory inx exemptions and
rewards amod Ince etive taxatilon.

The membxers of the conimmitteve holo it will i, mis fruitful of results as tile
survey Itself has been valuable. We believe thai a solutlIoi of our grave prob-
lenis of uiiempliynieiit and mduct-i limit tonal iniommie can mIs found. We believe
that tile profit systeni c alt i1 made to work fit tile imtem-st of employer and
mployee. l'rofit sharing may te the answer.

Senator IEhttRRN. Mr. Heavels, vice jwsildent of Peoples )rug C.

STATEMENT OF T. N, BEAVERS, VICE PRESIDENT, PEOPLES DRUG
CO., WASHINGTON D. 0.

Senator lfimituio. Your schedule of information shows you have
quite alt interesting p~rofit-sharing plan operating in all of your stores.
Will you please give us a brief history of it ?

.r'. B|EAVERS. Well, sir, we have a company that ivas started ill
195 from one store here and has grown to 135 in 7 adjoining
States and the District of Columbia. During that period we have
utilized several profit-sharing plans, some of which have been sucecess-
fill and some of which have not. At one time we had a very fine
plan, it seIled at that time the acquiring of stock in the company
itself for the employees. I think that was a compete failure, because
inl one way it proitlpted each individual to watch the stock market,
reports rather than to think of his business s; and, secondly, anything
that happened to tie market in relation to that stock imnmedliately
•.crtled to the ill will of the collipany, and notwitlstalndi rig the fact
that today, if that stock was iii the hands of tile individuals, it would
have shown a very handmsoe incement, there wag so mitch complaint
of it, that we retrievedt all of that stock and paid every individual
all that lie paid for it, pus 8 percent. I mean we felt it was that
much to our benefit to get that plai out of the way.

Senator VAND.F.NnBEH. how long did you operate that kind of a
profit-sharing plant

Mr. B,,ms. About 2 years, sir.
Senator VANDN NFBERO. And to what extent was it participated ill?
Mr. BEAITS. Well, it vAas a rather broad prolosition. The em-

ployee acquired this stock at a price of about 0e1-third of what it.
was il the luarket at that time; that is. it would have been his net
cost, including what tile company participated inl. ihe only, strings
attached to it was the fact iat. they must remain with tie Cni i y
for a definite period. That period was from 3 to 5 years.

Senator VADrENUEIo. ]ow many emp)loyees did tlat involved
Mr. BEAVERS. It was open to allM.

I O1:43- -39 - -22
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Senator VAND ENHRG. Iow many took advantage of it, in a gen-
eral wayI

Mr. FlAVRS. I do not know exactly. I should say probably 75
percent at that time.

Senator VANDFnF.RO. In what years was this?
Mr. BEAvERs. That was back in' 1928 and 1929.
Senator VANDENB1ERO. Would the fact that those were particularly

calamitous years for stock values have anything to do with that I
Mr. BEaV6s. I think it would; yes.
Senator VANDEN1nEO. Ini other words, perhaps your experience was

not as typical as it might have been?
Mr. BFrvERs. It might have been the time rather than the )lal.
Senator VANDENBriRo. And the objection that you found chiefly was

that the fluctuation in the stock values reflected the fluctuation in
employee loyalty and interest?

Mr. BAv ,is.'That is right. In other woxs, they sort of seemed
to blame the company for those things, notwithstanding the fact
that the company was doing just as well then as it ever had, but it
was a stock-market fluctuation rather titan a company policy.

So we abandoned that. Since that time, and, of course, way before
that time, that was in addition to what we now have, our plan was
largely what we might term a bonis plan. It is a preconceived or
pivdetermined amount, and it runs something along this line:

To our managers and assistant managers of the various units we
devote 3 percent of the store operating profit for distribution. Now
store operating profit is before any taxes, and that sort of thing.
it is simply the operation of the sore itself. That was with only
one alteration, an(l that is an equalization of rent. That is the one
thing in the operation of that nit which they have no control over,
that is something that we do ourselves. If a man is operating here
at a very high rate of rent, that is equalized to the average. Three
percent -of that operating profit. is divided then 75-25 between the
manager and assistant manager of that store.

Senator HnRlmaNo. There is no charge for executive management
outside of the store?

Mr. BEAVERS. Yes: that all goes into the store operation, but it
is before any tax deduction of any type.

Senator VANENBERG. You Mean 75 percent goes to the manager
and assistant manager, and 25 percent to the company?

Mr. BEAVERS. NO, sir; the 3 percent is divided '75 percent to the
manager and 25 percent to the assistant manager. That is paid
yearl.. Then we have a plan of the same type for the mnen who
operate the soda fountains in the stores. I owever, that is paid
monthly, and, of course, being paid monthly it more or le.s becomes
a l)art of compensation. It itas that tendency. I think it would be
better, as a profit-sharing llan, if it were paial possibly semiannually
or even annually, because anything that is paid too often becomes
too much a part of compensation, although it is not considered that.

Senator llyRiNo. What does that average, on th, soda-fountain
plan, in monthly wages?Mr. BEAVERS It -aries very greatly, Senator, according to the size
of the store, the volume of business, and so on. It would be pntty
difficult for me to say what tile average is. In sone stores it amnoiuts
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to as much as $40 or $50 a month, and in other stores perhaps not more
than $10.

Senator HlERRINO. And your base wage as paid is as high as in any
other drug stor., without that plan i

Mr. BmNw-Las. That has been one of our principles-to keep our base
rate always as high or higher than any of our competition. I think
that is tery essential for organization purposes.

Then. in addition to that, we have what we terni the "wage divi-
lend."' This has been paid at the end of the year and has amounted

to-well, our formula is this: 50 percent of the months salary for
those people who have been with us over 2 years, 35 percent of the
month s salary for tlifse between I and 2 years, and 25 percent for
those between 6 months and 1 year.

Senator 1IEaIHRo. That applies to all employees?
Mr. BrAvER-. All employees other than tfiose on a bonus plan.

lhat is, it would not apply to the inanager and assistant manager.
Senator rIFJmi.o. I se.
Senator VANDEN1.RO. I)oes that apply rvgardless of the earnings

of the company?
Mr. IJra.A\r It hias -x far. Ve, of cour-se, reserve the right to

disscontinue it. If we did not make money we couli not pay it. How-
ever, there has never been any percentage arrangement relative to
earnings. Fortunately we have been able to earn enough to pay that.

Senator VIANLENRE:O. I should think if vou had a standard formula
which was not gearvd in any way to the i)rofit ratio of (lie company
itself frolm year to year thaft thAt definitely vould be accepted as a
part of the comil)eimsion and wouid substantially lose its reward
value.

Mr. BrI. vrx& Well, that is possibly true. I think you are prob-
ably right in that. In other words,'if we came to a year when we
did not. earn we wouh get a very bad kick-back from that. That is
po&sibly true. One of the things in our company that is perhaps not
true of the average is the fact that we have a very steady employment,
and our income tas xen very steady.

Now, in addition to that, we have the executive bonus that applies
to what we call juniors and seniors, which is participated in by every-
body except the president of the company. That is a predetermined
amount and is taken at 5 percent of tie net earnings of the company
after all of these other charges, plus taxes-these others come of
course, befoie taxes-and that is distributedd on the basis of their
salary percentage to the total.

Seintor IlrFImxIo. How long has this plan been in effect I
Mr. B. LVEas. About 10 years.
Senator lERRINo. About 10 years
Mr. BEA vERs. Yes, sir.
Senator lmi(mixo. You are satisfied it has had good results, that.

it is good business?
Mr. B.AVFRS. I think it is; yes, sir. I think we have a very

splendid personnel, we have a personnel that we are very proud o
Senator HERm,-. Yo'ur statement confirms that, it Is go6d businessI
Mr. BEAVTRS. I think all of this has been very good business.

'These (listributions that you might term. profit sliaring have amounted
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to in the last. year about 20 percent of the net earnings of the com-
pany. It fluctuates some, but it has amomuited to approximately tht,

Senator I M N.,,o. All of those taken together amount to about 20
percent I

Mr. BF.M. Yes.
Senator VANDENBErO. And What percelitagle of the lnet earnings of

the company would be contributed as dividends?
Mr. BiVXERS. About 03 percent.
Senator VANDFNIIERO. I on Are really sharing in the ratio of about

1to 3?
Mr. BF.AvtEs. That is right.
Senator VANrNBERao. I low many employees have you?
Mr. Bl.AvFRs. About 2,750.
Senator VANDEN1rFno. On the s11bject of incentive taxatioll I notice

this comment in your reply to our questionnaire:
We favor encouragement of business ani establishment of profit-sharing and

employe-welfare plan, and believe If a method could be worked out whereby
a standard tax advantage would accrue to those meeting certain requirements
in this respect, It would be highly desirable from every standllint.

Is that your point of view I
Mr. Bvm . Yes, it is, sir; with this addition. I think it is en-

tirely imposible to work out such a formula. I think if the forinula
could be worked out that would be true, but I (to not believe that it
cali. There ai- a lot of other things that enter into it. For instance,
I am led to believe that we are one of only two companies that hawve
complete insurance coverage on our emp'floyees. I think that has
worked out to great advantage also, and it is (]one without becoming
paternalistic, which is, in my opinion, very important. All of our
employees are covered by group life insurance, ranging from $1,000
to $10,000, which at the present time, (lite to good experience, is 25
percent in excess of that.

In other words, the base value of those policies today is $1,'2.) and
$12,500.

Senator Il1m.-io. Is that all paid for by the companyI
Mr. B1 ivsa. No, sir; that is a participation.
Senator saMRINo. That is a participation?
Mr. BEAv1cs. Y . 'he company pas for about 30 percent of it.
Senator l1sioNo. Is that 30 percent. included inl the 20 percent
Mr. Bs~vrAs. No.
Senator IhrPaNo. That is ill addition I
Mr. BEAvERs. That is entirely in addition to the 1,imnis plans, th

profit sharing that I mentioned.
Senator IrFaRINo. Yes.
Mr. BEAvEras. We also are fully covered with accident and health,

with benefits running from $7.50 a week up to $40 a week. That has
a 7-day waiting period, which the company has always paid, and it is
the policy of the company to pay full wages for 7 days. In other
words, they lose nothing on that. We also have a hospitalization plan
which is ii no way in conflict with the present controversy here. It
covers 70 days of hospitalization plus a very wide range of p)hysicians'
operating expenses.

We have not. had that in effect long enough to give you nny particu.
larly good record of it. By the same token, we are unable to say just.
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what the cost is going to he. That is paid for entirely by the com-
pany; there is no participation in that whatsoever. Our first year
of that. the vst. was approximately 1$30,000, but, as I say, we have not
develoledl an experience on that sufficiently to Live a good account of it.

In addition to that we have an annuity p an, which has been in
effect about 6 years. Our own limitat ion on tiat is age 30, and 2 years
with the company. That, of course, would not be nece&sary, bit in
our business our great turn-over comes in the young people who work
on the fountains. They have not established themselves, and a good
many of them just take it as an interim job until the)' find another
place. So there is where our large turn-over comes, and in any plan
of this type it is essential that we eliminate them from it, because it
woulhl b complicating it to such a great extent that, it would probably
nullify it.

:Senator V.A.xnfER~o. D~o you think that. the institution of the
group life insurance and bonus plans has reduced the turn-over?

Mr. 1r.AsTi-3. I believe so; yes. I believe they have a very material
effect in that way.

The ammity plan was also introduced. The company picked up all
back srvices'at its own expense, back of the 30 years of age andtle
2 veas' service with tie company, and the present payments are
50LS0--that is, the company pays half and the individual pays half,
and the general benefits of it would be apl)roximately half of their
current wage-that is, that would be the retirement pay. It is not
hide-hounl at. 65, it is elective between 55 and 05. It. is quite an
elastic lan.

Since the average age of our employees is only 27 years, of course,
that is affected very largely by the large iim'ber ii the low-wage
bracket. We have only two'or three people at present that are retired
on that, so there is not much to be said about it, except we feel it is
going to work out fine.

Now, in addition to ]loso things, of course, we have the usual vaca-
tions wit i full pay-2 years and over, 2 weeks, and 1 year to 2 years,
I week.

We have a selective arrangement whereby we finance several stu-
dents through college every year, that is making a maximum of 28.
Those boys come out. of there clear. We do that by holding examina-
tion. We sidestep the responsibility of picking them by letting the
college hold the examinations.

Senator VANDENBERo. They learn professional subjects? They
study professional courses to ireate pharmacists?

Mr. BFPAVUTs. Professional courses. We find that is a fine thing
in the company, because as a rule we find some umiderprivileged boys
that do not have any opportunity, and those are the boys that make
the best students. We usually have 50 or 60 applications for those,
and we pick 7 each year.

Senator VA.%DFNBF"J.o. How long have you been doing thatI
Mr. BFuvFms. The first class will graduate this year.
Senator VANDENnESiO. I suppose you expect that they will return to

you after they graduate?
1Mr. BF -s.AE That is not at all necesary.
Senator VANDENBERo. There is no obligation?
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Mr. BEA~t.s. No obligation; no, sir; but we naturally feel that
they will because they have been boys that we know well in the
company before they are accepted.

We maintain a credit union in the company which has been very
successful. The only thing we do on that is to pay the expenses f
it-that is, we pay for the man who administers it-otherwi.se it is
the ordinary, regular Federal credit, union.

We finance various picnics and furnish miforn. for bsxsball
teams; you know, all of those things that go to promote athletic
activities in the company.

This mi ht sound funny to you, but. it is really a good thing, and
I would ite to have vou read some of the letters that we get some-
times from them. Everv child that is born in the company we fur-
nish a complete lav-out,'not clothing, but all the hospital necessities,
and so on. It is a'small thing, but a nice thing.

I think, sir, that covers about the extent of our participation in the
profits.

Senator ItrnRuo. The sum total of all of these things, in addition
to the 25 percent, would run into quite a figure, would it not I

Mr. 3EAvUMs. Yes; it would. I would say that those things, in
addition to the profit sharing, would probafily amount to $100,000,
easily.

Senator HERRINo. Who was responsible for inaugurating all of
those plans? There must be somebody in your organization that is
at the bottom of it.

Mr. B..,vzrs. Well, the man who founded our company is still the
president of it-he is still very active and still can call most. of the
people by their first name--Mr. Gibbs.

I have been a member of the company since 1919, and I feel rather
proud that I had something to do with all those things, too.

Senator VANDrIRO. Well, the net result of it. all is to create, in
your judgmnent, not only an effective and happy employee relation.
ship but it is also a good business investment.

Mr. 3EIvsrs. I think so; yes. I believe if there is any virtue in
those things that this is one place where virtue has had its own reward.
I think it has been rewarded by a good company.

Senator VANDENDERo. That is a very fine statement.
Senator Hinmuxo. That certainly is.
Mr. BEAvEs. I rather doubt, however, whether things of that kind

could be made a part. of a formula to be administered by some out-
sider. I think, as you have just expressed, Senator, those things come
from within. They come from a genuine desire to promote welfare
and a sense of security among people, and I think, in addition, that
they promote a sense of confidence, trust, and appreciatioln between
management and employees.

I would like to give you an example-and I am not trying to be
facetious at all. Perhaps one of the things that promote good domes-
tic relatirons is the fact that you kiss your wife in the morning before
you go to work but I doubt very mnuch whether it would be very
efficient if you bad some Government agent stand over you to
that you did kiss her.

Senator VAN.DEN'RGo. I do not know why in the world they have
not thought of that.
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Mr. ,vERs. I really mean that ; and, as I say, I am not trying to

be facetious. I believe (he moment No1 try to write this into a
formula-and niaturally' if you wrote'it into a formula you would
have to have somebody, administer it, because unfortunately we are
not honest, all of us enough to do what, we say we should (o.

Senator JIEIRINo. Perhaps that is the reason it has not ben in-
augurated ; we would have some ditliculty to get somelmly to admin-
ister it.

Mr. BEANTrs. I believe it would be somewhat difficult.
Senator VANiE'NaziR. Well, we agree with you, I am sure, Senator

]Ierring and I xth, that you neither caii refularize, and standardize
a profit-shiaring formula in this country, n1r can you dictate one
under Colils)I.,iOil.

Mr. BFrA rBs. That is right. It takes the real meaning out of it
then.

Senator IIERrmo. I was wondering to what extent your ammal
increase in business for the last 10 years might be due to these policies
or to expanding your operations in new stores.

Mr. BEAhYRas. Of course, that is very difficult to say. As a matter
of fact, iii the last 5 years we have not added materially to the num-
ber of stores.

Senator Itlamxc. You have not I
Mr. BEAVERS. NO, sir. We have devoted our time and money to im-

proving the stores, enlarging them, and that sort of thing. We have
added very few in the last 5 years

Senator JIE No. Your volume increasedl about $5,000,000 in that
5-year period?

Mr. BEATvrs. Yes, sir.
Senator Hiam.o. There must be something behind it.
Mr. Brmavs. Well, sir, we believe that anybody can buy merchan-

dise and anybody can rent storerooms, but we io not believe that.
everybody can build Iup an organization.

Senator H]rnmNo. Thank you very much, Mr. Beavers. Unless
you have something else to suggest, that will be all. I am grateful
to you for coming over here.

Senator VANDENIER(. I hope We do not start this K. Y. IV. A.,
Kiss Your Wife Authority.

Senator Ilummo. Mr. Wilson. of the Ilammermill Paper Co.,
Erie, Pa.

STATEMENT OF NORMAN W. WILSON, GENERAL MANAGER.VICE
PRESIDENT, HAMMERMILL PAPER CO., ERIE, PA.

Senator IERRINo. We do not seem to have a schedlle here from
your company. Do we have thatI

Mr. mIYso,. Yes. There is a general statement on profit sharing
or bonus system, sent in respOnse to Mr. Despain's correspondence
that be gau in Augw st, and also a Schedule of Information. For that
reason I have not prepared any particular statement, but I would
proceed ii any way that you would like me to do so.

Senator IHERIUNo. In the absencee of that. Schedule, you IMIay jUst
proceed and give us a brief description of the plan, when ift was
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inaugurated, and tell us all about your business. Perhaps that is the
best thing to do.

Mr. WILSON. Thank you. Our business at Hammermnill Paper Co.
is the production of what you might call business papers, correspond-
ence papers office and factory forms, antl a variety of that type of
papers, made for increasing the efficiency of operating offices and
factories and businesses at large.

I would like the privilege of saying that while I appreciate the
invitation that came to the president of our corany, and the privi-
lege of appearing here, I (o not extend Ryself as'an expert upon
the subject.

We at our company, the officials and keymen, all believe so pro-
foundly in the spirit that is back of the committee that we are glad
to appear, and we want to (to anything we can to be of practical
assistance.

Senator VANDSNBERO. That. is greatly appreciated.
Air. Wimso. Now, beyond that, how would you like me to proceed I
Senator IIEmRNo. Just with an expression of the inauguration of

they plan, what the plan really is, and what effect you think it is
having upon your business.

Mr. WILsoN. I would be presuming upon your time. if I take up
some of the details.

Senator IEraTwo. We have all day. Just go right ahead.
Mr. Wiso-.. The plan goes back to the earliest days of the corn-

pany, which was founded in 1898. The founders of the business
brought an innovation in paper to this country through refining wood
lulp to a degree that it was a good raw material for the production
of tine papers, which up to that time had been produced entirely froi,.
rag fibers, or a combination and rag fibers and wood pulp.

You understand, of course, the difference between coarse paper
andi fine papers made from wood fibers. It is principally in the
refinement. For the finer grades the peeled log first. is reduced to thin
chips, which in turn are chemically reduced to pulp and then carefully
screened so that nothing is retained but the pure cellulose, all of which
entails a loss of approximately 50 percent of the original log, whereas
in producing newsprint, for instance, the led lo is mechanically"
ground to a pulp, which then is mixed wit ha small percentage .' a
chemically prep ared pulp.

The public did not take immediately to the new prod".i€, and the
early years of the company were very precarious. As a .tatter of fact,
the trade papers, or at east one of them, carried a story on the
"HammermilI Folly," first, because of where we located tfhe plant;
and second, that the kind of product we were aiming to make would
never be popular with the public.

The location of the plant was chosen partly because of economic
soundness, availability of coal and pulpwood, and a very good ship-
ping center to the principal markets of the country. It also was
chosen because of consideration for the men and women who were
to work there.

Up to that time the practice had been, particularly with paper
mills which made their own pulp-there were not very many in those
(lays-to locate in what we might call the hinterland, where wood
was plentiful particularly, and where there w're few opportunities
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for the employees outside of working hours. Erie was selected by"
Mr. Blehrend, "the president of tie company, and his brother, who is
the treasurer, very wiuch out of consideration for the employees,
believing that th.y soul have hospitals, schools, churches, ant
other means for good living.

Senator tlRuR.o. How many employees have you, Mr'. 1Wilson
Mr. WiozLON. Approximately 1,400. "In actual number of employ-

ees, of course, we are not a very large company; in the actual pro-
duction. of paper our volume, of course, is not. great as com parei to
grades as newsprint, but in our field of paper we are a very substantial
producer.
The introduction of the kind of paper to which I refer was of great,

benefit to the people of this country. It provided a less expensive
paper, so that it could be used in a volume that was iml)osible under
the cost of what fine paper had been plduced up to that time.

Senator Hmaixo. Are your employees organized at all8?
Mr. Wmsox. They are iot.
Senator HELR RNo. No union association?
Mr. WmLo.N. No.
Senator IhERR NO . Your prevailing wage scale is as high as paid

in other industries in your town and throughout the country?
Mr. WVmsox.. Our prevailing wage scale ever since I can reinem-

ber--not ever since, but let us ray easily for 30 years, has rated high
in the industry, at times the very highest, and At sonic times because
of the peculiai-ities of smaller areas, not t he very highest, but always
above the average.

Senator lRamlo. What would you think the average would be,
the average annual pay" to the individual?

Mr. Wiso.N. That is a broad question. I wonder if you would
mind if I send you that information rather than attempt to answer
offhand, and perhaps go astray.

Senator HERRING. It is probably in your schedule.
Mr. WmsoN. I think so.
Senator HrEIxRIo. What is your profit-sharing plan?
Mr. Wmsox. Would you like to know how it came to be intro-

duced?
Senator IIERiIxo. The plan itself?
Mr. WILsoN. Yes; how it became introduced.
Opinator IIER)INO. Yes.
Mr. Wusox. The policy of the officials of Hanunermill is not in-

tended to be paternalistic ior philanthroie except in the best sense of
lhie term. Basically, we believe that eacI employee should be paid as
well as his contribution and ability of the company will permit.

Each of the many things that have been done for the employees in
addition to theii wages came from the belief of the founders'of the
business, and the entire management, that such action was sound from
a business standpoin..

There is a good deal of sentiment at. Hlammermill. The founders
believed in courtesy and good ethics. They believed in fair treatment
of their customers and ot their sources of supply. When we have had
a difference of viewpoint ,vith our distributors or those from whom
we buy, we settle these differences by personal negotiations, searching
for a solution satisfactory v all concerned. We believe in, and



:340 PROFIT-SIIARING SYSTEMS AND INCENTIVES TAXATION

atternpt by our conduct to demonstrate, the sa-me consideration for
all employees. The natural result is that Ilaminermnill employees IV-
peatedly exhibit all understanding of company problems and a give
and take which is an inspiration to the mana,nent to be more and
more considerate of the men and women who work for and with us.

As to our profit-sharing plan,. we thoroughly believe that. its
installation, more than 35 years ago, was the foundation upon which
good will within the company anI tie actual success of the lusiieds
have depended to a substantial degree.

Well, it camie about in this way: In these earliest years while we
were struggling to keep our ]eads above witer-I wi's just a boy in
the plant in those days, but I knew something about it and, of Cour1se,
I became more familiar with it in later years--our machine tenders,
as the head man is known on each of theso large paper machines, and
the back tenders and beater men who prepare the pulp for those
machines, desired a raise in pay.

As I recall it, at that time the going wage for such skilled paper
makers was $3.25 a day for 12 hours' work, and they desired to get
25 cents a day more. We were paying at that time at least as much
as anybody in the industry was paying. We wetv competing terribly
for our existence, and the president of the company explHined that
to the men. They talked it over at length, and finally lie offered to
commence a sales'bonus taking the present sales, the sales up to that
time, as a basis, and ohering to give them a share in any increase
in sales.

Well, the) could not see it, it was too indefinite. Ile explained to
them the opportunity they had for economies. There were two paper
machines side by side, and when there was a break on one paper
machine-and in paper machines the web will break down-there
would be an opportunity for the crew on the other machine to help
to get it started; or when they had to change wires, for the two
crews to do it together, or when the clothing would have to be
replaced to do t together, to have team work, and in the production
of the paper to use greater care, so there would be less wastage in its
finishing and less paper returned from the customers.

Well they still could not see it, so lie proposed to them that they
try it. ior a 3-month period, and if they did not get at. least their
25 cents -I day, lie ,vuld guarantee it, or if they did not. like the
plan for any rason it the end of 3 months it would be discarded.
It immediately showed results, and that gradually worked into our
present, bonus and proLt-sharing system.

Senator HERRINO. Whiat is the present s-stem
Mr. Wiuo-.. It is very hard to describe, because it certainly is

not exclusively profit shaking; it is a combination of wage and bonus.
As described in the material which we sent to you, the officials,

the department heads, the superintendents, the foremen, all partici-
pate in the same system. rhosi who can contribute most to the
earnings of the company obtain the larger percentages, and those
who can contribute less obtain the smaller percentages.

As it has developed, I would say our employees do not obtain
the full going wage for this, that, and the other type of work, but
with the wage and-bonus combined they tire better paid considerably.
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Senator Hm ilo. Than those who do not have a profit-sharing

plan of any kind, you mean?
Mr. WlsoN. N6; than the industry, than other people who do not

have this system.
Senator h-ramno. Do all of the employees share in this bonus

plan
Mr. WiLso.N. No: we tried it all the way through the business at

one time, and we found that there were enough people who did not
understand the principle, that it. could not apply to all. It was
all right when icerne increased, nobody question( it, but when in-
come of the company decreased, and therefore the income of the
employees, sone of them could not understand it. They considered
tlit their wages were being cut, and we withdrew it.

Now, we have, with the exception of 81 people out ef this roughly
1,400, everybody either on profit sharing or on a premium of some
kind and many of them 6n both.

Senator 1r.'Hia-no. And the 81 have a chance to get upon that 1
Mr. Wlso.. Yes; if they develop into fields where they can par-

ticipate they are eligible.
Senator 1IERRIxo. As compared to the dividends, how much is dis-

triblted to tie employees?
Mr. WILsoN. Well, I have tried to make a l)reak-down of that on

the basis of profit sharing itself, and I would not. want. to get into
your record a confusing element without a word upon it.

Keeping in mind my statement as to wages and salaries, there are
no high salaries at 16ninermill Paper Co., l)ut we are all well paid
inoood times. The actual bl)ois par icipat ion during the past 2 years
has jnst about equaled-did you ask whether it has exceedea the
dividend ?

Senator MaRIxo. Yes; whether it did in dollars and cents.
Mr. Wir soN. Yes. For the 2 years combinel, that is right, and

it has about equaled the earnings. In explanation of this fact, may
I state that when our sales bonus was converted to a profit-sharing
plan mowre than 20 years ago, the management realized that there
would be dis satisfaction if payments were based upon net earnings.
Our plan is based iipon gross'profits before (Ipreciation and tax on
income. Keep in mind that this is not a profit sharing upon the gross
base rate for any job whether it is or is not a salaried job.

Senator IIERrINO. Is it a percentage of the annual wageI
Mr. WILSON. This il paid at the end of each month, just as soon as

the estimated monthly figures are completed.
Senator VANDENDF.rO. Well, you tie )-our wage incentive directly

into the regular system of compensat ion I
Mr. WILSoN. Exactly. We feel that there is nothing that is quite

equal to individual opportunity and incentive.
We never bring a pulp or paper maker into the business from the

outside when lie can be developed from the inside. We never ap)-
point a foreman from the outside. When I say "never" it is so lony
since that I cannot tell you how inany years. ''hose men have deve -
oped into foremen. the foremen have developed into superintendents,
the superintendeis and department heads into officials of the
company.
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The founders of the business built a modest home on the mill
property and lived there while they were both bachelors. One of
them married, and he and his wife lived there the year round, milil
the last recent years. There are five company execuiltives today, who
live right on the mill prolrly and, of course, know the employees
intimately.

I belie-e that only pait reference or no reference was made to a
few things that you want on your record. 1 am not certain, but I
believe that Hanmnermill Paper Co. was one of the first to sense the
unfairness of leaving to foremen, or even superintendents, the right
to tire people, particularly on short notice. You know, the custom
that revealedd years ago, a foreman or a superintendent might have
had illness in his family, or maybe he had indigestion in the morning,
or something happenetl that displeased him, and lie might send the
man home indefinitely or actually fire him on the spot, or the em-
ployee might be grievously at fault temporarily, a little brainstorm.
and lose his job. That was sensed by the president of the company,
and even at the displeasure of the superintendents and foremen, he
appointed an industrial relations director, and no man from then on
could be discharged without an opportunity for a hearing before that
director. In fact, no man is discharied 'without a hearing by the
superintendent or foreman and the chief of the industrial relations
department.

As I say, I do not believe we are the first on that, but I 1.now we
are among the pioneers.

Paid vacations for peoJ)le began at. Llammermili Paler Co. many
years ago. They had to be stopld temporarily at the (lepth of the
recent depression, I mean the former depression, if that would make
it any clearer.

STnator VAND-EI YJRoG. What one are you talkimig about I
Mr. Wmsox. I am talking about that one that. began in 1929.

More recently, however, 3 years ago, we faced the thing as a matter
of right, as a matter of soundness, and reached the conclusion that if
our mill employees were not entitled to paid vacations neither was
anybody else in the business. It was a class distinction which did not
fit into the spirit of our relations between employers and employees,
and so paid vacations for our mill employees %ere renewed, anid I
believe they will continue until such time as we cannot have any paid
vacations at all.

Group insurance goes. back quite a number of yeans. That is
pailicipated in by both employees and employer; the co1s, I mean.

Now, as to the dismissal wage. Any person who has been 1 year
with our company-and a year is a very short period in our plant-
receives a dismissal wage if he leaves the company for any cause not
his own. There is a schedule set-up for adjusting ihat.

Senator VArNDFIN o. What is the. dismissal wage, speaking gen-
erafly in dollars and cents in relation to the full'wage previously
earned?

Mr. , isox. The minimum weekly pa,:uents are $10, and toe
maximum are $30, and may be anywhere bewvcen, depending u11,p
the age of the employee and the years of service thot lie has given
to the company.

Senator VAND.xrE.o. And for how many weeks I
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Mr. WiVnso.N. The maxiniuni length is 26 weeks. It will range
anywhere il ) to 26 weeks, depending upon the factors I have given
yolt.

There is a service annuity which is hot fixed, because we see no
way to secure the 1alliiermill Paper Co. for all time, and, therefore,
hae not committed ourselves to any pension, but men anld women who
reach the age of 65 and who have been there 20 years are entitled
to service anlity, if they want it. Many of theml do ]lot want it,
they wait to ontiinte to vork.

I believe the record we s-nt von will show we have 85 people over
60 Years of age.

Senator VYANDJIF.FRIO. Still working?
Mr. Wirso.. Oh, yes. There are 11)2 over 50, besides this other 85,

and ill addition to ihose groups we have 354 over 40. That is not
extraordiinary, but it cotipare.i pretty well, I think, with other indus-
tries.

Ioans are made to fhe nill emnl)ioyees without any interest charge
at all.

As al evidence of the utnlerstanding between all of our people
that this is a IpartlieIhlp, that it requires (he tinited effort of every-
body conniected with a hnsiness to iiake it successful, particularly in
the.e days, perhaps you would not mind if I told you of two circmni-
stances, one that oeetirred on the twentieth anniversarv of the com.
pany. and one that occurred on the fortieth anniversary. Naturally,
the twentieth anniversarv for the company is the twentieth amni-
vel--say for the follndeis, and the mill wVas shtin down and the
founder, were asked to aplpear itn the opein with all of the employees,
and this bronze plaque lresentel to then. May I read it

Senator V.%tNxmNraRo. Yes.
Mr. Wtrsox (reading) :

Thlq tablet was e-it (i the twentleti atiiermry of the founding of the
Itanimermill 1,1'ijr Co. out of pride In tie ii -.itllon and admiration and
affecton for i.rnit It. Ilebrend and Otto F. iehrend whose vision, ability. tnd
business Ideals have Itvn an Inspiration to our work and our lives. Frocted
a a pledge of future, eort by tie 1ue| and women of ]latnwerwil, June 28,
191M

Every person ill the o-gailization, excepting tile two recipients,
helped to pay for that bronze tablet. That is on one of the entrances
to our main office, so the employees -ee it, file officials see it, and the
visitors see it.

I might read to you a talet which is on another entrance:
Hauntnermill haq t-en built on indliduai enlterpri.ve, rvtTjlt for the right

of folhers, law, aI older. Tht-.'e are, the (ntLieltntals of our civilization and
the protection of our home.

That is signtI by the l)lN'sidelit, Ernst It. lehreiend.
On the fortieth' anniversary, the president anti his wifo-Iaj I

evel.-, that, Mth. lielirend aili tile president, because she is really
the b)oss of the family anway'-

Senator xAN 'rmsxEo. 'hat is no novelty. [Applause.]
Mr. VIUONx-. There scents to be some maried men present. At any

I-ate, they invited all of the etnployees to spend the day on tlie little
farm they have 4 or 5 miles front the plant, and theoneployees all
aceptc-d. Arrangelitelits were mna(le to feed them and to have games.
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and also a little ceremony at which there were presented service pins,
or whatever recognition they were to get for that particular year.

Beginning a great many years ago, at the end of 3 ears each
employee receives a little plin. It merely states the name of the com-
pany and the number of years of service. At the end of 5 years the
3-year pin is replaced with one specifying 5 years of service; and at
the end of 10 yeans there is another replacement; and another one at
the end of 15 years; and at 20 years there is a certificate of service
and a choice either of a watch of standard make or a shark, of the
preferred stock of the company, which is worth somewhat about par,
or at least people seem to thinly it. is,

Each year some kind of ceremony is held, an(d all those. entitled to
the 3-year pin, 5-year, 10-year, or whatever the year ig, are presented
with these tokens.

Now, it being the fortieth aini-ersary, Mr. and Mrs. Bebrend
thought it would be nice to make that presentation with all the em-
ployees present. Well, this is the interesting thing I want, to bring out
to you. Shotily after this invitation went out, one of the men from
the mill, who had been there quite a number of years, not in a high
position but a skilled mechanic, catte to the chief of the indus-
trial relations department and said they were taking up a collection
in the plant, they wanted to buy something for Mr. Behrend and Dr.
Behrend, and out of that developed two books having a reproduction
of this [indicating] on the cover, this bronze tablet of the twentieth
anniversary and the signatures of each employee. whether in Erie,
New York, or San Francisco, or wherever they were employed, and
a statement at the bottom, "A rededication to service by the men and
women of Hammermill at the end of the second 20 years," and after
the ceremony where the president gave out the service pins, they
surprised hin by presenting those books, one to him and one to his
brother.

There was nothing in those books whatever, except the signatures
and a reproduction of this tablet that I read to you. I think perhaps
the Senators might take a minute to look at some of the pictures taken
at that picnic, to see whether it looks like a happy family or not.

Senator HtiNito. What has been the effect of your low base wage
upon the attitude of the employees?

Mr. Wi isoN. The low base wage I
.Senator hIERRixo. Yes.
Mr. Wi sox. We have no low base wage.
Senator Hlnmnio. I understood you to say that you had a low b,e

wage.
Mr. WiLso.,. Our base wage-that means for unskilled employe-

is not low; it rates high, at least equal to, and usually higher than
the industry pays, and at least equal to or higher than our local intl-
tutions pay.

Senator'HERRiNo. That is, without the bonus?
Mr. WiLsoN. Absolutely. What I meant was that those who par-

ticipated in the bonus do not have the maximum pay for that, thyv
have somewhat lws, and then the bonus on top of it, and over the
period of years they have averaged much above the competitive rate.

Senator'HERRIN. You have slack periods, I supl ose. Pow do you
distribute your work during slack periods I
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Mr. WiLsoN. Well, in a paper mill you must run continuouly, and
if you do not have enough business to run full you cut down the n1n.
ber of days that you run. If you only have 5 days' work instead of 0,
you only run 5 days, but you rum day and night. "

Senator lIRIEBNo. That affects the sharing plai also, does it not,
if the man is not working?

Mr. WwlL,. Oh, yes.
Senator IIERRI\G. I think unless you have something else, that

gives us a very good record, 3r. Wilson1 . Thank von. s:.r.
Mr. Tily, president of Strawbridge & Clothier,'Phlladelphia. Pa.,

which is a large merchandise and dry goods house.

STATEMENT OF H. J. TILY, PRESIDENT, STRAWBRIDOE &
CLOTHIER, PHILADELPHIA, PA.

Senator lErING. Mr. Tily, you have a pension fund, employees'
relief association, and other benefits i

Mr. TILT. Yes.
'Senator h1URING. I think you (1o not have a definite profit-sharing

plan, do you, Mr. Tilyl
Mr. TILT'. No; not ilefinite. We have consideid it over the vears.
The pension fund has been in existence since 1907. It is classified

as the point contributory type of organization. All employees be-
tween tle ages of 20 an(I 56 are eligible for memberslip. The pen-
sion fund is an employee-controlled organization. electing its own
officers and board of directors. The employee's dues are nominal,
and the total annual contribution represents not more than 20 percent
of the total income. The balance, or 80 percent, is contributed by
Strawbridge & Clothier. Over the last 10 years the total income
has averaged about M0,000 per year. These funds are used to pay
benefits. Pensions are paid to "members who have been employed
for 15 years. The maximuni pension is $10 per month. There are
approximately 1,500 employees contributing to tie. pension fund, and
90 are now receiving benefits.

I want, to add to the letter that I sent, that during the last 11
years we paid out $120,000 to supeninuated and sick executives in
addition to the other sum mentioned above.

In the spring of 1937, the time of he old-age pensions, we made
it optional with the people whether they would stay in or not. Two-
thirxs of them voted to stay ill.
The employees' relief asociation-
Senator VANDENBER0 (interposing). What doe- that meant That

they carry both, those who stay in tie fundI
Mr. TiLi,. Yes; but with tliis understanding, that when they are

eligible for pensions the difference between what they get from the
Govern ment and what they would be entitled tw would be )aid by us.

The organization has ben in existence since 1880. The employees'
relief association is supported jointly by Strawbridge & Clothlierand
individual employee members. Employees under the age of 60 are
eligible for membership. The dues are assessed on a graduated basis
from 37 cents to $1.25 per month. Based on the last 10 years' ex-
perience, the average income has witm approximately $20,000 per
year, of which Strawbridge & Clothier has contributed 35 percent.
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Benefits are paid for sickness at specified states from $6 to $ per
week. A death-benefit settlement is made on tie basis of $200 per
member. The olicers and board of directors are elected by theemploy-ees.

Think we were pioneers in this in the United States. We started
way back in 1880, and we have paid since that time $612,000, out of
receipts of $017,000, of which Strawbridge & Clothier contributed
$237,000.

Senator VANDFINFnIo. Well, in that long period since 1880 you have
had a fine actuarial experience with this plan. Have there been any
times since 1880 whei, there was an extraordinary drag upon the fums
and there had to be an extraordinary assinent, or anything of that
Fort I
. Mr.. 'L,. The largest number of assessments we have had were 19,
i1 1900. That is the greatest number. Of course, it varied with the
years, according to the iniiuber of people we had, but, that is the great-
(-A number of a-sessiments. In that year the assssments were $4,921,
and we paid $7,905. Strawbridge & Clothier's contribut ion was a
little over $3,000. That compares with $4,200 the year before and
$3,00 the year afterward. I think that answers your question,
Senator.

We have a vacation fund and Christmas fund. Strawbridge &
Clo'hier pays 0-percent interest on employees' deposits. We used to
hare a permanent savings fund. We could not stand the piss re
thu're during the dull time, so we abolishled the permanent savings
funl. We raised the interest, though, from 5 to 6 percent, and it
now closes out each year on that basis. We used to take their inoney
back and keep it in a perpetual fund, but in the strenuous times we
could not staid 6 percent on that perananent basis, and we just pay
it on an annual basis.

We have a medical and health department. A group hospital plan
is now being organized. We maintain an employee cafeteria, which
servcs a noon-time meal at cost. All employee lurchas'es are dis-
counted at tie rate of 10 percent.

The number of employees over a 10-year period averages approxi-
mately 3,500 per year, with an annual p;ay roll of $4,900,000.

Now, Senators" may I give tihe personnel background of Straw-
bridge. & Clothier In 18G8 two young Quakers, Isaac 11. Clothier
and Justus C. Strawbridge, founded that businew, and from the out-
set they worked on the principle that good l×rsomnel management
was a good paying proposition; it paid in satisfaction to those who
were doing tile work, that. is, those who were employed; it paid divi-
dends in goodwill inside, which meant goodwill outside. It was in
this atmosphere that I grew up. I 'went there as a boy, and my
parents chose it. I had to go to work very early and I was fairlY
gool material for the kind of training these people gave me in per-
sonnel work, because although my parents were pretty well fixed at
one time--they were English ieople-my father failed, and I went
to work at 14. Prior to that, time 1 knew what it was to be hungry.

One Christmas my mother told us the night before that ania
Claus might not come-she had nothing to give us--and on Christmas
morning our stockings were full, because some friend evidently know-
ing the circumstances had done something for us.
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So my parents chose this for me, because they understood it was a
fine Christian store and that their personnel relationships were the
very finest. I mention this only as a background, because I am going
to come to some conclusion and tell you, if I may, what. I think about
profit sharing.

I am somewhat of an artist and a musician, and I made an address
to the Philadelphia Chamber of Commerce sometime ago, and also to
the State college. I just give you this to show the background of
the store and its effect on mo. I told them that artists who workfor money do not paint good pictures or write good com sitions,
because their heart is not in it, they are thinking of something else
than the picture or the composition. I spoke of the joy that goes into
creative work and that a merchant can be an artist in that sense, that
his whole soul is put into it, his job is looking beyond the immediate
reward.
Jo- need not be confined to humble workers and the more basic

trades. It can, it must, and, I believe, it does animate countless nuni-
bers of executives who, in our complicated modern life, direct. great
numbers of workers. They develop these workers not alone for their
own profit and the profit of tie stockholders they represent but for
the general good of humanity, the advancement of civilization, the
raising of the standard of living, the reduction of hours of toil, and
the general bettering of the conditions under which all perform their
tasks.

I am a member of the Bell Telephone board of directors, the Penn.
sylvania Bell Telephone, a" corporation with a soul if there ever was a
corporation with a soul; and after I spoke of what they do for their
300,000 men and women, and the standards they set up in its choice,
its training, its paying of this ret arm, that have made its per-
sonnel the marvel and envy of all idealistic industrialists, I went on
to say :

"Is not this the practical fulfillment of an ideal, and are not all
these laboratory workers, inventors, managers, and members of the
rank and file who really think of the ultimate significance of their
jobs, getting the joy, the thrill, the satisfaction that an artist gets
in his art?

"The idealistic retail merchant, like the heads of other industries,
gets a thrill out of his activities in contemplation of the ramifying
good that follows his efforts to serve the three groups I have already
mentioned-employees, customers, and society. Within the limits of
common sense, of course, and if unhindered by unenlightened selfish
competition,, the nearer hi approaches his ideals the larger his profits.

"If there be cynical doubts as to the sincerity of this statement, or-
friendly doubts as to its truth, many facts can be offered in its proof.

"It is the .avowed purpose of good merchants, and one to which
they religiously adhere, not. only to pay people what they are worth
but also to assume full responsibility for training them so that they
may be worth more.

':Tlis policy, successfully carried out, makes a best store for its
personnel and its customers. It enhances the welfare of the employees
by increasing the quantity and improving the quality of their work."If the store is in a community where its competitors have not the
same ideal, or, having it, cannot achieve its fulfillment, then it inevi-

I 1051-3--$23
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tably becomes the best store. And best stores are the ones which
attract the greatest number of customers.

"Better salespeople make each a larger volumne of sales, and their
nonselling colleagues perform more service tasks per capita, conse.
quently they all earn more.

"Then the quality of selling and service being enhanced, tha re-
sulting increase in goodwill and character makes for larger sales,
with a consequent increase in net profits.

"Service for the good of the community, accomplished by intelli.
gent, adherence to this policy, pays substantial dividends. No one
can have greater reason to be civic-minded than a merchant-he
prospers in direct ratio to the prosperity of his community.

"Philanthropy should be a constant urge. Nowhere more than in
business is there a continuing opportunity to show not only a love
of mankind, but. an opportunity to get 'joy from the daily grind
necessary to make a practical use of such love. A practical day by
day philanthropy is better than a lifetime spent in the anassing ofmoney.". .

Gentlemen, I made a few notes on the train coming (town. Al-
though I have had a sleepless night, I may be able to read this, and
may be able to add to what I have said. *

f have spoken of competition. The 10 percent chiselers which
have been spoken of in some cases make it. impossible for the right-
thinking merchant, if lie wants to keep his business going, to pay the
wages that lie wants to pay, and, on the other hand, we found that a
sacrifice, a reasonable sacifice which affects only the owners of the
business and does not affect the permanency of the business, pays
good dividends.

We feel in our business that we are not only responsible for the
welfare of our own workers, but there are things we can do that
benefit all workers. For instance, during the sweatshop period-
thank God they are gone, we hope-it was well known in the store
that no matter'what competition was, any buyer who bought sweat-
shop merchandise could no longer work for us.

Now as to tho personnel question, I have painted this background
for you, to let you know it is sincere, and I hope you think it is
sincere. I told you my own background and why I have a love for
the fellow who works.

I do not believe that profit sharing is possible. If it were, these 90
percent of right-thinking people in the United States would have
pretty generally adopted it. It has been tried in many places, and,
so far as I know, may continue in some places. We have thought. it
over, schemed about it every way we could. We have always turned
it down. We wanted it. We have told our people, in meetings we
have had, that we wanted it, and if we, -er see out, way clear to put it
in if it was in their interests, we would put it in, but it is our
belief that nothing so directly appeals to the employee as the fat pay
envelope received weekly.

One other thing which very definitely hurts all business in its
ability to pay employees is taxes. In ratio to income the largest per-
cent Is paid by small wage earners. In Philadelphia we have now
an evidence of this, we have a sales tax there. The city is in financial
straits, due to political mismanagement in this Republican govern-
ruent-and I am a Republican-but I call a spade a spade.
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Senator VANDENBERG. You are talking about Pcnrsvvenia.
Mr. TILT. I know. I an talking about Philadelphia at the monient.
Senator VANDENBEwR. There are a lot of other spades in Pennsyl-

vania, too, are there not I
Mr. TILy. Well, I want to keep away from it. Of course, you know

a merchant is so vulnerable he cannot go into politics, but there are
sinners in both parties.

Senator V'A'DENBRO. Oh, yes.
Mr. TiLt. And there are also people who preach against sins in

each party.
The sales tax, which is not only hurting business in Philadelphia-

the local sales tax in Philadelphia only. and, of course, people go
outside-it applies very much more harshly upon people with a small
income than it does on people with a large income. The last. was a
graduated tax. They cannot graduate it.

The P/ percent occupation tax, which is even worse on the poor
people, and despite the fact that the sales tax hurts our business
and that we would lose less if we pay this 11§ percent occupation
tax, I express myself as being utterly" and entirely opposed to it,
because it is what it is.

One trouble is that workers do not understand that they pay the
bulk of taxes, and so they return year after year legislators who
increase the indirect taxation, which they do not recognize. Do you
suppose, notwitlistandiig the fact that in my experience the average
worker or the workers generally are much more generous propor-
tionately than is the average rich man; do you suppose that they
would have, if they had known that they paid the soldiers' bonus,
do you suppose that they would not have iiiarched here in great droves
against it?

The average man on the street does not understand economics. It
is a most inexact science, because science can organize knowledge of
things, but who can chart human nature?

There is no difficulty in understanding the crookedness of the leg-
islator who professes to work for the poor man, trades on his igno-
rance, and selIs him down the river for that modern mess of pottage-
votes. Not one party alone is a sinner in this regard. The sincere
legislator, fortunately, is not absent from our legislative halls, but
very often the sincere legislator who is really working for the good
of the poor man, because of specious arguments to the contrary, and
because he is trading on the ignorance of the economic situation of
this man, sells the poor man ouL

Senator Ilmvruuio. You are still referring to Philadelphia, are you
not, Mr. Tily?

Mr. TILY. No, sir; I am referring to the country generally. I wish,
if I may, Senator, to tell you that even though 1 could afford to be a
partisan, as a merchant one sometimes is vulnerable all over. Achilles
was vulnerable in his heel only, but a merchant is vulnerable all over,
and if he expresses his hone-st opinion, while he niiy please some peo-
ple, he offends a great many ot hers.

Senator IIEamu. .i. No one has accused you of lack of courage,
though, have they

Mr. TILY. Well, I have been accused of it by sonc people; yes. I
have been asked why in the world I did not come oat strongly ?or one
side or the other. I have at times, and may again.
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The poor man has, in the aggregate, a larger stake in business than
business itself. Retailers should, of all classes, be civic-minded.
They prosper as does their own community directly in that ratio. So
it behooves us, I think, to consider very carefully what we are doing
and why we arm doing it, but, above all-and again there is no polit-
ical significance, sir-who is doing it! I think the "who" is the
answer. The "what" you am doing when you come to the economic
situation is comparatively easy. ihe "why" is difficult, because eco-
nomics is the most inexact, science for the reasons I have named, be-
cause you cannot chart human nature. The honest people, honest leg.
islator--and there are a great many in your party, Senator-a great
many in your party-

Senator IIERRlIN (interposing). Thank you.
Senator VAND N:BImG. They have got a monopoly now.
Mr. 'In'y. There ni- a feA: at least in the Republican Party, Sena-

tor, at least a few, a half dozen, maybe, but there are some who are
not only sincere hut, who know. Unfortunately them are many legis-
lators w7ho are perfectly sincere but they donot know, and that is
true of both parties, md consequently they do wrong things. But
the "who" of it is the extremely important thing for the poor man in
this country to consider. Who is doing this workI Who is going
to honestly, without regard to the votes that may be obtained, who is
going to honestly inform the people of the real significance, of the
utmost sincerity'of the things that ire avowedly done for huni? If
that "who" is thoroughly understood by the people, whether the man
be a Democrat or a Republican, if he is right, if he is honest, he
deserves and will get the votes of the people in America.

Senator VANDEN rRo. The public has answered that on November
8, as I understand it.

Mr. Try. You cannot trap me into it, as much as I would like to,
but this is not the rostrum on which to do it.

That is my speech, gentlemen.
Senator HERRINo. I am interested in what you said in reference to

profit sharing. You say you are opposed to profit sharing because
you think the employees prefer the fat pay envelope.

111r. TImy. Yes.
Senator HERRING. We have had a number of executives here who

tire practicing p rofit sharing, and each and every one of them made
the statement that no profit sharing was profit sharing if it affected
the fat pay envelop- that there could be no profit sharing unless an
adequate or better-tian-adequate wage was first paid.

Mr. TLn. Vell, unfortunately, in the retail business nobody has
any monopoly, there is no patent right on anything, and you are up
against your competition. If proit sharing is understood by the
eople--they do not understand it I think in many cases--and if

profit sharing plus the fat pay envelope was possible in our business,
in the face of competition, we would put it in, but we would kill the
goose that laid the golden egg, not only for ourselves but for them,
if we closed down.

Senator IERRiN.o. I am glad to have your expression. I am just
quoting what other men said they have found in their business.

Mr. ILt. I would be glad to iad it, because if it is ever possible
to put it in safely, we will put it in.
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Senator IIF.MRING. May I say that the service we expect to render is

to put before you and other men throughout the United States a
complete survey of what other men have tried, what they have failed
and succeeded with.

Mr. ILY. We will do our utmost to study it in all sorts of ways.
Senator IERRiNo. When you are considering the constantly increase.

ing taxes, we nust consider who it is that asks for the constantly
increasing services which make necessary the constantly increasing
taxes? We can give up these things, our old-age pensions the social
security, and a lot of these things, and not have the taxes, Lt who is
insisting up )n those?

Mr. TILT. Well, I will leave that to you. On the other hand, might
I say in connection with Philadelphia again, it is not a good Repub-
lican city it is a ld Republican city. There are some good ones,
somego Democratic ones, too. Senator Vandenberg may not agree
with that, I think there are some, Senator.

Senator VANDENBERG. I agree with that.
Mir. TILY. Just as there are good men in both parties. To what-

ever extent this is true-and it is true-there was a classic in one of
the Philadelphia papers some time ago in connection with this situa-
tion there. Some fellow who worked for a great many years in the
pity of the Government. and pay of the city finally retired, and he
Qi 'l he could not collect enough'in all the years that he was there to
pay his salary for 1 year. Now, to whatever extent that is true-and
I think it is-I think positions are made -olely for political reasons.
I think the cost of government in this country today is killing-it is
hurting busine-s. I am for reforms in business, but to play up reform
as a.fetish, especially if it is insincerely played tip, it is doing only
one thing-it is stopping the one thing that you are trying to accom-
pli-oh; that is, the stabili ty of employment. The empl,,ee, the labor-
ing man, has a !arger stake in business than business itslf.

I would like to offer this telegram I just received for your record.
Senator ItRNo. It may be printed in the record.
(The telegram referred to is as follows:)

IEmarR J. TILY,
Oare Donald Deipain, Director of Surrey, United States Senale

Suknoiynrttee on Financ', Uated Staloi .Senate Buildiag:
Division of gross earnings between taxes and net profit, 1028, 10 percent for

taxes, and 1037, 47 percent in our business for taxes. Increase in total amount
taxes, 1152 percent In '37 over '2S. Cst of living In Philadelphia, according to
Government fires, all items, June 1130, 97.6. June 1108, 83.1. Our per capita
nonexecutive wages, June 1930, 22.27; June 18, $22.

Senator HERRINo. Thank you very much, Mr. Tily.
Mr. McKenna is accompanied by Mr. Underwood, the secretary of

the Vanadium-Alloys Steel Co.

STATEMENT OF R. 0. McKENNA, PRESIDENT, VANADIUM-ALLOYS
STEEL CO., LATROBE, PA.

Senator HERRINo. Mr. MeKenna you are president of the Vana-
dium-Alloys Steel Co., of Latrobe, P.?

Mr. MCI NLNA. I am.
Senator HERtio. Mr. McKenna, we have your schedule of infor-

ination 1. re which shows you do not have any labor trouble, you do
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have a very interesting profit-sharing plan and that it has had a very
desirable effect upon your business, and we would appreciate it if
you will briefly outline your plan, its inception, what you have
accomplished with it, and so forth.

Mr. McKENNA .. The Vanadium-Alloys Steel Co. was founded in
1910. I came to the company as president in June 1915. Our profit.
sharing plan was adopted in 1920, although it did not become effective
until 1923, on account of the depression in business in 1921.

Stated simply, the plan is: At the close of each fiscal year a cal-
culation is made to determine the working capital to bi" used as a
basis for bonus calculation. This base is the capital stock and surplus
less the cost of securities owned.

There is set aside from earnings prior to any bonus calculation, 7
percent of the working capital tius arrived at, and the amount of
dividends and interest received on investments; and a reserve for
Federal and State taxes.

The net profit for the year is reduced by a total of said reserva-
tions, and 25 percent of the remainder is set aside as a bonus toemployees.The distribution of bonus calculated is arrived at as follows:

The amount of each employee's participation in the bonus is figured
on three factors: Responsibility of position, value of service, and
length of service.

Calculation of each employee's participation in (he bonus is arrived
at by multiplying his annual salary or total wage, his value of service,
by a factor representing rating as to response ability of position, by a
factor attributed to length of service

Rich employee who has been in the employ of the company for
not less than 6"months to 1 year receives a rating of 10; 2 years, a rat-
ing of 12; up to a maxirnuni rating of 20 for tlmos who have been in
the service of the company 5 years or longer.

The value of a unit is arrived at by dividing the total bonus by the
total number of units. Upon the assumption of a bonus of $200,000,
and total units for all employees of 30,000,000, then the valuie of each
bonus unit would be two-tIirds of a cent.

An individual employee's participation in the bonus would be his
annual salary or wage, mutiplied by his rating for responsibility of
position and by his rating for length of service, by the value of the
unit as dete-nied.

I will say that this plan has been in effect since 1920; it has not been
changed. It positively has been understood by our employees, and
it has been very helpful to the company. Our labor turn-over is prac-
tically nil.

In the financial statement which we issued on ,June 30, 1937 1 made
the statement that the men who participated in the bonus in the oper-
ating department--that is, every man who had been in the employ
of the company 6 months or 1onger-that their were only six men
that (lid not participate in the bonus of 1937. In the period of 7
years we only tad six men that left the company, and two of those had
died.

Senator VANDENMERO. I notice from your answer to the question-
naire that it is optional with the employee whether to accept cash or
certificates of investment. Will you explain what you mean by that I
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Mr. MOKE,NNA. In 1920, when this plan was adopted, we did not

know whether a condition may arise where the corn 8aN. may be
making money and at the same time expanding, and Iwhether we
would be able to pay' the bonus in cash, and also we wanted to have
an incentive for saving on the part. of our employees. In the early
years of the bonus plan a great percentage of the bonus was accepted
in certificates of investment, which paid 4 percent interest if the
employee was not. in the employ of the compan-, and a premium of
percent if lie continued in the employ of the company, or the cer-
tificates of investment paid 7 percent interest. We alwaysgave tha
employee the option to accept in cash or to accept in certificates of
investment.

Senator VANDENBERo. Are there still certificates of investment out I
Mr. McKENNA. Yes; there are some out. There were some issued

this year, but not. very many.
Mir. UNDERwooD. About $80,000 outstanding.
Mr. McKF.NN A. About $80,000 outstanding now.
Senator VANDENBERo. Are you still paying 7 percent on these cer-

oificates?
Mr. McKENNA. No; it is 6 percent now. We pay 3 percent plus 3

percent. if they are employed in the company. The reason that we
discontinued thoe certificates of investment idea was there was some
opposition to the company paying 7 percent interest on the money
when we did not need it, and also in the taxes of the State of Penn-
sylvania they interpreted those certificates of investment the same
as money borrowed from a bank, and it was subject to a 4-mill tax.
That was froni 192 practically up to the present time.

Since the year 19,20 our company has paid out in profit sharing an
amount equalt to 75 percent of our capital stock. We have paid
bonuses, from the first bonus in 19"23, in 13 of the 18 years. The
bonus and profit-sharing plan was also put into effect at a time when
this country had very little labor agitation.

Senator 1lEmuxo. There is no question of the basic wage being equal
to the prevailing wage, is there

Mr. McKzNNA. We have always paid the basic wage of the steel
industry, and our rates for the other men are above that for the
industry as a whole.

Senator HERINo. They have what has been referred to t~i the fat
pay enveloo eacih week before you go to the profit sharing?

Mr. MclFNNA. Well, we have some employees who will testify to
that.

Senator IIERRiNO. That is what I understand. They are to appear
today. How many employees do you have, Mr. Mcltenna I

Mr. McKENNA. Approxiinately 500. I think the exact figure is 480.
Senator lrRInmNo. Four hundred and eighty in the plant I
Mr. McKENNA. Yes.
Senator IIERi No. You have had no labor trouble I
Mr. ICKEN NA. No; we never had any labor trouble.
Senator IERRINo. Are your men organize
Mr. McKENNA. They are not organized.
Senator.Hamixo. As I understand it, you feel that this policy of

yours gives you th selection of the best men in the community I
Mr. McKE N NA. It does.
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Senator Hln.iuuxo. Or in tie business?
Mr. lcKrx.N.%. It does.
Senator Ilumixo. You feel it pays from tie business standpoint?
Mr. McKEN.XA. It pays from the i~usiness standpoint, and it enables

us to run our company without nearly as much supervision as would
be necessary if we did not have such a plan.

Senator UHrRitNo. Is there any negotiation with the employees in
arriving at. this dividend bonus?

Mr. McKENNA. No.
Senator IHERINo. Or profit shairiogl
Mr. McKEN NA. No. It i set forth right in the 2.5 percent, and how

it is figured.
Senator IHEauno. But it is not arrived at by discussion with the

employees?
Mr. McKENNA. No. It is absolutely secret. No man except, myself

and Mr. Underwood, no one knows what anyone else gets, becauSe we
rate this responsibility of position, we pay a'skilled man a higher rate
on his responsibility rating than we would, an unskilled man.

Senator HERINo: And in spite of that there is no suspicion on the
part of any of the employees that they are not being fairly treated?

Mr. MC~ENNA. Absolutely. That hias worked to perfeciion. We
have no evidence, except. in one ease, where any information as to
the amount of bonus has been given out up to this last sunirr.

S&.nator HERRiNo. I make that comment because a number of em-
ployers and executives have stated here that they believe the success
of a profit-sharing plan depends upon full information being given
to the employees frankly, so that they may know they are getting a
fair division.

Mr. ,McKENA. I believe our employees thoroughly understand our
plan. and I believe the), approve it.

Senator HERiN-). They know of your net profits, of courseI
Mr. MCKIENNA. It is published.
Senator HERRIo. They know that?
Mr. McK ,N.qA. Yes.
Senator HERRING. Do they know the total amount that is given to

the employees as compared with the dividends given to the stock-
holders?

Mr. McKENNA. Well, there are a great many of our employees that
are stockholders and they would get our statement.

Senator HVIRRINo. I wonder if you have any idea of the relation
between the amount annually distributed to the employees as profit,
sharing and the amount distributed as dividends?

Mr. U1NERwooD. We can supplement that report and mail it in.
Senator HRuo. In 1937 what was the bonus?
Mr. McKENNA. The bonus was $247,000.
Mr. UNDERwooD. We distributed $900,000 in dividends and the

bonus was $247,000.
Senator HymRRo. You distributed $247,000 in bonus and $960,000

in dividends?
Mr. McKENA. Yes. We paid out every cent we made in dividends

in those years, on account of the undistributed-profits tax.
Senator HEI-o. That looks like a fair division.
Senator VANDENBERG. It is a ratio of about 4 to 1.
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Mr. 3McKE.-;.A. I1 1929 the proportion paid as bonus would have
been higher, on profit sharing.

Senator IIERRINo. It 1929 it would have been higher?
Mr. MCKEN,. Yes. You see there is a 7-percent reservation, so

the company would earn 7 percent before we would have any profit
sharing.

Senator lfR nxo. Then your profit-sharing plan was really giving
more to the employees thani the fornier bonus plan I

Mr. McKE.,NA. What is that I
Senator HuiRiNo. Your 1rofit-sharing plan was really giving more

to the employees than the former [plan, when you did away with it?
Mr. 3McKE-N.. We never did away with any plan. The plain was

adopted in 1920 and it has continued exactly as it was started in
1920 without any change.

Senator IltraRIO. I understood you were calling in the 7-percent
certificates of investment.

Mr. McKr.N.A. That is optional with the men. They can still ac.
cept the certificates of investment if they so wish, but the company
has always been ready to retire those at any time. We found that
the men used those certificates of investment to buy things that they
wanted, and they generally were desirable things. It. has been
stated-I have not checked it, but probably close to 90 percent of
our men own their own homes, and many ot the men took those cer-
tificates of investment for the purpose of buying tie home, and for
whatever purpose they wanted t hem. We'never refused to give
them cash for the certificates.

Mr. UN wFRwooD. May I say on the semiannual interest period we
always offered to redeem any outstanding certificates of investment.

Mr. McKEN ',NA. You see, 'he pressure on the company was rather
to retire those certificates of investment, rather than have them
outstanding. Because, first, the interest was 7 percent when we
could have borrowed money at much less than that, and, second,
before the manufacturers' exemption on the capital stock tax in
Pennsvhvania we felt it was very unfair to consider that as borrowed
money, when we had (overnment bonds and other bonds of a greater
amount, and it was evident we were not borrowing that money
because we needed it-we were, doing it for the benefit of the em-
ployees, but they never would recognize that.

'that is one of the taxes that we were very much disappointed in.
Senator IIERixo. In spite of that disadvantage to you, you still

permitted them to invest in it I
Mr. McKEINA. Yes.
Senator V.NtENnrmo. In 1933 you paid no dividends to stock-

holders? Were there any bonuses %it 1933?
Mr. McKEN-NIA. In 1931, 1932, ind 1933 there were no bonuses, and

our employees did not expect them, because they knew the condi-
tions of thel plant almost as well as our accountants did.

Senator Il[.RRmzo. You had the profit-sharing plan at that time,
didyou not?

3ir. McKN.-;A, Oh, absolutely.
Senator ]EnRBi-o. Do you think the profit-sharing plan had some-

thing to do with. your being able to pay the profit sharing to the
employees after that f
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Mr. McKr A. I have no doubt that our profit-sharing plan has
increased the efficiency of operations of our plant. sufficient to justify
it to our stockholders. Our stockholders, directors, and management
are all of that opinion. Plans identical, or not identical but modeled
after this plan, have been adopted in two other industries in our
own town, Latrobe, and they work successfully, and they have been
adopted by a plant in Pittsburgh, a larger pfant, and have worked
succe(sful(v there.

Senator'ttiE B-o. I think you have made a real contribution. We
appreciate your coming, Mr. McKenna. I understand two of your
employees are in the room, and they are going to testify for tI'em.
selves.

Mr. MKENA. Yes.
Mr. UNDERWOOD. I would like, just for _your own information, to

LVe you some indication of how it has .-o;ked out. This is a secret
DnlIS.

Senator IIERmNo. This is Mr. UnderwoAl, the secretary of the
company'

Mr. UNDERWOOD. Yes.
Senator IIERRIN.. We would be glad to hear from you, Mr. Under-

wood.
Mr. U.-NDzawooD. In 1929, just as an illustration-vou asked us

whether or not we paid the wages in addition to the'bonus. This
is not an outstanding example. It comes to mind simply on account
of mv familiarity with the rld gentleman. lIe was 80 years old.
lie was a janitor in our building, and with his bonus he made for the
entire calendar year of 1929 something over $179 a month. Laboring
men, hammer men, men working on abor rates range from $160 to
$170 up to $275 and the more skilled men on up from that.

We have the record of having paid a blacksmith as a bonus in 1
year over $1,100.

Senator HFnixo. $1,100 bonus. How much did he get in wages
that year ?

Mr. U nFRwooD. I do not know what the wages were.
Mr. McKrN.NA. About three times that much.
Mr. UNDEVwoo,. Approximately that.
Senator llwnto. He had a fat envelope, then, in wages?
Mr. UNDERiooD. Yes; about $3,700, I think, in addition to that.
Senator VANDYNBERO. Do you need any more blacksmithsI
Mr. UNDMWOOD. That is not an isolated example.
Senator HtRRiNo. Go ahead.
Mr. UDERwooD. Here is a man on the milling crew, $1,019 bonus.

The master mechanic drew over $2,000 bonus for that year. Iere
is a laborer, $235.44. These are some of the smaller bonuses. Here
is a bonus of $P4. That meant probably that the man only worked
6 months of that. year. Men in the rolling mills drew from $180 up
to some of them, over $1,100.
in addition to that I just want to tell you about. the white-collar

people in our office. We have 15 girls, and before the last reduction,
effective April 1, the average of those 16 girls was $152 a month. That
10-percent reduction affected the girls getting $100 a month or less.
Now, with their bonus for 1937, they averaged $182 a month, or a little
over that.
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I am not going to make any oration here, but this was written by

Roy McKenna at the inception of this thing. lie says:
The prosperity of any company is due to a combination of reaqonn_ Pros-

perity is not always due to good management; It Is really more often due to
trade conditions of a particular industry being favrable, and in these periods
of prosperity eien companies poorly managed make large profits. The em-
ployees have as much right to Ehare exceptional prosperity due to trade condl-
tions as the stockholders.

Tiat was a little over 18 years ago that he wrote that.

Paying the basic wage and fair wages, and dividing such profit with your
employees, I am unable to see how any objection to that can be based on any-
thing other than absolute selfishness of one kind or another.

Senator ItRzixo. Your men have reasonable permanency through-
out the vear, do they I

Mr. eNDEVAwOO. "Just as much as we are able to give them.
Senator IlERRINo. More than 6 months?
Mr. U.N LRwooD. Natu-ally, when conditions arise that create more

work, we must enlarge the number of our employees. That is the
unfortunate part of it and the reason that we cannot maintain it
definitely at the standard iate. We could not 1Kssibly employ all of
those employees today.

Senator flai.No. I understand they have a fairly ,teady annual
working period.

Mr. ffcKE,.x.%. We -an steady and gave full employment to our
men for a period. After 1922 to1 29 1 (to not believe we ever had
any man miss a day's work on account of the company not having
business. Of course, in 1931 and 1932, and particularly this last
year, our operating conditions have been xd.

Senator lIhamuo. I think you have made a very fine statement.
We have two employees of your company here, and I think we will
recess until 1: 30, so you may have a chance to go home before they
test i fy.

31r. UvaNwDMAo. I was going to suggest that myself.
Senator Htni.No. We will recess until 1:30.
(Whereupon, at 12 o'clock, a recess was taken urnil 1:30 p. in. of

tihe -ame day.)
AFiERNOON S-ASION

(The hearing was resumed at 1: 30 p. in. pursuant to taking of
the recess.)

Senator 1aINmGo. Mr. Martin A. Lawlor, hammerman from the
Vanadium-Alloys Steel Co. of T1atrobe, Pa.

STATEMENT OF MARTIN A. LAWLOR, LATROBE, PA.

Senator IluntNo. You are employed by the Vanadium-Alloys Steel
Co. of Latrobe, Pa.I

Mr. ,AWLoR. Yes, sir.
Senator litmNe. How long have yol been with that company!
Mr. LAWLOR. I have been in the service of that company 23 years.
Senator HrmiNo. Mr. Lawlor and Mr. Hummer came here entirely

voluntarily to appear before the committee and speak from the
employees standpoint. I will be glad to hear from you, Mr. Lawvlor.
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fMr. LAWLOR. Senators, you have heard the report of Mr. Roy
McKenna and 'Mr. Underwood beforehand, which I am very truthful
in saying that every word of those two gentlemen is absolutely
the truth.

I will give you outline of the profit-sharing and how it has benefited
the employeelow lie has participated in it.

In 19"20, when Mr. Roy MeKenna put this profit-sharing plan into
effect, he sent each and every individual employee of the company
a typewritten letter and he explained rnd outlined how it was
goiirg to be operateA. For the first 3 years we were in bad luck,
bit ini 19,23 we were paid. Each and every individual who received
this bols-my next. floor partner to me does not know what I draw
and he does 'know that I don't know what lie draws. That is
in absolute confidence among ourselves, and furthermore our own
wives are not even allowed to know. And we don't tell them.

Gentlemen, to make it Lrief for you, I have been with firm for
23 years and I hope to remain the next 23 years, as long as I live,
witb them. It is the greatst company in ihe United States. We
are only a small institution rut. I think we can set an example to the
world, that we have challenged the whole State of Pennsylvania
or the outside to compare with this system that we have.

Our system of bonus does not mean a wage. Our wages are sepa.
rate frm our bonus, and as we go along in our plant, we know
nobody as a laborer. Our plant is operated and supposed to be
known as all skilled labor and mechanics, and we don't like to call
a man a laborer, because that kind of belittles a man. No man likes
to be called a laborer. That is our attitude toward him.

In our 27 or 28 years, I think it is today, we have never had one
ounce of trouble ii that company. And, gentlemen, there is a rea-
son for that. That comes from the standpoint of the leadership of
the men whom you are working for. It is Roy McKenna. He is
the greatest man" that I know in the United States today at the head
of an industry. Ile thinks first of his employees. It he makes a
dollar, his employees are going to benefit by it, and as I am sitting
right here today, or yesterday, a bonus was paid by the Vanadium-
Alloys Steel Co. Can you understand that, and with the bad year
that'we hadl The first 5 months we made money, and the last
7 months we lost money, but Mr. Underwood nailed a bonus check
out to 467 employees yesterday, which was a bonus paid. which is
ill no way to compare it. with our yearly salary. As 'Mr. Underwood
outlined to you, our blacksmith receiveil $1,100 bonus in 1929, which
was absolutely the truth. le did.

Now, I know this bonus situation, what it has done for me indi-
vidually. I bought my own home out of my bonus money. I never
bought'an automobile with money that I actually had to go out and
vork for, because it was bought'out of my prolt-sharing plan. If

I worked for anybody else, I could not have those things.
That is why I'am down here today telling the truth of what Mr.

McKenna's plan is outlined by. I want you to know that our men
have spoken about the bonus ihat they have coming to them. They
were worried that they were not going to get. it. They did not
mean any harm by that, but they heard that there was going to be
a little bonus, and they had been waiting* so long an( they kind



PIIOFIT-SiIAIINO SYSTEMS AND INCENTIVE TAXATION 359
of got worried, but last night tiley were taken off their feet, and
they were presented with their checks.

Whether a bonus would be paid ill the Vanadium-Alloys Steel Co.
or not there would never be an- discontent among our men. We
have tile greatest bunch of men in Pennsylvania in our plants. We
are not organized. We are not against'organization, but we have
something better than organization. There is no organization in the
United States that can compare with this system which Mr. Roy
McKenna has given to his epil)loyees. This man did not have to give
us that. Ie lust voluntarily, 20 years ago1 made that up himself
and it has worked out and worked faithfully and truthfully, and, as I
sid, the next man to me does not know what I am drawing, or I
don't know what he is drawing. If he draws $1,000, that is his
business, and if I draw $1,500, that is my business. Nobody knows.

Furthermore, we don't like anybody to go out and broadcast what
they are making, because we don't think that is fair. If a mail
makes $15 or $20 a day, we believe that is his business, and it will
create that kind of confidence among the men. That is why we
have such great cooperation and harmony among our employees with
the main who owns the plant. Each and every individual in our
plant today-I will say 90 percent of our employees---are all prop-
erty owners, and they'look forward to this little bonus, because it
has pulled many a man out. of a hole; it has built many a man his
home and paid his taxes and paid a lot of doctor bills which other-
wise that. poor man would not have been able to do.

In the last 10 years in our company it is almost. impossible to get
a job in our plait. We have lost 5 men in 10 years. Four of them
retired and one of them died. That is the way we lost those men.

So, gentlemen, I have given you the history of what I think, which
is absolutel- the truth, of our profit-sharing plan, and every word
that I have'told you in that respect is absolutely tie honest truth.

Senator IlFjmniNo. You are a hainmermnan. I don't know much
about tie steel industry. What does a hammerman dot

Mr. LAWLOR. That is one of the hardest jobs in the steel industry.
That man faces nothing but hot. heat all day long, and it ij nothing
but hard work. To be a good hammennrman, you are supposed to
have strong arms ani a strong back and be weak in the head. You
have got to have lots of muse e.

Senator IlIMuNo. And a good voice
Mr. LAWLOR. And a good voice.
Senator IIERRIo. That is most interesting. We are very glad to

have your contribution.
Mr. Iluniner is the next witness. Thank you, Mr. Lawlor.

STATEMENT OF HARRY R. HUMMER, LATROBE, PA.

Senator IhI, xo. You have had 20 vears of service with the Vana-
diuii-Ahloys Steel Co., I understand, 11r. Hummer. You also come
here voluntarily?

Mr. Ilumr.%ti:. Yes, sir. Do you want me to give a brief outline?
Senator IIaRIxo. What do you think of this policN I
Mr. IluMsIR. The bonus system, or profit sharing, as we like to call

it better, is something that was put into effect back in 19-21, and all
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down through the years, as has already been testified-the first 2 years
were bad years, and there were no bonuses-but since that time
there have'been paid 13 bonuses, and we have looked forward to
it and expected its coming each year, and, as was testified by Mr.
McKenna, we all know practically what the bonus or the profit sharing
is going to be, xecau tie amount is published in the financial state-
ment. If, for instance, the total amount is $25,000 or $30,000 short
this year from what it was last year, we can very easily with a pencil
and paper figure out what we are going to get, what percentage of the
previous year. It is altogether regulated on the profits of the com-
party; 25 percent of the net profits are distributed among the
workingnen.

Sometimes in campaign affairs or things of that kind-Mr. Me.
Kenina happened to be a candidate for Congress this year-they tried
to create the impression that it was for only the big shots "of the
company. That is not true. The snmallest-pid employee participates
in the profit-sharing plan, and the actual fact in the matter is that 77
men employed in the company received more of the profits than the
directors. 'When I say the directors I mean the unemployed directors.
Some of our directors are employed and get a salary, but t7 men in the
plant received better profit sharing than the directors themselves did,
and so it, is distributed rather equitably all the way around.

To -ne and to all of the rest of us I think we have observed this-
that the profit-sharing system sort of puts a position of trust on us;
in other words, ve are looking out for the company's interest, natu-
rally, and we try to do our best work. We have never in any way been
coe ed; it is not a sped-up proposition; in fact you cannot speed
ip a tool-steel business, as it is quality rather than quantity. There

is no coercion or any speeding-up process at all in order that this
profit sharing or bonus might be larger. For that reason there is
practically very little supervision over the men. By that I mean that
each man feels that he is or has his own particular work to do, and he
take. the responsibility upon himself, and the superintendent or the
works manager possibly does not speak to us so far as work is con.
cerned more than half a dozen times in a ear. I can truthfully say
that for mv;elf. I have my work to do and I know what it is and I
2o about doing it.

it-. Underwood did disclose about some of the wages; that is,
the profit sharing in proportion to wages. What Mr. LAwlor said is
so, that we do not disclose to each other how much we get. The men
themselves feel very kindly about that. For instance, perhaps the
electrician draws the same wages or within a few dollars a month of
what I draw, and the profit sharing would come along, and he would
get $15 or $20 more than I, or he might get $15 or $20 less than I do.
It might, we think, cause trouble if we actually know what each
fellow got. So that has never been brought up or is never, I believe,
really thought of, and we try to keep that matter quiet so far as we
can. Personally, I have drawn as much as 3' percent of my wages in
profit sharing in a given year. That means in plain En glish that I
got 18 months' pay for working 12 month'. That is not telling very
many details out of school, but if you icnow what you get in the
percentage, you know very well that it would be added on to your
salary. at is what it amounts to, that much, that I have actually
gotten as much as 16 months' pay for working 12 months.
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The matter of the homo owners that has been mentioned is true.
Most of the men of the plant own their own homes.

As to organization, the matter of organization tie C. 1. 0. or the
American Federation of Labor-during the troubles when they were
trying to organize other places, they never even approached us. They
never even interviewed any of our men; they never came near the
plant. They made no attempt to organize us. They knew very well
that there was no use.

Another thing--our plant is not enclosed; our watchman does not
carry any revolver or any gun. We have one watchman, and about
all that he does is to go around and punch the time lock as a safety
against fire or something of that kind.

We have never had anything in the way of labor trouble over all
of these years, and it, has away-s Iben froni the beginning that I could
go down and walk into Mr. f cKenna's office; or I could walk iinto
Mr. Bowman's office, the works manager; or I could go down and
say to Mr. Underwood, "I am hard up, and I need $100 or so to run
ne over for 3 or 4 months," and it was handed out to you and very
few questions asked about it.

In addition to our profit-sharing plan we have a bathhouse, a i-oc-
reation room, which cost in the neighborhood of $ 30,00O. Every nian
has a locker. We can go to work with our good clothes on hang
our street clothes in the locker, and put on our working clothes
We have a stean-heated building a recreation room, a reading room.
and we have shower baths--probably upward of '25 shower baths.
That is our recreation room at the plant.

Then in the summer-in fact, we have it all the year round, hut
principally used in the sumnimer-we have what we call a recreation
farm. That. is for the use of the employees without any charge. A
little group of men, half a dozen or so, can get together nd they can
have the use of that room for the evening for their own crowd, pro-
vided they ask for it ahead of time. Otherwise, it is open to anybody
in the employ of the company to go in at anytime, but we make that
as one of the features of the company.

There we-v 401 that participated in the bonus this year.
I think that has covered it fairly well. I would be glad to try to

answer any questicns that you might ask me.
Senator Rmin1o. Perhaps I should have asked this of Mr.

McKenna, but is your production limited to vanadium alloy steel
Mr. HuMmm. 8metimes that is confusing. It is not the vanadium

ore itself. That is simply the name of the steel company. The
company manufactures tool steel and vanadium is one of the ores
that enters into it.

Senator HEnniNo. You use vanadium, do you not ?
Mr. Humlm. Yes; but there are other things used quite largely,

such as cobalt and tungbten ore and things of that kind.
Senator 1lhmixo. There is no monopoly upon the supply of vana-

dium that your company holds over any other company
Mr. HuimER. No; that vanadium really hardly means anything to

us. It has nothing to do with the supply of vanadium or anything
like that.

Senator HEnNo. It does not?
Mr. HuMMER. It is just, merely a trade name, because one of the

component parts of tool steel happens to be vanadium, but it is not
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the outstanding part. Tungsten and cobalt and sonie others are very
important, too.

Senator IIFRRiNxG. You don't know of any reason, then, why aiy
other plant in the same line of business coihl not operate with the
same kind of policyI In other words, your company has no advantage
in that way over what any other company might have I

Mr. IUMMER. Absoluttly not. There is no monopoly in any sense
or in any way. We have another company in the same town the
Latrobe "Electric Steel Co., that approximately does the same kind
of work and makes the sme kind of steel-approxiiPately the same-
tool steel. And they are continually having labor trouble. They do
not have a profit-sharing system. During the strike or during tlhe-
spasm of sit-down strikes, the-y c.Ame in and organized the other com-
pany in our town, and they did not do any good by organizing them
and only made a lot of confusion, and as I said, they never even
bothered us They knew there was no use.

I want to create this impression also, that ,Mr. McKenna and the
other heads of the works teld us that. at any time that if we wanted
an organization, it was all right to go ahead. le told me that per-
sonally that if we wanted to organize, it was all right, and I even
asked him if he wanted us to organze, and lie said "That is up to you;
if you want to do it, all right."

At any time that any" person has a grievance he can walk into the
office andl state his grievance and be assured of a good hearing.

I think another thing that I might mention that reflects the char-
acter of the men in the plant-we take up a community-chest fund
in our town every year, and the Vanadium-Alloys Co. is outstanding
in the amount of money they contribute to it. We feel that the men
have been educated imp to a system of sharing with others, simply
because Mr. MeKenna has shared with us, and it has always reflected
it in these other things. Even a hard year like this when wages
were somewhat reduced, the cards in the plant averaged about $2.75
apiece to the community chest. The highest, contributed by a work-
ingman, not a foreman or a boss, was $18, and front that down to $1,
but the average was $2.75 per card. I think that speaks for con-
tented employees.

Senator lir -.,-o. You do not think it requires any great knowl-
edge of economics to show that you are satisfied andi contented with
this system I

Mr. Ilwu smn. No; it. is not necessary for us to understand that,
Iccautse it shows of its own accord.

I am just going to just step over the line and tell you that in the
13 years I drew in bonus $7,559.43. That is an average of $581 a
year. I would just as soon that not. be published in the papers.

Senator Ir1.RiNo. How much experience do you have to have to
he a good roll turner? I understand that is your assignment or %our
work.

Mr. ]luumwrm. My work differs a little from Mr. Lawlo-. lie says
he has to have a strong back and a weak head. Mine is a little lit
the other way. My work is not heavy or laborious. A roll turner-
I told a person one time that, I was a roll turner, and he asked me
what bakeshop I worked in. So if any of you have been in a rolling
mill, you necessarily know that therm has'to be rolls or shapes for



PROFIT-SIIARINO SYSTEMS AND INCENTIVE TAXATION 363
tie steel to pass backward and forwarxl through in order to shape the
steel. That is what I do. Take thee rolls and turn grooves in them
so that the steel can be reduced from a 4-inch square ( own to a 1-inch
round or any particular size. W e roll (town as small as a quarter of
an inch, and that has to be within three one-thousandths of an inch
perfect in a !J-inch round.

Senator IIuiaxo. This is most interesting. 'We appreciate very
much your coming hero and telling us about it.

Mr.'1lumrR. I would like to emphasize that too-I an a lathe
man. Roll turning is done on a lathe, something similar to machinist
work. I have two bum fingers that have been bunged up working at it.

We have been so fortunate, I think, compared to a lot of other
workingmen that we are just bubbling over with enthusiasm because
we feel we have been treated white.

Senator VANDENBERa. That is a very good contribution and a very
good tribute to this employer.

Senator IlmE xo. We appreciate very much you and Mr. Lawlor
coming down.

Mr. IuMME-. Thank you.
Senator ERR iNo. The next witness is Leo M. Cherne.

STATEMENT OF LEO h. CHERNE, EXECUTIVE SECRETARY, TAX
RESEARCH INSTITUTE, NEW YORK

Senator HERRINO. ri'. Cherne is executive secretary of the Tax
Research Institute of New York City. Mfr. Cherne has voluntarily
conducted a survey of his own as to sentiment in connection with this
survey which is being made here, particularly as to incentive taxation,
and he will give us a review of that, will you not, Mr. Cherne? Is
that your purpose I

Mr. CliruiN.. That is correct, Senator. I might amplify on your
last comment and state that this survey conducted by the Tax Re-
search Institute, relies entirely upon independent figures and analyses
utilized by ourselves, and in no way required or received any recourse
to your own records or the records of this committee.

Senator IliRmmo. Will you just briefly state what. your organiza-tion is, what it consists of, andl what your'purpose is?

Mr. CHERNr Yes, sir. Our organization was organized under the
laws of tie State of New York as a corporation approximately 4 'ears
ago, for the purpose primarily of pooling contributions of experience
and adjustments of businesmen, professional men, labor-union execu-
lives, social workers, and members of the various governmental
agencies throughout the country. It was our belief at the time, and
our belief has been justified by experience, that the new legislation
within the last 0 years has creAted problems with which the average
businessman and even the average professional man is not competent
to cope without guidance that is very frequently not forthcoming
from any source. It was our object therefore to form an organization
without economic, political, or social bins for the purpo of di emi-
nating every) available bit of information or. legislation and govern.
mentall activities. To that end, we have cooperated with vvery
governmental agency, Federal and State, that has requested our
cooperation. lN in turn expect cooperation from them in the dis-

11QM13-39-----24
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semination of the information that is the backbone of governmental
activity.

In the course of this survey up to last night-our tabulation was
completed at 1:30 this morning, and at that time we prepared this
analysis. Up to that time, 3,200 businessmen and professional men
largely, were represented in the final tabulations. Of those 3,200
executives and professional men, they represent companies which
employ approximately 00,000 people.

Imay mention at this point. that in every answer to our question-
naire, which I ask to be inserted in the record in connection with my
testimony (the questionnaire will be found at the end of Mr. Cherne's
testimony), we have broken the answer down to determine how many
employees are either represented or affected by the answer to that
question. On the basis of the tabulation on the first 3,200 question-
naires, we have been able to find what can be accurately recorded as
the opinion or the desires or the action of employers throughout the
country employing approximately 6,000,000 employees, all members
of the Tax Rezearch Irnstitute. 'We have found consistently in all of
the surveys conducted by the institute that from the time that. 2,00)
questionnaires were tabulated to the time that 10,000 or ani- number
are tabulated, there is a deviation of lkss than 1 percent, so that we
can accurately regard this survey as representing the opinion of this
group, this group of employers'and professional men, labor unions,
trade aswociations, and others, who employ approximately, on the
basis of the projection we made of this questionnaire, 6,000,000 people
in the United States.

Senator VAN -iwro. Do you think this would be a little more re-
liable index to industrial thought than the resolution adopted by the
executive committee of the National Association of Manufacturers!

Mr. CiiRNY. Senator Vandenberg, I might say that you put. me
on the spot with that question, but I will try and answer it indirectly.
We have found in our contact with the business executives in the
course of this 6 weeks' survey, that asking this question: "Are you
in favor of incentive taxation?" the larger the income of the corpo-
ration which the executive represented, the more q'iickly w6uld the
answer be forthcoming, "I am not in favor of incentive taxation."
But we then asked these executives, "We should like your opinion of
the following four legislative proposals," including among them the
repeal, for instance, of the excess-profits tax in order that business
might be free of the cloud of a posible 12-percent penalty for busi-
ness that is too good and unanticipated at the time the original value
was declared. With equal speed n each of those cases, the executive
replied that he is not only in favor of it, but he has been advocating
it for years. To which our answer immediately was, "Well, that is
incentive taxation."

We have found that of the 14 legislative proposals or suggestions
that the institute has formulated, as close to a unanimous opinion as
is capable of being found in the business world, demonstrated to us
support for those legislative proposals. I may be putting the cart
before the horse in that case. The institute is not primarily in-
terested in preparing legislative proposals. It is not interested in
legislation of any kind or the fostering of legislation. It is interested
in the securing of opinions of businessmen, and when that opinion
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is made vocal, tie opinion of our membership, to prepare alternative
methods of accomplishing those things and presenting them to the
proper governental bodies for whatever action they care to take on
them.

With that point of view in mindl, we have prepared legislative sug-
gestions, alternatives, and some even contradictory, for any action
that this committee or any consideration that the su-omnmittee might
care to give to them.

Senator VA EuNx wRO. The answer to my question is "yes"?
Mr. Ciuams. That could be the answer to your question.
Senator V.ni..NBao. All right.
Mr. CliENt. Now, may I stress just one more point before I go into

lte survey itself I
The institute has no political or economic opinion. I mention that

briefly. The best testimony to that fact is the fact that among our
memfership we have, as I have stated in our report, a large number of
Wall Street bankers and the most powerful labor unions, the eastern
manufacturers, western wholesalers and retailers, Democratic news-
papers and Republican newspapers, corporate executives, and social
workers.

Senator V.%.-EnERO. You are running a coalition.
Mr. CIwTNx. Ours is perhaps the most effective caucus in the coun-

try, and I might add that more than 200 members of the United States
Congress are receiving the biweekly repot s of the institute.

May 1 take the liberty of prefacing the survey conducted by the
Tax Research Institute of America with several introductory coin.
ments which will clarify the institute's position in relation to the
information about to be presented?

The institute's purpose in cooperating with this conunittee, as with
every other committee or agency of the F'ederal and State Governments
which has requested its assistance is in consonance with the purpose
for which the institute was founded. The institute is a corporation,
organized under the laws of the State of New York. Among its pur-
poses, as quoted from its corporate charter, are:

To disseminate Information and statistics with respect to the tax and revenue
laws s * 0 to procure uniformity an! certainty in the administration awd
application, and to advocate coonrtluation of the tax laws and revenue acts of
the States and of the United States 0 0 * to facilitate the pooling and open
discussion and promulgation of the most economical and effective methods of
tax control. 0 * *

Thus, essentially, the purpose of the institute is to bring about a
better understanding by businessmen of Government activities and. by
the Government of businessmen and theis activities.

The annual survey conducted by the institute among its members
has enabled the pooling of the best individual business and profes.
sional brains, and the mutual enjoyment thereby of the pooled infor-
niation of thousands of business and professional organizations.

The institute, in its dissemination of information both to sub.
scribers and members, has no opinion, is not guided by any political,
economic, or legislative conclusion. Its sole function is to analyze
existing and prospective legislation and governmental developments.

In the course of the analyses, the more than 40 tax and legislative
experts in the institute's research division are directed to reach a.
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conclusion as to what a proposal means, what its effect will be, andl
what. the institute's membership should ( do about it.

The nonpartisan and unbiased character of the analysis is best.
guaranteed by the fact. that the membership includes the greater
number of Wrall Street. bankers, as well as the most powerful labor
unions, thousands of western industrial organizations and thousands
of eastern business firms, corporate executives, social workers, Demo-
cratic newspa) ers, Republican newspapers, more than 200 members
of the United States Congress and officials in almost every State
government.

To summarize the survey itself:
First. At the request of your committee, the questionnaires were

confined to the following broad national problefls: What (toes the
taxpayer think about today's tax lawl What are the effects of the
1938 Revenue Act upon business, professional activity, or all other
activity?

The second phase of the inquiry was directed to the pNossibility and
advisability of incentive taxation for business expansion an im-
provement. Under this phase of the study, the institute sought. to
find out what business would actually be willing to (o in return for
tax alleviation or tax rewards.

The third phase of the survey was directed to the examination of
profit sharing and employee benefits. The questionnaire at this point
analyzes the plans, benefits, and facilities which are now in existence;
the expense of such plans, the effectiveness and the value of profit.
sharing;-and what to me is perhaps most important-how many
of the businesses now utilizing the profit sharing principle would
discontinue their plans were there no employee resentment over the
discontinuance.

Fourth. The Institute proceeded to determine how many business
organizations would volmtarily establish a )lan of sharing profits
with employees if comlpensatory tax benefits were allowed to such
businesses.

Fifth. This survey will show how many and what type of business
men favor tex rewardts for profit sharing, plant expansion, and in-
creased emF loyment, and how many of the institute's members do
not. favor tt e "use of our taxing system for these purposes.

In conclusion: I will respectfully submit the legislative proposals,
prepared by the institute, which are designed to effectuate those tax
plans which vhe institute's membership favors.

In this speecfi analysis, despite the act that less than 6 weeks have
elapsed from the time the institute questionnaire was sent to mem-
bers, more thaRT, 3,200 business and professional organizations are
represented in cae tabulations, and these firms employ more than
000,000 employees. The institute has found in the answers of each
of the surveys conducted by it that after the first 2,000 questionnaires
have been analyzed there is invariably less than 1 percent deviation
in the answers from that point on to'10,000 or any number of ques-
tionnaires answered. Thus, the findings I am about to present may
be accurately regarded as representing the plans as well as judgments
of the entire membership in the Tax Research Institute-eniplover
throughout the country employing more than 6,000,000 employee..
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Wlom does tile survey cover I Of the 3,200 questionnaires tabu-
lated and analyzed I,-q' are from manufacturing businesses, 754
wholesale 719 retail, 362 service organizations--we will show how
many and what types of businessmen favor tax rewards for profit
sharing, plant expansion and increased employment, and how many
of the institute's members do not favor the use of the taxing system
for that purpose-now to continue--179 financial firm 28 law offices,
28 accounting offices, and the balance, labor unions, trade associations
and nonprofit. organizations. It will be noted that several hundred
of the business organizations have indicated they serve a dual func-
tion, such as wholesale-retailer.
0f the business organizations, 336 of them operate as individuals,

154 as partnerships, and 2,68 as corporations.
Among the corporations which are involved in tie tabulated sur-

vey, 1,545 have incomes of 1$5,000 or less, while 1,123 show more than
$-2,000 income.

1 might state in passing that in the compilation of this survey
the institute utilized the assistance of almost every one of the 40 of
the legislative and tax experts who are on our stall.
Senator lErNxo. And how many questionnaires did you say that

the survey covered?
Mr. CliERNE. About 3.200 were returned. As I stated, among the

corporations which are involved in the tabulated survey, 1,545 have
incomes of $25,000 or less, while 1,123 show more than $25,000 income.
We broke the corporate income at that point for the reason that the
1938 Revenue Act also breaks it at that point in its application of the
undistributed profits tax.
NowP as to the handicap by the undistributed profits tax: The

fourth-question asks corporations: "Have you been handicapped
by the undistributed profits tax#" One thousand six hundred and
seventy-seven of tile corporations state yes and 681 no.

Breaking this problem up, the institute asked whether the tax on
undistributed profits restricted the following business activities: 945
organizations find that the undistributed profits tax has restricted
plant improvement, while e 681 find that it has not; 796 have been
restricted in plant expansion, 470 have not; 961 have been restricted
in the retirement of debt, 371 have not; 1,521 have been restricted
in the retention of reserve. for future needs, 238 have not; 6.30 have
been restricted in enlarging employment, 489 have not.

Tite lack of 1938 profits, I might" mention at this point, is tnques-
tionably an important factor in several of the cases for the indica-
tions that the undistributed- profits tax has had as slight-if the word"slight" can be used-an effect as these statements would indicate.
Te identical question was asked at the close of 1937, the year when
business was good, and we found that at that time 78 percent of the
business and professiolal men answering as to the undistributed
profits tax fond that it did handicap their business, while at that
time only '22 percent answered that it tid not.

Of the entire group we find that 101 organizations have been re-
stricted in no way by the undistriblted-profits tax.

Of particular importance in the above is the fact that the undis-
tributed-profits tax has apparently, or is believed by businessmen,
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to have most seriously restricted tile creation of a backlog for future
business needS, depression or adversity.

That one effect is the one which elicited the greatest number of
affirmative answers to the question "Has the indistributed-profits tax
handicapped you in that respect

The seventh question asks whether the 1938 tax law will compel
these business organizations to distribute dividends in excess of the
amount. they would have ordinarily distributed in accordance with
corporate policy. Nine hundred aid fifty of the organizations say
that it will, as against 1,287 who say that it will not.

Bear in mind in this connection tiat tinder the 1937 Revenue Act,
corporations with income of 25,000 or less are not obliged to dis-
tribute dividends, and even if they do distribute dividends, there
are no tax credits which will compensate them for such voluntary
distributions.

In this connection it must be pointed out that the corporate organ-
izations showing an income of $25,000 or less are not compelled by the
1938 Revenue Act to distribute any dividends and there are no credits
in the 1938 Revenue Act for corporations of this size for the distribu-
tions. It is interesting in this connection that the institute's survey
conducted in December of 1937, before the undistributed-profits tak
was modified, shows that 72.2 percent of all business organizations
surveyed were compelled to distribute dividends in excess of the
amount they would have dist ributed if they had followed their own
business judgment, while only 27.8 percent stated they would have
distributed that amount anyway. The 1938 Revenue Act has there-
fore already had its alleviating effect upon thisproblem.

Is the conplaint the high tax or the t pe of tax: One of the most
important questions in tle entire survey asks business, in essence,
whether it is the high rate of tax which disturbs usins activity,
or uncertainty created as a result of the nature of the tax. Thus, the
quest ionnai re" asks:

Which would you prefer; a corporate tax of 19 percent rcnluceable to 1616
percent if you distribute your profits to stockholders. as fe provided in the 1938
Revenue Att, or a flat tax of 18 percent with no credit for distributed profits?
• Thus, in the first case business could pay 16 z percent, while in
the second case it would have to pay 18 percent.

One thousand, one hundred and five of the organizations stated
that they' would prefer the more complicated and uncertain method
of taxation, while 996 preferred th, higher flat, uncomplicated cor-
porate tax. Tht.l, almost half of the corporations would pay a
hiher tax if it were fiat.

incentive taxation for business improvement: We now turn to the
second phase of the institute's survey concerning incentive taxation
for business improvement. The questions concern this committee's
study of the feasibility of tax rewards for the voluntary expansion
of l-asinoss.
Tne ninth question asks: "If additional deductions or credits were

allowed for prudent improvement or expansion in industry, would
y"ou make improvements?" One thousand, eight hundred and lour say
they would, as against 383 who say they would not.
Senator VANDENBERo. That is a very eloquent figure.
Mr. CimiERN. May I emphasize there that we prepared specific

proposals rather than merely itsk whether they were in favor of macen-
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tire taxation, or the result might very" well have been the contrary.
Then later we present for the first time the question, "Are you in
favor of incentive taxation," having conditioned the replies to the
Sljific proposals.

Would vou make replacements: 1,596 say they would, as against 868
who would not.

Would you start plant expansion: 1,118 say they would as against
041 who would not.

'Would you as a result, employ more people: We find here that
1,22 of the business organizations would employ more people, as
against 671 who would not.

Thus, on the basis of this question, additional deductions or credits
would have, or the businessmen believes it would have, its most im-
portant business effect in reemployment, rather than in the stimula-
tion of the durable goods industries through replacement of heavy
machinery or expansion of plant.

The tenth question inquires whether the business organizations
would be induced to make improvements if they were permitted to
take increased depreciation deductions on any new plant equipment
or property. One thousand, three hundred and seventy of the or-
ganizations would improve if given this additional tax inducement,
as against 1,135 who would not.

Thus, there is apparently the conviction that increased credits or
deductions would stnmilate improvement more than would increasing
the depreciation allowance on such improvements themselves.

We have already had experience, or the experience is about to
start in the firt ol those, the provision for additional credit in the
Social Security Act and for merit rating under the State uiuemploy-
mnent insurance acts. And we now go further.

As to incentives for stabilizing employment:
We find in answer to the eleventh question that 1,169 of the organi.

zations tabulated in this survey at present shut down or reduce em-
ployment during certain periods of the year, as against 1,748 whose
employment during seasonal operations remain relatively stable; if
they were allowed tax rewards to give some compensation for plant
and equipment operating expenditures during such slack sea-
rson, 415 o, the firms representing 124,660 employees would still close
down, while 549 of the firms who now close dowvn, depriving 110,890
employees of earnings during that. period, would remain open.

We find, secondly, that 511 of the firms representing 179,515 em-
ployees would still reduce employment while 483 e p1oying 60,025
iople would not reduce employment. And we find that 0 of the
unstable organizations believe that they would, to some degree,
stabilize their employment and affect thereby 126,355 employees, as
against, only 238 organizations eraployiiig 74,015 people who would.
not stabilize their employment.

If there were such tax rewards for remaining open in slack seasons,
we next asked business whether they would be able to sell their prod-
ucts made in such periods profitably. Only 445 of the organizations
believe they could sell such products at a profit, while 536 do not.

If, therefore, this question is to be credited we must assume on the
basis of these answers that businessmen would be content to remain
open or not reduce employment while selling the products manufac-
tured during such periods without profits.
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Tax rewards for operating during slack seasons. On the entire
problem of tax rewards for plant an(d equipnnent, operating expendi-
tures during slack seasons, 838 of the business organizations are in
favor of the plan, as against 480 who are opposed.

This quesiton is probably the only question or one of the few ques-
tions in the entire survey whicl many organizations who havo
sought to seek for larqe group of employers have apparently beenspeaking accurately. 'to some extent, through, the statistics included
under this question are perhaps even more dramatic than those which
have thus far been assumed by political or economic commentators.

What they think of the present tax law. Let us now turn out
attention to the opinions of these 3,200 business and professional
organizations about our tax system in general.

The thirteenth question asks whether they are in favor of con.
tinuance of the present. tax law without change, and we find that
only 179 are in favor as against 1,799 who are opposed to the tax law.

Of this group we must also realize in fairness to the law itself, that
a substantial portion of those would be opposed to any tax law.

Are they in favor of a flat rate of tax on capital gains? 1,448
favor a flat rate as against 435 who do not.

Do they favor the right to carry, over losses from year to year?
Two thousand five hundred and tliirteen do as against 168 who are
not. in favor of such loss carry-over.

Are they in favor of a higher tax on undistributed profits We
find that f48 of the business organizations are in favor of the higher
tax, while 1,9M2 are not.

A higher tax on capital gains elicits the approval of 138 business
organizations, while 1,595 are opposed.

Are they in favor of repeal of the excess-profits taxt We find
here that 2,164 organizations are in favor of the complete repeal of
this tax as against 366 who would keep it-and on the repeal of the
undistributed-profits tax 2,409 of the business organizations would
repeal it as against 208 wio would not.

Summarizing this phase, therefore, we find that:
(1) The first step suggested by business opinion-in drafting any

new tax legislation-is the permission to carry over losses from yearto year.(2) The legislative proposal in which they are next in favor is the
repeal of the undistributed-profits tax, and "

(3) The repeal of the excess-profits tax and a flat rate of tax on
capital gains.

The carry-over of business losses. Let us now analyze the proposal
in which the answers display the most interet-tle carry-over oflosses.

The fourteenth question asks: "If you were allowed to carry over
operating losses from year to vear, would that encourage you to risk
a possible bad year or two in expa'nding pr(Xluction ?" One thousand
five hundred aud sixtv-seven of the organizations would take a "flyer"
in expanding production as against 492 who would not ; 1.80"2 of the
organizations would expand their sales efforts to seek new markets
as against 324 who would not; 1,518 would make an effort to develop
and market new products as against 436 who would not.

President Roosevelt, in his Arthurdale address earlier this year,
when he permitted tie 1938 Revenue Act to Ix-come a law without his



PROFIT-ISlAIING SYSTEMS AND INCFNTI-VE TAXATION 371
signatume discussed the possible legislative differentiation in taxing
capital gains between productive capital assets as distinguished from
speculativo capital assets.

The tifteenth question asks: "If lower capital gain rates were made
applicable to gains on the first sle of stock issited for purposes of
business or plant exmansion-that is, a completely nonslieulative
issue, wou1( that provision encourage you to expand'plant and equip
ment i" Five hundred and fort y-eight of the replies state "yes," while
791 say "no"; 479 of the organizations would be encouraged to
expand, by that provision, riduction against 801 who woul not;
(118, however, would be encouraged to develop and market new prod-
ucts as against 749 who would not.

May I mention that President Roosevelt's name was not mentioned
in connection with the question in the survey, so that tie answers
reflect reaction to the question rather than reaction to our Chief
Executive.

Senator VANDEstUIG. That would relieve you of any charge of
contumacy.

Senator taRRINo. I notice that you have four different questions
as to the elimin-vtion or reduction of various taxes and everyone
seems to be in favor of the, reduction of taxes. 1 (10 not. find aly of
them vet. that are in favor of taxes, Did you ask any questions as
to the method they wouli suggest to makeup the revenue which is
necessary if their suggestions are complied with?

Mr. CimmEn . Fran ly, we did not, because equally frankly, we
did not expect contributions which would interest either this'coi-
mittee or ourselves, first ; and secondly, it would be absolutely imlpos-
siblo for us to tablilato or analyze those recommendations. I may
say though. in pa.s5ing, that I ha;e with me approximately COO letters
from members sent with their questionnaires, where each of them
gives :.is individual panacea for the improvement of our national
economy. I (1o not speak in derogation of these, becaim a substantial
number of them reprreit considerable effort and considerable
thought. It is our intention to preparo a sunmmary of all of those
suggestions, all of those that. have any merit at all, and submit that
to your committee for your personal study or for incorporation into
the teord.

Senator IleRRINo. As reflecting the opinions of some 6,000,000 peo-
ple. I thought that information, of that. sort would be helpful to the
entire Finavwps Committee when they consider the next. revenue act

Mr. CJERN& You may find that 'some of the suggestions for in-
creasing revenue will flw from legislative proposals or legislative
su 'gestions that follow the questionnaire.

Incentive taxation for ieemlployment. We now turn to the two
questions which search the broadist possible use for incentive taxa-
tion. The sixteenth states: "Supl)poe it were provided that the
present tax rates remain uitil private business ieemuploys a stated
percentage of workers from (lie national relief rolls at which time
the excess profits and umlistrmbted profits wouh| automatically
expired" Nine hundred and ninety-seven organizations favor this
plan, as against 1,033 who do not.

Would they reemploy idle workers to hasten the lowering of the
corporate taxes. Five hundred aiid seven wouhl, while 1,001 would
not.
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Thus, tie 5M7 who would reemploy idle workers to hasten tax
aleviation which is made contingent not on their individual effort,
but on tile employment record of the entire country, represent ap-
proximately 107j015 employees, while tho-s who wotld not take this
voluntary step represent 306,265 employees. As to the percentage of
the present personnel which these firms would volmtarily increase,
if such were the law, 243 would increase up to 5 percent of their
personnel; 245 up to 10 percent; 139 up to 20 percent; 42 up to 30
percent; 1 up to 40 percent; 3 up to 50 percent; and 14 over 50
percent.
The seventeenth question is very similar, except. that in this case

each separate corporation can earn exemption from excess profits
and undistributed profits taxes by increasing the number of its own
employees by a stipulated percentage. Thus, under this plan, national
reemployment would not be necessary before an individual corpora-
tion could secure exemption from the excess profits and undistributed
profits taxes..

The number of organizations who would favor an incentive tax-
ation plan of this kind is 1,438, employing 373.440; those opposed
are 546 firms, employing 154,620.

Senator VANDENBERo. That question would be rather comparable
to the merit question in unemployment insurance?

Mr. CIIEn S. Correct.
Of those in favor of the plan, 220 of the organizations would in-

crease their personnel by 5 percent; 260 by 10 percent; 114 by 20
percent; 01 up to 30 percent; 1 up to 40 percent; and 5 of the organ-
izations would increase their personnel over 50 percent if they could
thereby secure immediate exeml)tion from the undistributed-profits
and excess-profits taxes.

Present profit-sharing plans: The third phase of the survey con-
cerns profit, sharing and employee benefits. There are few phases of
American industrial activity about which less is known. than the
successful and unsuccessful attempts which have been made to share
profits directly and voluntarily with employ ees.

First, of the firms surveyed we find the following plans in opera-
tion at the present time: (a) 275 of them have a profit-sharing plan
which is not primarily designed to act as a stimulus for sales or
production; (b) 22 "of the organizations have employee savings
plans; (a) 125, wag-dividend plans; (d) 843, bonus plans; (e) 164,
pension plans; (f) 17, annuity plans; (g) 139, stock-ownership plans;
and (h) 109, Seie other form of employee-benefit plan.

In each of these cases the number of employees involved are as
follows: (a) 65,50; (b) 47,140; (o) 19,840; (d) 173.405; (e) 92,410;
(f) 7,310: (g) 47.890; (A) 52,694.

III addition to full companyprofit-sharing plans, we find that. over
and above the wage scale the following are provided for employees:
1,319 linns with 515,155 employees have group insurnce supported
in whole or in part by the employer; 432 firms with 201,310 em-
ployees provide death benefits; 427 with 104,795 employees provide
hospitalization; 2,011 with 630 20 eiploye-s provide vacations with
pay- 192 employers provide an emlloyee credit union for 124,946
employees; 75 have gymnasiums for 41,510 employees; 313 provide
social activities for 191,700 employees; 536 employers with 160,265
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employees make disability payments; 565 with 215,050 employees
give medical care; 1,292 "firms employing 318,120 people have sick
pay; 903 with 250,435 people make loans fo, their employees; 262
have athletic activity for 207,100 employees; 83 lirms provide 62,225
employees with clubrooms; 129 proi'ide housing for 79,900 workers
at lower than the prevailing imut; 686 of the organizations provide
196,950 employees vith general merchandise at lower than retail
prices; 213 provide restaurant service for 167,805 employees at either
reasonable prices or entirely free.

We believe that we have there given the most common of the
methods both of profit-sharing and employee benefits.

Of the total number of fins, 1,898 of them employing cumulatively
ailroxinately 494,425 employees, grant thl-se extra benefits to all
of their employees.

h'lhree hundred and sixty-six of them with 7%2,250 employees have
establishld them only for key employees. Seven hundred and fifty-
five finns with a personnel of 261,045 grant these extra benefits, not
only to- their regular employees but to hourly waged employees aw
well.

Of the firms who are now utilizing profit sharing and the extra
employee benefits, we find that the percentage of net earnings the
companies have spent, aside from wages, for employee benefit and
welfare during the past 2 years are as follows: 609 of the organiza-
tions, employing 179,480 people, spent up to 5 percent of their net
earnings on employee benefits; 328 of the finns, representing 134,690
people, spent up to 10 percent; 128 of the finns, employing 39,535
People, find their cost from 11 percent to 20 percent of net earnings
diverted into employee benefits; 31 finns, with 10,320 employees, spent.
up to 30 percent for this purpose; 9 firms, with 3,345 employees, up
to 40 percent; 3 firms, with 5,000 employees, up to 50 percent; and 7
firms spent more than half of their entire net earnings on employee
benefits and profit sharing in this case for 625 employees.

Here is contained that information which will possible do more to
educate the average executive in the wisdom and advisability of volun.
tary profit sharing than any other phase of this survey.

lYets of employee benefits: Let us now for a moment turn to the
effects experienced by businesses which operate profit-sharing plans
or encourage employee benefits over and above the wage scale.

Nine hundred and fifty-five of the finns find that they have less
labor turnover; 012 have the same labor turnover as before while 44
have more; 602 of the firms note le.s strikes or labor disputes; 403
of the same number of disputes.

In only 26 cases have there been more labor disputes after the
inception of profit sharing or employee benefits.
In 617 of the cases, there were less requests for wage increase.
In 774 of the case,, the same requests as previously.
And in 113 of the cases, there have been more requests.
Three hundred and thirtly-five firms find that there is less breakage

of machinery as a result of'the plan.
Six hundred and sixty-one find the same amount of maehlnery

breakage.
While in only 19 cases has there been more machinery breakage

after the inception of a profit-sharing plan.
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As to the effect upon increased production, we find that 140 of the
organizations have a greater production than previously; 592 show
the same production; while 447 show a drop in production after the
profit-sharing plan.

In this connection, the drop in production after the profit-sharing
plan within the last 2 yevrs, may have little reflection upon the profit-
sharing plan itself.

Senator Hamxo. You give a very wide interpretation to the term
"profit sharing"?

Mr. Cnxnza. Yes, sir.
Senator Hzsaxso. You include group insurance and all of thosethings?

Mr. CHraNr. We call them "employee benefits" over and above the
wage scale, but in answering this question, we have asked employers
that. wide question, "What have been the effects of profit sharing
and employee benefits over and above the wage scale?"

A not very marked effect of the employee benefit plan is on the
care of handling products. One hundred and thirty-five of the organ-
izations find less care, 707 find the same care, 356 find more care.

As to the loyalty to the company and supervisory employees , 243
of the firms find less loyalty, 534 .the same, and 58 of them find
greater loyalty.

The attendance record of these firms ifs not been substantially
affected. One hundred and forty-five of the or find an
adverse effect in attendance, 733 approximately the same percentage
of attendance, and 470 a beneficial effect,

Now we come to the question which summarizes all of the effects.
The twenty-third question asked these businesses, whether the

profits shared or benefits given are taken for granted by the employees
with a previous attitude recurring, despite the existence of the plan
and the cost incurred. We find here that the answers do not entirely
agree with the specific effects stated by the firms. Eight hundred
and twenty-three find that the previous attitude is recurring while
743 find that it is not.

Senator Hmisxo. Don't you think that if this had been limited to
direct-profit sharing, without including these many other benefits,
such as group insurance and all these things, that your compilations
here would be entirely different perhaps as to the statement. they
would make as to the labor turnover, as to labor trouble, and those
things? Don't you think they would have obtained a greater re-
sponse from a direct profit-sharing plan than they would from these
group-insurance benefits and these other things which are rather
common as you know I

Mr. ClEir_. I think that is entirely true, because the most im-
portant characteristic of profit sharing is that sharing the earnings
directly ties the employee up with the profits of the company,
while the other plans, in almost every instance, do not do that. It
is still possible for us to find out, if the committee is interested, what
the specific effects have been in both the groups of profit-sharing andemployee benefit&,enator HuuNo. I think it would be interesting.

Mr. Cnwsx& Next. is: Reasons for profit sharing failure. In an
effort to determine the reason for the discontinuance of profit-sharing
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glans in those firms which had them but ended them, we find that 15
firms discontinued them because of the faulty operation of theplan

itself; 14 because of the excessive cost- 48 of tem because of the
failure of expected benefits from the plan to materialize. My own
observation of this is, in many instances, that it is the faulty opera-
tion of the plan itself. Forty-seven of them discontinued the plan
because the plant was subsequently unionized; 72 of them, the greatest
group, discontinued the profit-sharing plan because of business diffi.
culties which were not connected with the profit sharing at all; 23
of them discontinued the plans as a result of employee discontent or
apathy- and the second largest reason for the discontinuane of
profit-shiaring plans was thq enactinent of the Social Security Act,
which impel led th nd1trn'1uaft&T~z fit sharing in 70 organiza-
tions. .,"-

Of the 6 which are now employing 4pofit-sharing plan, we
find the oqllwing response to.lhe question: "WoiId you like to dis.
continugthe plan, except f4 employees resentm~$t'U And bear in
mind 1jfat: w have prtiously asked these firms, "Is jie previous atti-
tude (dcurrilg in ite~f thW'xist9Kce of the plan ?% Fifty of them
woijd, while 1i02 ofthem would nAt,,#en where here were no
em loyee resdhtme t J6 tdi ontiilc_

s to the tax rewaj *fb )rbft s1 rin : We noi turn to the
fe ibility of tax rews for the e'itIragi nt of vo ntary profit

ring. The twenty .,th unestionalim"th iptitute's su ey asks the
f owing: t~-

you wer permit a credit ag tt the corporate tax, similar to the
crIt now pr tlded fo dIdend tribt I WQ Id you establi an employeepro ~ -shar ng p! n L~ nslger in &bsw~Ii g ~ ths z ltl ion ' - l x benefits plu s

the ployee st4ialtion al IJJZ;~d'vabtages, a g~lnt the ot of the plan

and e pro8u d buted.
WIV ind that if thlel iL comI~ tax it. ts26 would

definitely establish tle i1an-t is 226ogamzatiol~ represent 3,405

employ~ 546 representing; 0 emploees . ld not i but 1th7e

frh s repr gting 38 775 em ployees would seusly consider e tab -

tl s h i n g h a r S tiar i n g p l a n . rh

"Do business. I~tavor incentive taxa~~ff-.1".perhaps the most cont

tro versial quest in (O'b ao d. M t|! particular sect ion.

tudying further the effect of tax rewards on profit sharing, plant.

expansin, and improved employment, we asked th- direct uestion:

"Do you favor such tax rewards fo these purposes" The institute,

in seeking to secure as intelligent an opinion on this question as

possible, prepared in cooperation with this co umittee an "unfavor-

able" comment and a "favorable t com ent on such systems of taxa -

tion. e tried to divide equally the strength in the poll. As a

matter of fact., we made a p articlar effort to see that one did not

run even a line longer than the other on our questionnaire, for fear

of Iing the ipression that there was more emphasis in ind on

the "favorable" than the "unfavorable" or vice versa.

After reporting both comments, the questionnaire stated:

AS will be noted, the quoted conclusions are diametrically opposed. So that

we ay consolidate accurately the consensus of busne~men as to the adan-

trges and d disadvantage of tax rewards, will you answer the following: "Do

y o u ag ree w ith th e run av or frbhe' o p in oPs
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Seven hundred qnd fifty four find that the system of tax rewards is
not wise. But 1,787 agree with "favorable" and therefore approve tax
rewards for profit sharing, plant expansion, and improved employ-
ment.

In answer to the twenty-eighth question, we find, in addition, that
(ax rewards would encourage 1,5W3 firms rej)r renting 397,510 em-
ployees to increase expenditures for plant an(1 equipment, as against
only 338 with 101,200 employees who would not.

We find 1,012 encouraged by tax re~vards to adopt profit. sharing
as against 377 who would not: lhe 1,012 firms in this case employ
96,370 workers.

We find 1,259 firms would be encouraged to employ additional help.
The present personnel of the 1,209 firms is 99,475. Only 357 firms
would riot be encouraged to employ additional workers.

Nine hundred and ninetv-eiglit of the companies state that tax re-
wards would encourage them to market new products, as against
395 who would not find this the effect of tax rewards.

One thousand and twenty-nine firms representing 102,."5 employees
would be encouraged to increase production, against only 359 who
would not increase production.

The other phases of the institute's report. This, Senators, is the
total tabulation of the institute's survey. There are three other
phases of our activity in connection with this survey, which are as
follows:

First, we have prepa red legislative recommendations for specifically
carrying out those phases of the tax program or tax plan which the
menibeis of the institute have indicated that they, by substantial ma-
jority, approve.

Second, we are preparing a compilation of the individual comments
from important individual members on their own profit-sharing plans
and on their own opinions of the existing revenue act, their desires for
future tax amendment, and their opinions on the wide subject of
profit sharing and incentive taxation. This, if the committee is in-
terested, can be submitted in the very near future.Third, we have taken the entire survey and have broken it into 24
smaller and more. closely studied units. Thus we have prepared the
answer to each of the questions according to the size of the corpora.
tion's income, as well as for those organizations which do not func-
tion as corporations. Similarly, we have tabulated the entire result
separately for 10 separate groups of business, depending upon the
number of employees which constitute their personnel. It will prob-
ably be the desire of this committee to take these smaller break-downs
and include them in, the record, rather than go into them at this
hearing.

Msai I at this time therefore summarize us briefly as possible the
institute's specific legislative recommendations for'translating into
hav the effects which are desirable to American business and pro-
fessional activity as represented by the membership of the Tax Re-
search Institute. li several cases we have prepared alternative legis-
lative methods of procuring the "me results.

Tax incentives to promote business activity andl recovery are log-
ically classified according to the desired objectives.
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Objectives: It is respectively submitted that the objectives to be
reached through incentive taxation are as follows:

(1) To foster amicable emplover-enploveo relations through the
establishment of profit-sharing plar.s.

(2) To encourage greater expenditures for the purchase of new
machinery and equipment, the construction of new buildings, the
development of new enterprise, and general business expansion.

(3) To stop any increase in the raiks of the unemployed and to
t.-ansfer to business pay rolls those now on home and work'relief rolls
who are employable.

(4) To encourage the investment of private capital in industry and
also to increase the revenue from the taxation of income by eliminat-
ing the present exemption in respect to income from certain Federal
and all State and municipal securities.

(2) To increase and stabilize Federal revenue by stimulating and
stabilizing national income at a high level.

Let us now summarize the incentives which may be used to accom-
plish results which have just been mentioned.

Tax incentives for the following:
(1) Tax credits and deductions to promote employees' profit-shar-

ing l)lan,-.
(2) Tax credits and deductions and liberali:ed depreciation and

capital gain provisions:
(a To promote capital expenditures and plant expansion.
(b To encounige Investment in new enterprise s.
(c) To promote the purchase of new business property.
d) To encourage business expansion.
e) To restore the purchasing po-er of the railroads.
3) To provide for additional deductions in computing taxable

income by employers in proportion to the increase in the average
employment of each business enterprise for each taxable year over the
average employment for the preceding 3 years.

(4) To promote industrial recovery bv'ren-lovi-g the shadow of the
exce-ss-profits tax from American business thereby permitting busi-
ne.ss to take unanticipated steps toward business amendment, par-
ticularly in the expansion of facilities without risking thereby a pos-
sible 12-percent penalty imposed by the excess-profits tax for u~nantici-
pated substantial increases in business income.

(5) To divert income and investment funds into private enterprise
rather than into exempt securities by ending the tax-exempt character
of Government securities.

Incentives for employees' profit-sharing plans. The tax incentives
to encourage the maintenance of profit-sharing plans include the
allowance of credits and deductions to employers who establish and
maintain bona fide plans for sharing business profits with their em-
Idoyees, thus making for more stable employer-employee relationshiP.
rhe tax incentives should be allowed to employers who maintain such
profit-sharing plans regardless of the form o? business organization,
so that any employer, whether a corporation, partnership, or indi-
vidual proprietorship, may secure the tax advantages accorded to
those who comply with the statutory provisions.

It is believed that employers should be permitted considerable lati-
tude in formulating and adopting specific profit-sharing plans for
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which tax incentives are to be allowed, but there should be certain
requirements common to all such plans.

Provisions which should be common to all plans:
(a) It should be essential to the allowance of the tax incentive

credit and deductions that the profit-sharing plan include all regular
employees who have worked for the particular employer at least 6
month's.

(b) The incentive should be allowed regardless of whether the
profits are distributed to the employees by means of a "profit-sharing
trust," or directly, or by other means.

(c) Employee contributions to the plan should be permitted re.
gardless of the particular plan maintained without any reduction in
tl e tax incentive for such contributions.

(d) Sharing of profits should be in addition to regular compensa'-
tion whether or not fixed by collective bargaining.

In order to operate as iAcentives for the establishment and main.
tenance of employees' profit-sharing plans, deductions and credits
must be allowed for distributions in connection with such plans, in
addition to allowances available under the present law. It is pro-
posed that corporations be permited to deduct from gross income all
distributions in the year in which made pursuant to the provisions
of a bona fide eniployee's profit-sharing plan, whr-her directly to
employees or to employees' profit-sharing trusts. In addition iuch
corporate employers should be allowed to include in the computation
of the dividends paid credit the amount of such .distributions. For
other than corporate employers, it. is proposed that deductions of
such distributions, limited to 15 percent--or other equitable per.
centage of net incone-be allowed from gross income in addition to
the deduction of the entire amount under section 23 (a) (1) as an
ordinary and necessary business expense.

Proposed changes in law: It is suggested that section 2T of the
1938 Revenue Act be amended to include in the computation of the
dividends paid credit the amount. of distributions made by the cor-
poration to employees pursuant to bona fide profit-sharing plans. It
is suggested that section 25 of the 1938 Revenue Act be amended to
include, in the case of taxpayers other than corporations a deduction
limited to 15 percent--or other equitable percentage--of net income,
for a distribution of earning made to emplo-ees pursuant to a bona
fide profit-sharing plan, provided that such distribution is also allow-
able as a deduction for ordinary and nece&ary business expense under
section 23 (a) (1).

Employees' profit-sharing plans; profit-sharing trusts: Since con-
tributions to profit-sharing trusts are now deductible from gross in-
come in reasonable amounts, additional tax incentives are needed to
encourage the establishment and maintenance of such plans. These
incentives should include the full allowance, for the year for pay-
ments in tho amount of cash, and the value of capital stoch or other
property transferred or paid by the employer into such trusts during
the taxable year, in accordance with the'terms of the trust instru-
ment. There should also be permitted the allowance as deduction.i
of all earnings and profits transferred to such trusts during the tax-
able year, whether or not in the form of dividends on the stock of a
corporate employer. It is probable that the objectives cannot be
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obtained in this respect by amendment of section 23 (p). Therefore,
it is considered more desirable to add a new subsection to the rev-
enue act, to accomplish both of these legislative proposals.

Rewards for employees' profit-sharing trusts: It is proposed that
a new subsection, 23 (t), be inserted in the revenue act to provide
that any employer who establishes and maintains a profit-sharing
trust for any taxable year beginning after December 31, 1938, for the
distributionn of earnings and profits of his particular trade or busi-
ness to his employees, shall be allowed a deduction, in addition to the
amounts allowable as deductions as regulaYr business expenses, ot the
full amount of cash and the value of capital stock or other property
transferred to such trust during the taxable year, and that the earn-
ings and profits of the employer transferred to profit-sharing trusts
shall be allowed as deductions, even though in the form of dividends
on the capital stock of the employer corporation.

Proposed addition to the revenue act, section 23, deductions from
gross income: In computing net income there shall be allowed as
deductions:

St) Profit-sharing trusts--
1) General rule: An employer establishing or maintaining a

profit-sharing trust for any taxable year beginning after December
31, 1938, for the distribution of earnings and profits of the trade or
business in which the employer is engaged, to the employees thereof,
shall be allowed as a deduction in addition to amounts allowed as
deductions under subsection (a) of this section the amount of cash
and the value of capital stock or other property transferred or ?aid
into such trust during the taxable year pursuant to the terms of the
trust agreement, but only if such amount (1) had not heretofore
been allowable as a deduction, and (2) the agreement. of trust pro-
vided for the distribution of the trust income received in each tax-
able year either during the taxable year of receipt of such trust or
before the close of the taxable year beginning before December 31,
1943.

(2) Deductions for dividends: Any amount. of the earnings and'
profits of the employer transferred or paid into such a profit-sharing
trust, exempt under section 165 of this title, whether or not in the
form of dividends on the capital stock of the employer corporation,
shall be allowed as a deduction in computing net income tinder this
title.

(3) Exemption of trusts under section 165: The provisions of para-
graphs (1) and (2) of this subsection shall be subject to the quali-
fication that the deduction under either paragraph shall be allowable
only with respect to a taxable year, beginning after December 31,
1938, whether the year of the transfer or payment, or a subsequent
year, of the employer ending within or witi the taxable year, of the
trust with respect to which the trust is exempt from tax under
section 165.

Rewards for stock-distribation plans: The fact that the amount of
earnings and profits distributed by employer corporations on em-
ployee-owned stock. is not deductible Tor purposes of the excess-
Profits tax and the corporate normal tax has no doubt discouragedthe adoption of employees' stock distribution plans by many corpo-
rations. To eliminate'this objection it is proposed that the new cor-

11051339-----25



3 PROFIT-SHARiNO SYSTEMS AND INCENTIVE TAXATION

porate employer be allowed a deduction for the amount of dividends
paid on employee-owned stock, as reasonable compensation paid to
such employees, where the distribution is made in connection with
the maintenance of a profit-sharing plan by means of the distribution
of stock to qualified employees.

Proposed change in law: To amend section 23 (a) (1) of the
revenue act to provide for the allowance of deductions in computing
net income, in addition to a reasonable allowance for salaries or
other compensation, for the amount of dividends paid to employees
upon stock of the employer corporation provided the employer 'has,
pursuant to a bona fide plan of profit sharing with his employees,
agreed to by a majority of said employees, distributed its capital stock
to qualified employees under such a plan. This deduction shall be
in addition to all other deductions and credits allowable by reason
of the payment of such employees' profit-sharing dividends.

Incentive to promote capital expe;Alitures and plant expansion;
deductions for capital improvements: That the revival of the heavy
goods industries and the construction industry is a prerequisite to a
sustained high level of business activity has almost become an
economic axiOm. In order to encourage expansion of plant facilities,
construction of new industrial buildings, additions to existing indus-
trial plant facilities, repair and restoration of the depreciated build-
ings and the purchase of new machinery and other equipment, it. is
proposed that special limited deductions against gross income be
permitted on account of expenditures made for these purposes. The
revenue act now specifically provides that amounts expended for
capital improvements in restoring property and making good the
exhaustion thereof may not be deducted from gross income.

If a limited deduction is permitted on account of such expendi-
tures, an incentive to expand profits and earnings for these purposes
in order to reduce tax liability will be presented. In order for this
incentive to be effective, it is necessary that deductions from gross
income, taken on account of these expenditures, shall not affect the
basis of the property thus acquired, either for the purpose of com-
puting gain or loss on subsequent disposition thereof, or for the
purpose of computing annual depreciation allowances on such
property.

It is specifically proposed that 50 percent of amounts expended for
these purposes shall be made deductible from grcs income in com-
puting the taxable net income for the year in which paid or incurred
with the limitation similar to the limitation for charitable institu-
tionis, that amounts deducted during a given taxable year for any and
all of such purposes may not exceed 15 percent of the taxpayer's net
income as computed without the benefit of this new deduction.

It is submitted that although these provisions would make available
to business additional offsets against gross income, they would result
in an actual increase rather than a decrease in revenue. The pur-
chasing power and high level of business activity generated by con-
struction encouraged by these provisions would ultimately result in
increased income to the taxpayer making the deduction, so that his
net income would be at least equal to what his net income without the
now deductions and without the new plant and equipment facilities
would be. Further. new taxable compensation and business itrconie
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would be created by increased employment and stimulated business
activities, arising out of construction encouraged by this liberaliza-
tion of the revenue laws.

Proposed changes in law: It is suggested that section 23 (a) of the
1938 Revenue Act be amended to permit the deduction of "50 percent
of any amount paid out for new buildings or for new machinery and
equipment, or for permanent improvements or betterments, to be
used in the taxpayer's trade or business, whether or not having the
effect of "ncreasing the value of aniy property or estate and any
amounts expended in restoring property or making good the exhaus-
tion thereof whether or not. an allowance is or has-been made, pro-
vided that the total of such amounts permitted to be deducted during
a given taxable year for any and all of such purposes may not exceed
15 percent of the taxpayer's net income as computed without the bene-
fit of this deduction." It is suggested that section 24 (a) (2) (3) be
modified by adding the provision "except as provided in section 23
(a) (1) os amended." It is also suggested that section 113 (b) be
amended to provide that no adjustment in basis be made for any
deductions allowed under the provisions of section 23 (a) (1) as
amended, for the purposes stated above.

Alternative plan for tax benefits where expenditures are made for
new facilities, equipment, and so forth. The undistributed-profits tax
and its counterpart in the 1938 act have compelled business corpora-
tions to distribute dividends and profits which they would pre er to
have used in the purchase of new equipment and the expansion of plant
facilities. The plowing back of corporate earnings and surplus into
plant, equipment, and business expansion would result in the national
industrial expansion necessary to liquidate relief rolls. Corporations
using earnings and surplus for this power should receive tax credits
at least equal to those received by corporations distributing dividends.

Proposed changes in law: It is proposed that provisions be inserted
in section 2? providing for the inclusion in the dividends paid credit
of a stated percentage-21h to 5 percent--of amounts paid or incurred
by a corporation during the taxable year's (1, expansion of plant
facilities; (2) purcham of new equipment; and (3) development and
exploitation of new products.

Senator IImE No. I think we should keep pretty close to the sugges-
tion of profit-sharing incentive taxation. Many of these things would
be very helpful, I think, to the Finance Committee, but I wonder how
pertinent it is to the investigation that we are attempting to make.

Mr. Chzasr. before we started the preparation of t ese legislative
proposals we first. studied the introductory statement of the resolution
which created this committee and assumed that any form of incentive
taxation, or the feasibility of any form of incentive taxation, would
be within the direct interest of this committee. It is not our sugges-
tion by very long means that this committee approve of these
questions.

. nator Hlrani-o. We appreciate that you have done a splendid
piece of work here aiid we appreciate it. It is just a thought that
Ihad.

Mr. CiraYrN. I think you will find from this point on that the incen-
tive taxes proposed are directly tied up with employee benefits and
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employment, so that we will get back to that phase in which you are
primarily interested.

Incentives for increases in employment; deductions for reemploy-
ment: The problem of increasing employment and liquidating relief
rolls is the most important problem which challenges the business
and legislative resources of the Nation. Increased employment is an
objective which should be considered in fashioning every piece of
legislation. Talk of business and Government cooperation has been
widespread; action in that direction has been notably scant. Here is
a concrete proposal for Government-business cooperation to further
reemployment. It is specifically proposed that the Government make
available to industry tax deductions which shall be conditioned upon
reemloyment by industry-a merit rating system applied to income
taxation.

The Government, gives tax benefits only if, as, and when business
absorbs idle men and liquidates relief rolls, thereby curtailing Gov.
ernment expenditures and reducing the need for Federal revenue.
If Government gives business tax advantages, business can afford to
reemploy idle men. If business reemploys idle men, the Govern-
ment can afford to reduce tax rates. Agafn, if business absorbs idle
men, a lower tax rate will bring an equal or an increased amount of
revenue as taxable income is increased. If industry does not absorb
idle men, the tax rates are n3t changed and the Government loses no
revenue.

These prefatory remarks are made to demonstrate that one objec-
tion to the plan-the loss of Government revenue--cannot be pro-
posed in this connection.

Here, then, is a sound practical program offering business coopera.
tion, encouraging business to go forward with expanding industrial
pay rolls, and rewarding the employer who is able to plan work
for men now unemployed. Thi3 is plain good business for both
Government and industry.

It is proposed that all taxpayers conducting business in which
four or more are employed should be allowed a deuction from gross
income in an amount which shall be based on the increase in the
average employment of the taxpayer for the particular taxable year
over the taxpayer's average employment index for the 3 taxable years
beginning 3 years prior to the effective (late of this enactment. 'This
average employment index will be computed on the basis of an in-
formation return containing employment data for such years. Tihe
average employment index thus established will then form the basis
for the employment deductions for the subsequent 3-year period.
The deduction which will be allowed will be a fixed percent of the
operating gross income of the business for a give, percent of in-
creased employment in tie taxable year over the average employment
index.

Now, in our report, we have prepared in very general terms the
legislative method whereby this can be accomplished. The informa-
tion return which will be required , the operations of the revenue act
which need to be amended for that purpose. And as an alternative
to the provisions, it could be provided that each employer's average
employment index could be computed according to the rules and regu-
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lotions to be promulgated by the Commissioner, rather than that
3.year period. There we were forced arbitrarily to ttke a specified
period of time for a base index.

Proposed changes in law: All employers of four or more persons
are required to file an information return with the Commissioner of
Internal Revenue on or before March 31, 1939, or if they report on
a fiscal year basis, on or before. the last day of the third month fol-
lowing the close of the fiscal year ending in 1939. This return must
state the average number of employees employed by th, taxpayer
during each month of the 36-month period beginning with
the first month of the taxable year commencing in 1936 and ending
with the last month of the taxable year beginning in 1938. If the
taxpayer has not been in business for the full 3-year period
provided by the return, he will file a return showing his average
number of employees during each month of the period that he was
in business. This return must also cont.iii any additional informa-
tion which the Commissioner may require.

The employer's "average employment index" is the average num-
ber of employees employed by him during the period covered by
the information return required by this section.

Taxpayers employing four or more employees in their business
will be allowed a deduction from gross income as follows: On an
increase of - percent in employment (luring the taxable year
over the employer's average employment index, a deduction -
percent of the gross income derived from such business; and for
each additional increase in employment of - percent during the
taxable year over the employer's average em yment index, an
additional - percent will be allowed. The average employment
index will form a basis for this employment deduction for a period
of 3 years. At the expiration of this 3-year period a new aver-
age employment index will be computed on the basis of employment
records for the preceding 8 years.

Taxpayers commencing business during the 3-year period begin-
ning with the taxable year commencing in 1939 are required to file
an information return on or before the 30th day of the third month
following the close of their first taxable Year which comprises a full
12-month period. This information return must. include data as
to their average number of employees during cah month of such
taxable year. On the basis of this return tlie averam, number of
employees for the period covered by the return will*e computed.
This computation will then constitute the employer's average index
upon which deduction for the remainder of the 8-year period begin-
mng with the taxable year commencing in 1939 wih be based.

NoT--As an alternative to the provisions of the last peragrapb, it could
be provided that such employers average employment Index could be computed
according to rules and regulations to be promulgated by the Commissioner.

Incentive to encourage investment in new enterprises; liberalized
capital gain and loss provisions for new investments: The high rate
of tax upon capital resulting from the fact that capital gains usually
accrue over a long period of time but are realized for tax purses
in the year of sale, thus becoming subject to high surtax rates, has
been frequently cited as an obstacle to business expansion. It is espe-
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cially unfair to the investor in new stock who incurs, in most cases,
a high risk; who provides capital for the new enterprise which is
essential to a healthy expanding economy and whose stock investment
becomes valuable not in 1 year but over a term of years. If his risk
is bad, he loses his investment, If his gamble is successful, the value
which his stock investment has gained by virtue of several years of
effort will be taxed at almost confiscatory rates in I year-the year of
sale. To encourage the investment of capital in new enterprises and
the investment of new capital in existing business and corporations for
the purpose of new equipment and t-.-b expansion of plant facilities-
and there is the relationship of the activity of this committee, the
encouragement of capital in new enterl)riss--it is l)roposed that more
favorable capital gains and losses provisions be inserted in section 117
to apply to the initial purchaser of stock originally issued after
December 31, 1938, for the purpose of raising capital* for such pr -

poses. That it is expected, will encourage taxpayers to take the risks
infcident to thepurchase of such stock. A maximum tax of 10 per-
cent is proposedon any gain derived by such purchaser on the sale
of such stock, while it is proposed that 50 percent of any loss
sustained on such sale is deductible from long-term capital gains,
short-term capital gains, or ordinary gross income.

The provisions will first encourage i,.vestment in %i capital stock
issued by corporations on entering into new enterl;riscs or on expand-
ing old enterprises. The tax rate, at which gain realized upon the
sale of such stock may be taxed, is reduced, but the amount of taxable
gains would be increased, because investment in and sale of new
stock will be encouraged. Revenues will also be helped by thie fact
that the investment of capital in new enterprise will generate new
activity and new employment, thus creating once more increased
taxable compensation and business income.

Another attractive effect of this provision is that it encourages stock
financing rather thall bond financing. Some economic doctors diag-
nose as one of the foremost ills of American business, the fact that
it carries too great a burden of fixed charges. When business coin-
tract, the income decreases lut fixed interest charges remain. It is
advocated that railroads and other business corporations rely to a

Greater extent upon stock financing and to a lesser extent upon bond
nancing. Stocks increase in value to a far greater extent with

business success than bonds, and thus stock investments are hit much
harder by the present capital-gains provisions than are bond invest-
ments. Liberalization of the capital -gain provisions of the revenue
act along the lines suggested below, though not a deciding factor, will
leave stock financing and stock issues in a more favorable position
than they now occupy as oppose' to bond financing and lo isues,
in the eyes of the investor and tie business corporation seeking fund &

Proposed changes in law: Specifically, it is proposed that losses
realized by the first purchaser of stock originally issued after De-
cember 31, 1938, shall be deductible as follows: 50 percent of the loss
sustained may be deducted from either long-term capital gains, short-
term capital gains, or ordinary operating income. Gains realized on
the disposition of such stock by the first purchaser thereof shall be
taxable as follows: 50 percent of the gain shall be either added to
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the net income from other sources and taxed at tie applicable nor-
real and surtax rate or shall be taxed separately at a maximum
20-percent rate. Whichever method shall result in the lesser tax may
be used. These provisions shall apply only to gains or losses sus-
tained by the original purchaser of stock originally issued by the
corporation after December 31, 1938, and shall be applicable only if
the capital raised by suck issue of stock is used in (a) the constiuo-
tion of new plant facilities; (b) the purchase of new equipment; (c)
the development and exploitation of new products; (d) expenditures
for the purpose of restoring property and making good depreciation
thereof; and (e) the undertaking of an entirely new business enterprise.

Now, as to the carry-over of losses-if you will recall that question,
if the businessman had his own vay to work on the 1938 Revenue Act
the first thing he would do would 'be to provide for the carry-over ol
lowes.

It. has been the complaint of the American business community that
the failure of the revenue laws to permit. the carry-over of operating
losses sustained in one year against income earned in succeeding years
is oppressive and a positive deterrent to normal business and ceo-
nonc activities. Until the revenue laws permit the application of
operating losses sustained in one year against income realized in other
years it will be possible for taxpayers to sustain heavy losses over,
for example, a 3-year period and yet be subject to heavy income-tax
liability. American enterprise has hesitated to exploit niew products,
to undertake new business ventures, and to expand production, and to
invest enterprise capital, because it is frequently true that such ven-
tures result in losses for the first, second, or thir(I years; and if profits
are forthcoming, they do not make an appearance until 1, 2, or 3 bad
years have been experienced. Thus, we are frequently told about the
situation where a corporation exploiting a new product will spend
2 years educating public opinion to favor thu product, sustaining a
loss of $300,000 in the first year and $100,000 in the second year. In
the third year the investments and the efforts of the 2 previous years
finally_ bear fruit, and the corporation earns $300,000. Obviously,
over 'the 3-year period there has been no real income; but, on the
contrary, there has been a $100,000 loss. Nevertheless, the corpora-
tion is faced with a tax liability whieh will run in the neighborhood
of $50,000, so that instead of a'$100,000 loss for the 3 years, it. has a
$150,000 loss. That a prospect of this sort. is a positive threat to a
new enterprise cannot bie denied.

Again we are not seeking to rip up the entire revenue act nor are
we suggesting that that be done. That is not a phase of work in
which this particular committee is concerned. We believe this com-
mittee to be primarily interested in expanding the employment rolls,
and giving increased betterments in employer-employee relationships.

Proposed changes in law: It is proposed as an incentive to encour.
age business expansion thRt sections 23 (e) and (f) be amended to
provide that taxpayers initiating an entirely new business enterprise
expanding plant facilities, or investing capital in the purchase oi
new equipment after December 31, 1938, may deduct from gross in-
come any net operating losses by reason of such new business enter-
prise or expansion incurred during any taxable years beginning
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after December 31, 1938, and not prior to a years preceding that in
which the deduction is taken.

The result of this change in law: It is submitted that while these
provisions will give business the benefit of additional offsets against
gross income, their stimulating effect upon the national economy in
encouraging new e-aterprises, expanded production, and the expan-
sion of plants and equipment-and necessarily, employment--will
actually result in (1) an increase in the net income of the taxpayer
receiving benefits over a period of years, arising from expansion
efforts, which otherwise would not have been undertaken, and (2) in-
crease in taxable salaries and other income arising from increased
employment and increased business resulting from new ventures en-
couraged by this liberalization of the revenue laws.

Incentives for the purchase of new business property; depreciation
deductions: A common complaint of the businessman is that fre-
quently he does not get the benefit of depreciation deductions for
the full expenditure for his depreciable assets. He is restricted to
the deduction of a relatively fixed proportion of the cost during each
year of the useful life of the property. This deduction must be taken
yearly, irrespective of whether or not the taxpayer has taxable in-
come and thus irrespective of whether the deduction has the effect
of causing any reduction in tax liability. Under this method, if
newly purmhased machinery has a useful life of 10 years and during
the 10-year period the business sustains losses without the benefit of
deduction for depreciation during 4 years, the taxpayer has effectively
been allowed a depreciation dedutction to the extent of only 60 per-
cent of the cost of the machinery. Further, if a taxpayer fails to
make an adequate depreciation deduction in one -ear, he cannot add
it to his depreciation in a later year. An amendment to the law in
this respect, more favorable to the taxpayer, will, it is believed,
furnish an incentive to the purchase of new or additional property
such as machinery used in the taxpayer's business.

Three alternative proposals are advanced to effectuate this purpose.
The first is to permit taxpayers to take depreciation deductions on
property acquired after December 31, 1938, in any amount in a:y
year during the expected life of the property until the entire cost.
has been recovered. The second proposal would permit depreciation
deductions in the same manner as at present, except that on depre-
ciable property acquired after December 31, 1938, the taxpayer will
be permitted to carry over the deduction or any part thereof which
is not needed to show no net income for the year to the next taxable
year, during the useful life of the property, in which a net profit is
realized. The third proposal is to retain the provisions of the
present law with respect to depreciation allowances intact, except that
depreciation allowable on depreciable property should not reduce the
cost basis of such property unless the depreciation has been or could
have been utilized to reduce tax liability.

Proposed legislation, section 23 (1), a reasonable allowance for
the exhaustion, wear and tear of property used in a trade or busi-
ness, including a reasonable allowance for obsolescence: With respect
to such property acquired after December 31, 1938, the deduction
for exhaustion, wear and tear may be taken in any amount in any
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or years during the expected useful life until the entire cost has
recovered.

Alternative: Section 23 (2). A reasonable allowance for the ex-
haustion, wear, and tear of property used in a trade or business, in-
-eluding a reasonable allowance for obsolescence. With respect to
such property acquired after December 31, 1038 the deduction for
exhaustion, wear and tear, may be carried over from a taxable year
to the extent that it is not needed to show a net loss for the year to
the next taxable year, during the useful life of the property, in
which a net profit is realized. This carry-over may be continued
during the useful life of the property until the accumulated depre-
ciation not previously utilized as a deduction against gross income
is absorbed.

Alternative: Section 113 (b) (1). In respect of any period since
February 28, 1918 for exhaustion, wear and tear, obsolescence,
innortization, and depletion, to the extent allowed (but not less than
the amount allowable) under this act or prior income-tax laws. How.
tLver, with respect to exhaustion and wear and tear on property, used
in a trade or business, purchased subsequent to December 31, 1938,
adjustment shall be made only for the amount actually allowed.

Incentive to encourage investment in private industries; taxation
of interest on governmental securities: It is proposed that the tax
exemption now granted to the income on certain types of securities
be abolished. The beneficial effect of this would be twofold. First,
it would increase Federal revenue. Secondly, it would encourage the
investment of capital in productive enterprises by taxpayers in the
high surtax brackets. The present law places too great a premium
on the purchase of exempt Goveriment obligations as contrasted
with investment in productive enterprises. While the gross yield
from the latter may be greater than the former, the latter a net yield
after taxes is frequently lower.

Capital-stock and excess-profits taxes: The excess-profits tax has
proven a poor revenue producer. For the fiscal year ending June 30,
1938, the receipts from this tax amounted to only $386,65333.78. Do-
spite the relatively small amount of excess-profits taxes paid, cor-
porations have been loath to tie up additional capital in their plants
with the shadow of an additional 12 percent tax hovering over any
profits that may result therefrom. Despite the high tax rates on
profits in excess of 10 percent of the adjusted declared value of the
capital stock, taxpayers have tried not to declare values any higher
than necessary in order to keep their capital stock tax liability down.

Probably most declarations of value made this year were esti-
mated on the basis of facilities and business expectations at the time
the declaration was made. As a result, corporations fear the addi.
tonal tax liability that any expansion might bring. This condition
of stagnation is equally harmful to Government employer, and em.
ployee. Bearing in mind particularly the fact that only $36,000000
is brought into the Government in the way of revenue. An addi-
tional objection to the tax is that it is the nature of a game of
-chance ii which the taxpayer must stake his tax liability for 3
years on a guess made in 1938 as to future profits. It is therefore
proposed that this excess-profits tax be eliminated and the Revenue
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Act be amended so that a tax be levied on the actual value of a cor-
poration's capital stock instead of on the fictitious declared value
as it is imposed under this 1938 Revenue Act,

The last suggestion we have made provides a tax incentive to
restore the purchasing power of the railroads-that particular in-
dustry.

The financial rehabilitation of the railroad industry is a prime
essential for national economic recovery. However, the reduction in
fixed interest charges on long-term obligations is essential to recov-
ery of the majority of the railroads. To assist in such rehabilita-
tion it is pro , to amend the Revenue Act to permit railroads
to purchase their outstanding interest-bearing obligations in 1939
and 1940 at less than par or face value without incurring income-tax
liability on such transactions and without affecting the basis of any
of the railroad's property. The following section is proposed to be
inserted in title lof the 1939 Revenue Act to permit the railroads
to reduce outstanding, interest-bearing indebtedness without incurr-
ing income-tax liability.

Section 122, gain or loss to a railroad corporation from purchase
and retirement of its own obligations:

(a) In computing net income under this title, no gain shall be
recognized to a corporation from the purchase and retirement by
such corporation of its own obligations at less than the par or face
value of such obligations, provided that the corporation is either
(A) a corporation whose principal business is that of a common car-
rier by railroad; or (B) a corporation the assets of which consist
principally of stock in such corporation and which does not itself
operate a business other than that of a common carrier by railroad.
For the purpose of determining whether the principal business of
a corporation is that of a common carrier by railroad, if a common
carrier by railroad has leased its railroad property and such prop-
erties are operated as such by another common carrier by railroad,
the business of receiving rents for such railroad properties shall be
considered as the business of a common carrier by railroad.

(b) The provisions of subsection (a) shall apply only to transac-
tions described therein consummated during the caleildar years, 1939
and 1940.

That concludes the institute's report.
(Sample of questionnaire sent to members of the Tax Research

Institute:)
(Questionnaire to members:)

WHAT SHOULD THE 1939 TAx LAW Bz?

The important Subcommittee of the Senate Finance Committee, now studying
profit-sharing systems in industry and the possbiltes of incentive taxation,
has requested the Tax Research Institute to find out from Its members (1)
what they are now doing In the way of profit-sharing and (2) what they would
like to te in the new tax law. (See pag 7 of this November 12th T. R I.
Reports for a discussion of the Committee's activities.)

The Institute is therefore requesting all members to fill out this brief ques-
tionnaire with the assurance that individual names, replies and opinions will,
as usual, be kept confidential. The Institutes findings will be presented to the
Subcommittee's hearings at the end of this month.



PROFIT-SIIARING SYSTEMS AND INCENTIVE TAXATION 389
Your cooperation will be an important influence on the character of any new

tax legislation.
iNs8RUOrION--PZA6e REID CARNFULLY

A. You may omit answering any questions which would violate your company
policy.

B. Omit answers where questions do not apply to your business.
C. Attorneys and accountants should attempt to give replies which reflect

the situation in which their most important clients find themselves.
D. If you care to dictate a letter amplifying or supplementing the question-

naire, it will be appreciated.
E. Please return questionnaire to the Tax Research Institute, 292 Madison

Ave., New York, as quickly as possible so that it may be tabulated and ready
for the Committee hearing, which starts November 21st.

1. It is desirable (but not obligatory) that you give the Institute your firm
name. At least indicate your State. Use the space below:

Firm: ---------.-.-----.---.............---------------------------
Individual: ----------------------------------------------------------
Address: -.------------------------- State: ------------------------
Approximate number of yogr employees: -----------------------------

2. Exact nature of your business or activity :

(a) manufacturing-------_---- I (f) law office ------------------- I I
(b) wholesale ---------------- I I (g) accounting office ---------- I I
(e) retail --------------------- [ I (h) labor union ---------------- I
(d) service ------------------- I 1 (i) trade association --------- I
(e) financial ------------------- I (J) non-profit organilation- -.

3. If your organization is a business does it operate as a

(a) Individual ---------------- I I (e) corporation --------------- I
(b) partnership -----------------. I I (d) other form --------------- 1 1

4. If a corporation, is the corporate income

(a) $21,000 or lesI. .. I I (b) Over 250OG ---------- [ 

5. If a corporation, have you been handicapped by the undistributed profits
tax ------------------------------------------------- YES [ 3 No [

6. Has the tax on undistributed profits restricted:
(a) plant improvement ------------------------- YEs [ I No [ I
(b) plant expansion ---------------------------- Ym C ] No C ]
(c) retirement of debt -.---------------------- Yra No
(d) retention of reserve for future needs --------- YE No [ ]
(e) enlarged employment---------------------- YrS No C ]
(M) or has It restricted none of these ----------- YES -No C I

I. Will the 1938 Tax Law compel you to distribute dividends in excess of
amounts you would ordinarily have distributed in accordance with corporate
policy --------------------------------------------- Ym No [ ]

Which would you prefer:
(a) a corporate tax of 19% reduceable to 16h% if you distribute your

profits to stockholder ------------------------------------
(b) a fiat tax of 18% with no credit for distributed profits ------ -

INCENTIVE TAXATION MR BDnSNMS IMYROVEI.M-r

The following questions concern the Senate Committee's study of tax rewards
for the voluntary expansion of business.

9. Additional deductions or credits were allowed for prudent Improvement or
expansion in Industry-

(a) would you make Improvements ------------ YES [ No [ I
(b) would you make r-placements ------------- YS [ ] No [ I

(c) would you nmke plant expansions ........ . YES [ No ]
(d) would you, as a result, employ more people---- Yss E No [ I

10. If on any new plant equipment or property, you were permitted to take
increased depreciation deductions, would that induce you to make improve-
ments? --------------------------------------------. -Yrs [ I No [ I
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11. Is it your present practice to shut down or reduce employment during
certain periods of the year? --------------------------- Yas [ I No E ]

12. If you were allowed tax rewards to give some compensation for plant and
equipment operating expenditures during such slack seasons-

(a) would you still close down --------------- Y C I No E I
(b) would you still reduce employment -----------. Y No [ ]
(c) would you stabilize your employment -------- Yzs No [ I
(d) would you be able to sell your production

made in such periods, profitably ----------- Y [ ] No [ ]
(e) are you in favor of this plan -------------- Y [ No C ]

18. Are you in favor of:
(a) continuance of the present tax law without

change --------------------------------- Yras No[
(b) a flat rate of tax on capital gains ----------- Ys No [ I
(c) carry-over of losses from year to year--Y-es - ] No [ ]
(d) higher tax on undLitributed profits --------- YS No [ ]
(e) higher taxes on capital gains ------------- Y s ( ] No C I
(f) repeal of the excess profits tax ------------- Yrs [ No C I
(g) repeal of the undistributed profitsax ------ Yes [ No C 1

14. If you were allowed to carry-over operating losses from year to year,
would that encourage you to risk a possible bad year or two in:

(a) expanding production ---------------------- Ys ] No C I
(b) expanding your sales efforts to seek new mar-

kets ------------------------------------ YES No [
(c) developing and marketing new products - Y s [ No [

15. If lower capital gain rates were made applicable to gains on the first sale
of stock issued for purposes of business or plant expansion, would that provision
encourage you to:

(a) expand plant and equipment ---------------- Yes [ No I 1
(b) expand production -------------------------- Yes [ I No E I
(c) develop and market new products -----.------ Yea C ) No E I

1M. Suppose It were provided that the present tax rates remain until private
business re-employs a stated percentage of workers from the relief rolls, at which
time the excess profits and undistributed profits taxes would automatically
expire-

(a) would you favor such a plan --------------- Yes E ] No C ]
(b) would you re-employ idle workers to hasten

lowering of the corporate taxes ------------ Yes No C i
(c) what percentage of your present personnel

would you voluntarily increase, If such were
the law:

0-5% I 11-20% [ 31-4ove r
0-10%( ] 21-30% [ 41-60% ] overW%0 [

17. It It were provided that your corporation could earn exemption from
excess profits tax and undistributed profits tax by increasing the number of
your employees by a stipulated percentage-

(a) would you favor such plan ----------------- Yes [ ] No C I
(b) what percentage of your personnel would you

increase to obtain exemption from these
taxes:

o-5%C 11-20% 1 81-400/ t over 509o
8-10' [1 21-0%C [ 41-W% r

WOrIT-SHAWNO AND EM OtPLoW BENWr TS

1& The Committee is studying the feasility of tax rewards and incentive for
firms voluntarily establishing bona fide employee profit-sharing and benefit plans.
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These questions concern this phase of the Committee's activities. Indicate by
check mark if you have any of the following plans in operation:

(a) Profit-sharing plan (not as a (d) Bonus pian---------------
stimulus to sales or pro- (e) Pensions plan ------------ 
production) ------------ (f) Annuity plan -------------- [

(b) Employee-savings plan ---- I (g) Stock-ownership plan -- --
(c) Wage-dividend plan -------- I (h) other employee-benefit plan- - ]

18a. If convenient, indicate details of your plan, on a separate page, to whom
it applies, how long in existence, what percentage of the nut casnings Is distrib-
uted, what are Its effects, etc.

19. Do you provide any of the following for your employees, over and above
the wage scale:

(a) Group insurance supported in MJ) Sick pay ------------------ [
whole or in part by em- (k) Loons ------------------ [
ployer ------------------- 1 (1) Athletic activities ---------- I

(b) Death benefits ------------ (m) Club rooms -------------- 
(c) Hospitalization ----------- ] (n) Housing at lower than the
(d) Vacations with pay -------- C prevailing rents ---------
(e) Employee credit union -C- -- (o) Merchandise (general) at
(f) Gymnasium -------------- lower than retail prices.. [
(g) Social activities ----------- (p) IRestaurant service at reason.
(h) Disability payments -------- able prices (or free) - -
(i) Medical care -------------

20. Are all employees entitled to these extra benefits ---------------
Are only key employees entitled to these extra benefits ----------
Are hourly-ware employees entitled to these extra benefits ----------

21. Nhat percentage of net earnings has your company spent (aside from
wages) for employee benefit and welfare during the past two years?

0-% C 1 11-21% C 1 31-40% over50%
6-10% f 21-209 [ 1 41-5%[ e

22. State effect of your plan on:
Less Same More

(a) labor turnover --------------------------- ]
(b strikes or labor disputes ------------------ ] [
(c) requests for wage increases ---------------. - ]
(d) breakage of machinery --------------------- C
(e) increased production.. ..------------------[ [
(f) care of handling of products -------------- [ 
(g) loyalty to company and supervisory employees. 3 ] [ ] ]
(h) attendance record ---------------------

23. Are the profits shared or benefits given taken for granted by the employees
with the previous attitude recurring despite the existance of the plan nm:d the cost
incurred?--------------------------------------------- Yes ( I No 1 1

24. If you have had a profit-sharing plan, which is not now in existence, was
it ended because of:
(a) faulty operation of the plan-. I I (e) business difficulty not con-
(b) excessive cost ------------ nected with the plan -- --
(c) failure of expected benefits to (f) employee discontent or apathy. [

materialize ------------- (g) enactment of Social Securlty
(d) subsequent unionization ---- [ 1 Act --------------------- ]

25. If you now have a plan, would you like to discontinue it except for em-
ployee resentment? ---------------------------------------- Yes [ ) No [ ]

20. If you were permitted a credit against the corporate tax, similar to the
credit now provided for dividend distributions, would you establish an employee
profit-sharing plan? Consider, in answering this question, the tax bc-enfits plus
the employe stabilization and other advantages against the cost of the plan
and profit distributed.
Would establish plan ---------- ( Would not -------------------- [ 
Would tcrlously consider' establishing a plan ---------------------------- [
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27. Do you favor tax rewards for profit-sharing, plant expansion, and Increased
employment?

Unfavorable Comment

"A subsidy or reward such as sug-
gested might tend to stimulate activity
in building and expansion which, when
completed, would prove to have been
unwise and the expenditure harmful
rather than beneficial.

"The temporary business activity
would create an artificial prosperity
which would have an unfortunate reac-
tion.

"Consumption could not keep up with
the stimulated production."

Favorable Comment

"We have been thinking for years of
several major Installations, but feel we
could not afford them as it would be
putting too much money in brick and
mortar and machinery, based on the
Federal Tax Policies.

"Tax exemptions on the earnings In-
vested in buildings, machinery and
equipment would encourage us to make
these extensions, promote employment
and start a real prosperity based on
private rather than Federal pump-
priming."

As will be noted, the quoted conclusions are diametrically opposed. go that
we may consolidate accurately the concensus of businessmen as to the advan-
tages and disadvantages of Tax RcMwrds, will you answer the following:
I agree with ------------------------ "Unfavorable" [ ] "Favorable" [ 1

28. Tax rewards would encourage me to:
(a) increase expenditures for plant and equipment- Yrs [ 3 No [ I
(b) adopt profit-sharing --------------------- YEs [ I No [ I
(c) employ additional help ------------------- Y [ I No [ I
(d) market new products ----------------------- Yts [ ] No( ]
(e) increase production ---------------------- Ys [ No [ I

Plcase return this questionnaire as quickly as possible to the Ta-x Rcsearch
hnslitute, 292 Jfadison Arcnitc, Ncw York, N. Y.

Senator VANDENBERG. Mr. Cherne, as far as I am concerned, I think
you have done a monumental piece of work in an amazingly persuasive
way, and I am greftiy iridebted to you. Nothing could be morehelpful.senator Hmmipo. I join in what Senator Vandenberg has said.

This is most helpful. If yctl have anything more to contribute, we
will be glad to receive it-

Mr. CnHENE. Anything that comes our way we will send down to
you. I will leave with the committee the complete individual break-
downs of the entire study.

Senator Hnmnxo. Thank you very much. We will take a recess
now until 10: 30 o'clock tomorrow morning.

(Whereupon, at 8: 05 p. m., a recess was taken until the following
day, Thursday, December 8, 1938, at 10: 30 a. m.)



SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

THURSDAY, DECEMBER 8, 1938

UNITED STATES SENATE,
SUB1o3IMIrFi OF THE COMMIYIY ON FINANCE,

Waghingtoni, D. CF.
The committee met, pursuant to adjournment, at 10 a. m., in room

312 Senate Office Building, Senator Clyde L. Herring presiding.
Present: Senators Clyde L. Herring and Arthur H. Vandenberg.
Senator HuauNo. Mr. Robinson.

STATEMENT OF JOHN ROBINSON, CINCINNATI, OHIO

Senator HERRIo. Mr. Robinson, you are an employee of Procter &
Gamble, are you not?

Mr. RoBINsoN. Yes, sir.
Senator HnwNo. Of course, you are familiar with their profit-

sharing plan from an employee s standpoint?
Mr. IOBINSON. Yes sir, t am a member of that plan.
Senator HERiNo. lease tell us about it, how it has affected you

and what you think about itI
Mr. RoBINsoN. Would you like me to start from the beginning?
Senator HERRINo. Yes, please.
Mr. RoiNsoN. Well, before coming to Procter & Gamble Co. I was

a coal miner and I traveled the country, uite a bit following up
the coal mines, but I always found it was a east or a famine. What
I mean by that, it was seasonal work. We had to save money while
we worked to get through the times we were out of work. Most of
the time we could not save enough. The last time we had a strike in
the coal business in Ohio, I was about 18 months without work; it
happened in traveling, trying to get work, I got in line at Procter
& Gamble Company's plant in Cincinnati. Well, there was such a
tremendous lot of people in this line, that it took 2 or 3 hours for
the employment man to see us all, but I kept going and about the
tenth day, I think it was, he gave me a job as a clean-up man, cleaning
the machinery at nighL Well it was a job to me. I needed money-
I was down and out, my family were without clothes. So I started
there on that job. It was just a job to me. After I had been there a
few weeks first one man started talking to me and then another
to tell me the ideas or plans that Colonel Procter had fixed for his
employees. They first started to tell me: "How, after you have been
here 6 months you will be given the privilege of joining this profit-
sharing plan to buy stock." Well, I tried to get more information
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and everyone was eager to give it to me. That is employees not just
the foremen and management, the employees themselves; they were
selling the thing to me.

They were telling me about the guaranteed-employment plan.
Well, you know how I felt after being on part-time work, struggling
along to save a little money and then spending it in off time. When
they told me I was going to get my wages anyhow 48 weeks in a year,
that alone sounded good- to me. I felt: "Well, I am really in a good
place. It is going to be all right."

Then they told me all about this profit-sharing plan; that I would
pay 5 percent of my wages every week and the company would put
an equal amount in the book for me, that would be 5 percent. At.
that time the plan was they would buy enough stock for you
equal to 1 year's salary, which amounted to at that time five shares,
at $275, which since then has been split 5 to 1, and it amounted to
25 shares at $55. Well, anyhow, I got a little book and a certificate
saying I belong to this plan, and everyday day there was 5 cents taken
out of every dollar, and each quarter Iturned my book in and got it
balanced. After awhile I got like the other fellows; I turned ray book
in, and then I was anxious to get it back to see what I had. There
would be what I paid, what the company had given me in profit shar-
ing. If it was $10 the company gave me $10. The company started
out giving me 5 percent, but after a certain period they raised it to e,
and then they were paying in 1 percent more than I paid, and I was
getting dividends put in my book on the stock I had paid for. So
then I got the idea, after I got working there a couple of years, that
this might easily stretch into the period of time when I would get that
paid for, and that would be 6 years. That was tie plan at that time.

As time went on, I brought my family to Cincinnati; I told my
wife all about the plan, and she thought it was just a godsend that
I got there. Of course, she was going to lay out the wages every
week and budget. There was nothing to worry about. We could
look a year ahead; we could be sure we would gef the 48 weeks wages.

What makes the guaranteed employment so good, our profit sharing
was based on what we got; so if we got wages every week our profit
sharing was more; the more money we made the more profit sharing
we got,

So after 6 years I was called over to the office and the management
said: "Well, your time is up. You have got so much money overpaid.
It is not enough to buy a share, but we will settle with you; we will
give you your shares of stock." They gave me the extra money I had
paid, and then the next 3 months after that, when it came proAt-shar-
ing time, instead of going in the book the company handed me a check
of around $30. Well, it was a gift. I went home with my money.
My wife said: "I never heard the likes of this, getting moneyas a gilt.
I don't know what you have done for it," she said, "but think how
we had been struggling along here all theso years trying to get along.
Here we have a place where you have a steady job, a nice income, we
are doing fine. We paid the back debts that we had incurred at the
place we came from during the strike. Here we are able to send the
children to school, give them good clothes, and here the company
turns around and gives us a check out of the clear sky for $30.'"
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Likely she planned she was going to buy shoes and things for the
children.

So we just sat down and figured the thing out, and we thought,
"Well we are here to stay."

I tried to find out more about these plans and made it my business
to understand them. Then we had a pension benefit. plan. One per-
cent was taken out of our wages and that guaranteed us two-thirds of
our wages if we were sick. Well, my wife says: "When you worked
in the coal mines if you got sick that was just a day lost. We just got
by the best way we could. I don't know," she said, "this is real
security." She said: "We are guaranteed our wages, we get a little
extra on the side, we are guaranteed when we are sick, we are guaran-
teed by the old-age pension and the benefit plan. When you get old
what more does a workingman want? That is security." That is my
idea, gentlemen. That really is social security, in my way of looking
at it. If a workingman is protected in his work, in his salary, and
when sickness comes his family does not have to be without food,
and then when he gets old he is protected. I don't know what other
things people want.

I have been with this company for 11 years, and I want to say that
I am absolutely sold on their policies, and I can speak for the people
that work there. I work among them. I represent them in their
conditions, their labor troubles, different things of that kind, and I
know the people. I have had reasons to get among them and find out
just what their situations are, and I have never found a person yet
that is not sold on the Procter & Gamble policies. Not because% it is
Procter & Gamble, but they Yeally have a system whereby their em-
ployees are benefited, and it makes the people want to work for a
company like that. If you are a part of a company and you are
receiving these benefits, they don't have to have a lot of supervision to
force you to work. You do the work. You would feel, like if there is
soap on the floor being wasted, you would make up your mind to take
care of it; you pick up the soap. It is going to be automatic to you;
you are part of the firm.

Now, there is another system attached to this profit sharing. Say
your block of stock is 30 shares- well after you have got it paid
for there comes a time in your life, which often does in a work-
ingman's life, that lie has sickness, hospital bills, such things as
that, where it takes a few hundred dollars to pay for it. You go to
the management. and say: "I am not. in shape to pay that. I would
like to sell a little of my stock to pay that bill." 'he management
is very willing. They allow you to sell 50 percent of your stock
and still retain your membership in the profit-sharing plan. I tell
you, there have been a lot of people that have been saved a lot of
worries through that very thing. Most of them, after selling 5 or
10 shares, when they get on their feet they go right over and they say:
"Now, I've got straightened out; I want to start in and buy those
shares back.' There is nothing to force them to do that, but they just
feel it is something worth while; it is a security. They don't worry
about the market going up and down. It is there; it is safe. They
believe it. is just as good as gold in the bank. They feel secure with
the people who are running it, the management. I think when you

I i0513-I9----26
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have a confidence in people like that I do not see what more you want.
Those policies must be worth while.

Senator VANDENBEHo. That is a very human statement, and a very
intelligent and helpful one.

Mr. RoBInsoN . I want you to understand, gentlemen, I am not
coached to say this. I am speaking from the heart.

Senator HmmiG. We can tell that all right.
Mr. RoBiNsoN. Thank you.
Senator Hai.No. Wel , we thank you very much, Mr. Robinson.

We appreciate your coming.
Mr. RORINSON. I will be glad to answer any questions you wish

to ask me.
Senator HERRio. How much stock do you own in the company

nowI
Mr. RoBINsoN. Twenty-five shares. I was born in England. I

came over in 1913. My mother lives over there. I have a sister I
had never seen, because I never could get enough money together togo back and see them; but after I got with Procter & Gamble I was
able to save enough money and made a trip 2 years ago to England,
which would never have happened if I hadbeen following the other
kind of work. I also paid big hospital bills, and I am still in the clear
on those-all through Procter & Gamble Co.

Senator HERRiNo. And your base wage without the profit sharing
is as high as you could get anywhere elseI

Mr. ROBINsoN. Absolutely. It is the average-plus in the community
on corresponding work. that is the agreement we have with the
management-that they will pay us the average-plus of similar types
of work in the community. Every 6 months they make a survey of
that type of work, and they present it to us; and if we are on a par-
on an equal basis with them-they will put us up ahead. We are
always on the plus side of the community. They keep the prices up
with the community or a little bit ahead, and in that way they have
a good class of people; and I can say, gentlemen, that every day there
are 100 or 150 people lined up looking for work, although they are not
hiring people at present-just one or two once in awhile. People
would do anything to get a job in that plant. I see them go up and
down the road. I meet people that work 2 or 3 months, and then they
are out of work; and they say, "Oh, boy, you are lucky. You've got
a job you know is steady."

We don't stick to 48 weeks. Since I've been there we always got
50, and we got 1 week's vacation with pay; and this year, December
1, we signed an agreement with the management giving us 2 weeks,
1 week in the summer and 1 week in the winter, so that we get 50
weeks' work and 2 weeks' vacation with pay; we have got 52 weeks.
We can't get any more.

Senator HERRIo. That is righL
Mr. RoBINsoN. I don't see w at else a man would want, We've

got individual representation, we've got almost anything within
reason. We've got a hospital that the management gives us time
to go to, we've got medicines-anything for first aid. They give
us cough medicine if we've got a cold, or anything like that, They
let us lie down if we've got a pain in our back or if we don't feel good
they put us under the light. If the doctor says it will take ata!f
hour, it takes a half hour, and we get paid our time.
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Senator HEmIUNo. That is a fine story. We appreciate your coming,

Mr. Robinson.
Mr. RoBINSON. Thank you.
Senator HEuINo. Mr. Morris is with Procter & Gamble, of New

York.

STATEMENT OF JOHN H. MORRIS, NEW YORK, N. Y.

Senator HERRINO. Mr. Morris, you have 31 years of service with
Procter & Gamble, of New York

Mr. Mornis. Yes, sir.
Senator HERRING. Just tell us your experience with Procter &

Gamble. You have been with them 31 years, and you are located in
the New York office?

Mr. Monis. That is right; the Staten Island plant, New York.
Senator HENanN. Yes.
Mr. MoRRis. I went to work with the company on the 27th of June

1907. I went to work as a rigger. After I went to work there they
were just building the plant, and some of the old-timers came from
Ivorydale--that is the Ohio plant-and they started to tell me about
the stock proposition, the profit sharing, but in some way or another I
could not seem to swallow it; I did not think it really could be sold.
So finally, after awhile, in 1909, I took out my first stock. Then after
those times they used to issue a book. So every 6 months we sent our
book in, so when the book came back we found out probably we were
worth $100 more, and the next 6 months maybe we were worth an-
other $150 more; that is $250; and as we went along through the profit
sharing, you know, finally I had my first batch of stock paid up, some-
where around 1913, and I took out the second batch. I did not take
any more so far; I was turning it back into stock.

So in 1917 1 took my first check, because there was something coming
up that I needed the money. In fact, the house I was living in was
going to be sold at an auction sale. I got my 6 nionths' check then of
$310. The house was sold at an auction sale, and the down payment
was $290. I remember he gave me $20 change out of my $310 check.
That is how I started my home.

So then I went in for stock again, and I have been buying stock
all the way through, getting profit sharing. So not only myself, but
all the employees-all our employees, oh, I-don't know how many, but
probably 95 percent-own stock in the company and receive their
profit sharing all the way through, and through this profit sharing
about two-thirds of our employees own their own homes or are buying
their own homes--no; I am wrong there. About three-fifths of our
employees own their own homes, and about two-thirds of our em-
ployees have cars, and it all came through saving money through the
profit sharing.

Then after awhile somehow, I don't know just exactly how, Mr.
Procter felt that lie would still want to do better for the employees
so he started the sick benefit, so that when we get sick we receive two.
thirds of our wages as long as we are sick. Death was $1,000 to your
estate, and then a pension went in with that, with all those things,
and then after that he set up a guaranteed employment.

Now, that is the history, as far as I am concerned. I think Proc-
ter & Gamble is a wonderful company. They have not only treated
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me that way, but they have treated all their employees that way.
They want. everybody to be treated right, and they want the foremen
to treat the men right, and they stand up for their men all the way
through.

Senator HERRING. You have a feeling of loyalty that you would not
have otherwise I

Mr. Momus. I would almost live and die for Procter & Gamble; that
is how I feel about them. That is the concern that put me on my
feet, anyway.

Senator HERRING. Well, that is a fine story. Thank you very much,
Mr. Morris.

Mr. J. M. Frank, president of Ilg Electric Ventilating Co., Chicago,
Ill.

STATEMENT OF J. X. FRANK, PRESIDENT, ILG ELECTRIC
VENTILATING CO., CHICAGO, ILL.

Senator HERRING. Mr. Frank, you have a profit-sharing plan, have
youI

Mr. FaANK. Yes, sir.
Senator HlsaNo. Will you please tell us about it?
Mr. FRAN. I have covered it in a written statement to your secre-

tary, but I will summarize it briefly. I think that our plan may be
of interest to you chiefly in that. iV was started when our company be.
gan. Our company was incorporated in 1906, and the plan was put
into effect in 1908, when we had seven employees; and the same plan,
with no change whatever, has been in continuious operation up to this
date.

The plan is a very simple one. The employee is given a percent-
age of his salary at the end of the year, that percentage being deter-
mined by the management, and based, of course, on the company's
profits for that year.

Then there is an addition to the percentage that increases yearly
after the second year and reaches a maximum addition after the
eleventh year, which means that an employee who has 1..en with the
company 11 years at a given salary would get 50 percent more profit
sharing than an employee with the same salary who had been with
the company I year. In other words, it goes up in 5 percent incre-
ments for a total of 10 years.

The plan is successful, we believe, due to the fact that it has failed
to pay in years of those 30 years. Perhaps that sounds strange to
say that it is successful because it has failed, but we feel that the 8
years in which the plan did not pay provided the real test for the
plan. In other words, the plan of paying profit sharing in profit-
able years sold itself to our employees sufficiently well that it carried
over in those years when the profits either were not sufficient or
there were no profits, so our men felt it was quite proper not to have
profit sharing. Therefore, I point to that particularly as being sig-
nificant, that the plan must be a sound one if it carried through the
years that it did not pay.

Senator VANDENBF0. In other words, as stated in your answer to
our questionnaire, your profit sharing made all your employees profit-
conscious?
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Mr. FRANK. That is right. That is exactly what it did. They

must have the feeling that it is based on profits; in other words,
that it isn't something else.

Now, as to our method of pay. We issue at the end of the year a
certificate, an interest-bearing certificate. The rate of interest has
varied with the changing times, and the day on which the certificate
comes due has varied, depending on the company's financial condi-
tion. As a rule, those certificates are due and payable within a vea'
within the date of issue, and after that date they may be cashed, or
they may be left on deposit with the company. In the main t how-
ever, the certificates have been exchanged for" common stock in the
company periodically, and we think that is a vital part of our profit-
sharing system, that there is a tie-up between profit sharing andstock olding.

The result of that policy, practiced now over 31 years, is that we
have 202 employee stockholders out of a total of 277 employees, and
those employees own approximately 60 percent of the stock, other
than officers, the officers own 40 percent of the stock and, of course,
the officers are also employees. Our stock is owned entirely by em-
ployees; there are no outside stockholders.

We feel if that can be done, if there can be a tie-up between profit
sharing and stock holding, that it is a very highly desirable feature.

We have in our company one or two tfiings that may perhaps be
of interest to your committee. We have a loan fund, which has been
accumulated from time to time by company gifts, and we loan money
to employees in time of need. just as a Ibank would lend money, and
we urge them to put up their company stock as collateral. In that,
way we prevent, or tend to prevent thie sale of stock, because inas-
much as we have gone to great trouble to put the stock into the hands
of the employees, we naturally go to more trouble to keep it in their
hands.

Senator VANDZ ,mrFo. What happens when an employee leaves?
Mr. FRANK. He may sell the stock if he wishes, of course, or he does

not have to sell it. There are no strings tied to it. The result of it is
we have a few ex-emplovees some of them even working for competi-
tors, who are stockholders mn our company. As far as we are con-
cerned, we feel that is probably desirable. Part of your question,
Senator, is answered by the fact, though, that we do not have very
many leave.

Senator VANDzNGmO. In other words, your plan reduces your
turn-over?

Mr. FRANK. Almost to nothing.
Senator VANDENBRG. When your board of directors has its annual

meeting and determines how much of the profits are to go into profit
sharing, is that a standard ratio?

Mr. FRAwK. No, sir. We have not developed a fixed formula. We
have no ratio of profit sharing to dividends, if that is what you mean.

Senator VANDENBER. Yes.
Mr. FRANK. No, sk; but if it is of any interest to you, I could give

you an approximation over-all figure over a period of 30 years on the
relation of the total profit sharing to the total dividends. 'Would that
be of interest to you?
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Senator VANWDzNBmr. I would be glad to have that.
Mr. FlANK. The total profit sharing in that period-and that

includes, of course, the years when there was no profit 'sharing-is
$68,00, and the total dividends paid to stockholders in the same
period Is $1,M1,000. I

Senator VANDEllanO. That is about 21, to 1.
Mr. FwaK. 21h to 1. -But it must be borne, in mind that something

morc than two-thirds; perhaps 80 percent, of the men that revive the
profit sharing also receive the dividends, because 80 percent of our
employees are Rockholders,

Senator VAuieNmio. After you have set that amount aside which
is to go into profit sharing, is that paid uniformly under any formula
to the employees or is it on a merit-rating basis of distribution?

Mr. FRANK. go, sir. Only with the condition that I pointed out,
the employee must have been with us 3 months to qualify, and then a
percentage of profit sharing is determined on. Let us say that per.
centage is 10 percent. If the employee has an annual salary of $2,000
and has been with us 1 year, his profit sharing would be $200. If he
has an annual sala of 9,000 and has been with us ii years, it wouli
take a 50-percent increment. In other words, he would be credited
fOr his length of service, so he would get $300. The merit 'of course,
is mplied in the fact that he has bean with us a number oi years and
it is obvious that his service has been satisfactory.

Senator V wBmnsrao. Have you had any labor trouble
Mr. FRANK. No.
Senator VAwns1ao. The profit shaie must be taken in stock, is

that right I
- Mr. FRAN. Oh, no; no, sir. There is no obligation, there whatso-
ever. The profit sharing, as. I explained, is an interest bearing cer-
tificate whidh becomes due and payable on a given date,- "Here fs in
actual form [indicating]. From time to time-we have not done it
at regular intervols-fr.m time to time wh6e we felt it W_ hs desirable
for th 'company ind the' emplb@-des we have issued stocki and those
imses of stock cold be taken up in cash or in Mpidflt sharing.
-i 'Senator V~ANDKR., Well, now, at the end ,oi.the year when-you
make your distribution, the employee gets this 6ertificatel
, 'Mr. FRANw. He gets'this crtifiate;'ye , air. ., ..

Senator VANito. He could not take cash at that time?
Mr. FRANK. Not at that time- no. I
Senator VAmNDNBRao. Now,: when can h6 get his share of the profit

in cash if he wants it? , 1. 1 1W I
Mr. FP K. I will answer that question in this way: ,Thii'ca6f-

cate, we will say issued on January14; wotld beon due aid pay-
able approximately a yer latkl',it fnayUbe a'year and S months later
so as to give us a little leeway; theAif the empl6yqewint to "cash
thi% certificate,' heimerely notifies us a few daywin acdvan6b, I believe
it states on here how many days, and an timi aftet that date it may
be cashed. On the other hand he may, if hie wishes, let~that'remain
on deposit And it bears a varying rate of iriterst.. That interest ifte
hAs been as high as 5 percent and it has been as lw as 3 percent.* Sehtoi'.-VAWDaino. We~l if he elects to take kock, what fixes
the price of the stock?

Mr. FRANK. In a company like ours, where the stock is unlisted,
we simply have to fix that arbitrarily from time to time when the



"ROFIT-SHARINO SYSTEM AND INCENTIVE TAXATION 40f1

stock is issued, and we have to arrive at a figure based on book value.
and earnings.

Senator VANDEimmo. That is a varying figure?
Mr. FWI"K. Yes, sir.
Senator VairxmaEro. Determined by the board of directors
Mr. FRANx. Yes.
Senator VAxiNsimo. On the basis of book value?
Mr. FuANK Book value and earnings.
Senator VANDE -Bn. Yes. I suppose the stock has the same voting

rights as any other stock I
Mr. FMsm. Yes, sir. We have just that one form of oommon stock

and we have a few issues of preferred, a very, very small Issue ot
preferred that comes

Senator VAN W asm our stock is not listed, Isup-
Pose you d 0 have any trouble wi appiness through fluctu-

" iWetzy 'id thatrby' to lend the em.
ploy money on stock r to' an for sa from- one employee
to. oher, ifth 0 obea a need;but ink you will see,

w i a oa ofe h I escri in a small comn-
y we t the loyees, we can usually

ork out em, 0 ha sell their stock.
obviously, it i i 4at t si atio is the employee
oes not want to stock.
Senator VA iD o. " ath x times 'hen ,your em-

loymn flis
Mr. K. at o work out a at onary number

f men nearly it is 4ll4. mianufa r business.
en we nie t taaen 87I' aso

e part of' W ebtts ow own our,'4 te newer and
y ger Iftw r b f it 6 t, at nfay undi&little com-

ph ted, but we f the Ideri, the men lho have; been with
tle- pany the lare a ps ofem ye, you; please,and epto i ttime in"h ofakr bhorten i Ob
weekg y r; a few, of-the neewr Iml/e %is/ So that 1- the

times go er And harder, it- would ally, of cours affect all
of tile zn" men. Mlu t, the men of longer, service,
the me4 in the iI given the preference. .

Seng~tOm VANID0 .. R • ve you any, perlsion plan?.
Mr. Fna . We hoiwe boon creat"i9, h- pension .fund .for about 20

ems aid so far,,w have done notrgcbuttreats th! fund. We
ave no formulated plan: at ptest alth h we have had occasion,

up to date, to pension a few men, and weave worked, out. A plain
for those men, That is not neoestarily a'stancardit6&1 plan.

Senator VAx,-Nm o, I notice one of your comments on the qued4
tionnaire is, that ,you believe a yearly profit-sharing'plan is greatly
superior to amenaly -or quaarterly plan.,Ur. FRANs.,.Yes i," .. ...

Senator VAND E Zm0. Why?
Mr. F pm. Because it seems to me that it is 6nly throxikh a yearly

plane and in fact only through a yearly plan, that has been good
some years and bad, me years, that: ycu can really -get cross the
idea to the employfeesthat it is tfulyi a#pi-ofit-shaing plan, ;,You
used the words I would like' to use, to make them profit-conscious.
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Let us start with the weekly plans, suppose profit sharing is
weekly, well, it is practically impossible to detach the employee
from the idea that that is not a wage bonus.

Senator VANDENBERG. Part of his compensation?
Mr. FRANK. That is right. Now, if it is monthly, that is a little

less that way, but still a wage bonus; quarterly, the same. So it is
merely a matter of degree. If I was consistent, perhaps we ought
to pay profits every 5 years, but that would not be logical, because
all business is run in yearly intervals, and we think the yearly
payment is about right.

Senator VANDIENIERG. Do you pay your stockholders by the year?
Mr. FRANK. No; we have quarterly dividend periods. However,

we do not hold strictly to those periods. We use the system that
seems to be current nowadays of declaring a dividend if, as, and
when.

Senator VANDWBERG. Well, if the profit-sharing dividends were
Seared to the same system that you used with the stockholder, would
it not accomplish the purpose you are describing, even if it were
quarterly, Suppose you paid your dividends to your employees
always at the same time you paid them to the stockholders, would
not that gear it to the profit

Mr. FRANK. Offhand, I can see no reason why it would not, if it
were carefully explained.

Senator HmRio. Have the unemployment-compensation laws
caused you to attempt stabilization of employment?

Mr. FANK. Will you repeat that?
Senator HEMINo. The unemployment-compensation laws, have

they caused you to attempt stabilization of employment?
Mr. FRANK. They have caused us to make no change, because we

had been attempting it long before.
Senator HnmRNo. You believe your plan could be followed by

other employers to their advantage, do you?
Mr. FRANK. I am not sure about that, and I am sure it would be

dangerous to say "yes" and just let the answer stop there. I feel
that our system has been successful in a small company, or a rela-
tively small company, principally because we started it when we were
a very small company, with seven employees, and built up a back-
ground while we were small. Now, I doubt if you or I could take
that system and implant it today as a new thing into, let us say, a
good sized company. It would lie quite difficult.

Senator HMRING. You have no retirement benefits or disability
benefits, or old-age insurance or pension of that kind as a definite
plan, have you?

Mr. FRANK. We do not have a definite plan. We have one in fact
that is definite, and that is purely gratuitous. We have an entirely
gratuitous life.insurance policy that reaches a maximum of $1,000.
If the man has been with us 1b years, it becomes $1,000. It goes up
$100 a year, I think, after the first year, and that is purely intended
as a little benefit for his heirs if he dies in our service.

Senator HmiNo. Your thought is you will pay them a good wage
and let them share in the profits and let them buy those things them-
selves? You think that is a little better policy than to hold out a little
out of each dividend check and build it up for them ?
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Mr. FRANK. With the exception of the fact that we issue the profit-
sharing and interest-bearing certificate, and to that extent encourage
the employee to save his money. Beyond that I would answer your
question "Yes," namely, that we pay them a good wage, we pay them
a liberal profit sharing, and beyond that the money is his.

Senator VANDEYN ERo. Mr. frank, on the question of incentives, you
made a rather interesting publicity suggestion in your letter to tWle
committee. Would you care to say a word about that?

Mr. FRANK. Well, I will seak guardedly about it. I can see, of
course, one of the purposes of your committee is to try to determine
whether there is a feeling for incentive legislation, or whether there is
a possibility of that thing. In my written comment I think I said that
as far as I had gone with the sulject I could not favor incentive legis-
lation, because it is not clear to me how incentive legislation can be
framed that will serve the purpose. Now, of course, if incentive legis-
lation can be framed, that would encourage a company like ours to do
what we are doing, and then would reward us in a financial way for
doing it, why, we could hardly be opposed to it, but I am a little bit
afraid of abuses under such a system. I fear that a law of that kind
would have to be constructed very, very carefully at least to prevent
abuses. Therefore, I did not want to be completely destructive, so I
thought I would try to be constructive and suggest something else. As
far as we are concerned in our company, frankly, we think the virtue
of having a good profit-sharing system is its own reward, and that is
not for any altruistic reasons at all, but it is purely and simply good
business. We have succeeded in a modest way. We have succeeded to
the extent that we build a product that is well thought of, and the
employees remain with our company. We consider it is well off. They
like to own stock in the company and live and die happily with our
company. So it seems to me that that in itself is enough reward.

At the same time, if this business of profit-sharing is a gospel
that ought to be spread to others, either because they have not heard
of it or because they do not understand it, then perhaps it would
be wise to have some kind of reward, and I suggested there, in my
letter, I believe you might give some form of -publicity, because
after all, nearly everybody, every company can use publicity, and
likes publicity. I have not tried to think that through. I do not
know what form of honor roll it would be, what type of button or
insignia could be used, but it seems to me that something like that
could be worked out.

Senator VANqjDENB. Now, bearing upon your suggestion, which
you do not need to be too timid about, I happen to have a very inter-
esting letter from Mr. Charles Baird, president of the Council of
American Industry, with headquarters here in Washington, and from
that I will quote the following sentence:

For example, there Is, as you well know, a wide, latent good will among con-
sumers toward the plan of sharing profits with labor. If even a few manufac-
turers would now unite to publicize the fact that their profits are inade under
profit-sharing conditions, a tangible beginning would have been xade, a center
established around which a great movement might grow.

In other words, here is a suggestion that those who are profit
sharers might well afford to say so themselves to their consumers, 'and
that it would rebound to their definite advantage.
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While I am on this letter it would be interesting to add the fol.
lowing: This Council of American Industry, points out that while
general wage advances increases consumers prices approximately
1, times faster than wages rise, yet that payments through profit
sharing do not enter into the production cost base, and therefore do
not increase consumers' prices.

That is another reason why the consumer might well be interested
in the institution of profit sharing.

Mr. FRANK. Yes
Senator VANDEWBERO. On the question of direct incentives, Mr.

Frank, I think the subject is not very well understood either by the
public or by us, because it is a rather nebulous thing as yet, but sup-
pose, for instance, you were permitted to set aside extra profit in
profitable years for reserves to provide unemployment and other
benefits in bad years, would not that be a definitely advantageous
thing not only for business but also in building up the resources
with which to combat unemployment periods

Mr. Fmwx. My inclination is to say "yea."
Senator VANDm-mBEO. Well, that is what we seem to find in con-

nection with incentive taxation all through the discussion. I can
fully understand why a business man would be very skeptical and
critical in confronting the general abstract question, yet when you
break it down and start in with concrete facts, there is immediately a
hospitality for the idea, which frequently is lacking in respect to
the general aspect.

Mr. FRANK. I can see that.
Senator HRixo. Unless you have something else that you would

like to suggest, Mr. Frank, we appreciate very much your being here.
Thank you.

Mr. Reith.

STATEMENT OF GEORGE REITH, HOIT, ROSE, AND TROSTER, NEW
YORK, N. Y.

Senator IEimNo. This is Mr. George Reith, formerly statistician
for the National City Bank of New York.

Mr. Rm.' Thirty-three years ago.
Senator IRFranNo. We have this statement. Did you wish to put

this into the record?
Mr. R~un. I want to read that, if it is all right with you.
Senator HRNo. Just go right ahead.
Mr. lRrur. Perhaps I might, preface what I want to say by saying

that my story here has to deal with theory and not with any practical
relation to profit sharing. Is that all rightI

Senator HriNo. Yes, sir.
Mr. RErr. I have had more or less practical experience during

my life. With the City Bank, as the chairman said, and after that I
was- a bond broker, a foreign exchange broker, a dealer in bonds,
and an employer and employee, a.q most people have been, and 12
years ago I retired from business. I have been thinking a great deal
about this matter fbr 20 years, and in the last 2 years I have ben
t ring to put my ideas into concrete shape It may not meet with
your approval, but I will do the best I can."

Senator HEiu, o. Yes, sir.
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Senator VANDENB EG. Your thesis is not directed to profit-sharing,
is it Mr. ReithI

Mr. RFJTH. Profit-sharing is the central motive in it.
Senator VANDF.NnERm. All right; go ahead.
Mr. RzrrH. I greatly appreciate the invitation of this committee

to state my views on certain aspects of profit-sharing and incentive
taxation, abut which I have been thinking for many years. I have
a plan. It is distinctly pro-capitalistic and democratic, but yet be-
cause it is based upon some original ideas, it may seem to be radical
upon first consideration. Perhaps, if I state at the outset that its
central objective is balance balance between consumer buying power
and producing capacity the need for novel treatment will be re-
vealed. For no one, so far, has been able to crack that nut, least of
all the New Deal administration, which spent 15 or 20 billions of
dollars in experimental attempts to do so. The plan I propose is on
a pay-as-you-go basis and it demands of citizens the surrender of only
those rights which, I maintain, have been of imaginative benefit to
them. imay not be able to convince you at this time that my plan
is feasible, but I hope that a thought or two may emerge which will
aid in your survey and perhaps sow the seed for the correct solution
of several pressing problems.

Because men live in large communities their natural individualism
requires control by government. One of the important purposes of
government is to encourage productivity, because it is the chief
foundation of comfort, culture, and happiness. Production in a high
degree can be attained only by cooperation between many individuals.
I think you will agree that increased production is really a prominent
purpose of the legislation contemplated by this committee.

•To bring about cooperation, two methods have been utilized by
society, through government, in the past. One was based upon phys-
ical force. Ofold, the means were called autocracy, oligarchy, feudal-
ism, slavery or serfdom. Now we recognize them In communism,
fascism, and nazi-ism. I call that method enforced cooperation.
The antipathetic objections to it by those who prefer democratic in-
stitutions need not be reviewed.

Senator VANiDENBmo. Does that include the N. R. A. and instru-
mentalities of that nature I

Mr. RrrH. I would not call the N. R. A. that exactly. It was a
sort of in-between. That is New Deal stuff. It was an attempt to
use force without the ability to use force, I should say. Is not that a
correct description of it!

Senator VANDY..-mmo. I do not know. The little tailor went to jail.
Mr. RmTm. The other method is based upon freedom, upon the

belief that, by wide latitudes and incentives, unstinted exertion is
inspired. I call that method voluntary cooperation. The great bene-
fits that follow from it, however, are tempered by serious defects which
often threaten its very ex'atence. Laissez fair and demand and
supply laws do not always function to the best advantage. Many
claim that distribution is inequitable and therefore oppressive. I
choose to disregard the question of equity and to criticize this method
because of certain economic inefficiencies which persist under unoon-
trolled laissez faire. I firmly believe that these inefficiencies can be
remedied, and that by remedy-ing them more just equities would fol-
low as a natural byproduct.
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For many years it has seemed to me that the best way to obtain that
cooperation and y& retain freedom, without its anarchical tendencies
and yet preserve incentive for effort in place of force, could be found
in a third method---one which has never been attempted on a com-
prehensive scale. To distinguish it from the others, I call it. induced
cooperation, for its purpose would be to persuade each individual
to compel himself to cooperate for the common good. That laudable
objective would be accomplished by ado opting devices for mutual bene-
fit which, if departed from by the individual, would work out un-
favorably for him.

Thus, there would be no need for force, nor for reliance upon the
vacillating moods of voluntary consents. And yet, by the adoption of
such devices, the principles of democratic institutions need not be
impaired, for they could and should be accomplished by the deliberate
will of the people, as by constitutional amendments. All functions of
government impose upon individual rights which are sacrificed to
gain greater benefits. The most obvious of all is the power of the
police and the courts. In each case it is only necessary to demonstrate
that the advantages to be gained outweigh the sacrifices required.
This proposal is not as fantastic as it may appear, for the legislation
you contemplate is an excellent example of the devices I ani trying to
describe. Your committee has been making a survey to determine, in
the first instance, whether general profit sharing would be importantly
desirable. If determined favorably, you would try to induce more
employers to adopt it by offering tie incentive of tax exemptions as
a reward for doing so. Conceivably, if the incentive could be suffi-
ciently alluring, few employers would refuse to adopt a policy from
which they would almost certainly profit incidentally on account of
the psychological effects it might have upon their employees.

I am not here to give testimony to prove that profit sharing does
produce psychological effects which can be translated into terms of
money profits. I know you have heard from many representatives of
industry who from practical experience, are able to judge the ad-
vantages in efciency and loyalty which are promoted by profit shar-
ing. ince I have the opportunity, however, I would like to say that
from my own experience with human nature, it is my opinion that a
worker who has a stake in the business from which he gains his live-
lihood, does better work than if he is on a flat wage; that the sales-
man or trader on commission is nearly always a better producer than
one who has only a fixed salary. The opinion is often volunteered
that the lowly worker has no ambition to share profits and that lie
could never understand why he should share losses. It is asserted that
his sole concern is to demand higher and higher wages. Now, when
that narrow view is expressed by an employer, I believe it may be
attributed to lack of experience with profit sharing systems, coupled
with disagreeable experiences in dealing with representatives of labor.
When it is expressed by a labor leader, I am inclined to suspect that
it is inspired, in part at least, by the fear that the labor leader him-
self would lose prestige. How would labor leaders employ them-
selves if workers and employers could find a basis of harmony of in-
terests? Sharing in profits and losses is the willingness to take a
risk, a willingness that every man who goes into business for him-
self assumes. Certainly, the intelligence of most workers in this
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country is high enough so that they could acquire that sporting atti-
tude toward life by education and habit.

Nearly all the enactments or proposals to improve the relations be-
iween capital and labor since the beginning of the depression, 9 years
ago, have been unilateral in character, because of which they could not
possibly produce good results. It would not be just to characterize
your plan with that defect. As a step toward solving the problems,
which so far have defied solution, I am certain that you are moving
in the right direction. Because these problems, as I view them, cover
a wider range than that implied by your agenda, I cannot get very
enthusiastic over the prospective benefits of any contemplated leg.
islation. Yet, I realize that, even if more radical measures are
conceded to be necessary, it is still a practical accomplishment to take
a sure short step, if by so doing it is likely to lead to the necessary
long one later.

The broader objectives to which I referred, are these: Balance,
harmony, efficiency, and increased production.

1. Balance: To attempt, through the means of profit sharing, to
provide balance between effective consumer buying power andthe
existing capacity to produce, whatever that capacity may be.

The ancient idea that labor is a commodity, to be purchased as
chea ply as possible is not now the creed of all managers of industry.
Mr. Ford and others have been stating constantly that wages must
be relied upon to provide buying power for the goods produced by
labor. Yet one gets the clear impression that they have no plan in
mind by which that buying power can be maintained. Nor is it neces-
sary to dispute the claims of those who, like Prof. Willford I. King,
assert that in the long run labor gets its full share of the income of
production. It is my contention, which is confirmed by the statistics
of the United States Department of Commerce, that labor often
receives too little and that sometimes it receives too much. That is
the true cause of unbalance, and I believe you must concede that,
so long as wages are determined by negotiations between the repre-
sentatives of labor and individual employers, the problem of unbal-
ance will not be solved. Hence, the concern expressed by Mr. Ford
and others as to the share received by labor must continue to be
academical. Is it not, desirable, therefore, to face the problem
squarely in its broad aspects and attempt a solution? This is what
happens. When capital takes too large a share of the income of pro-
duction, as it does during periods of rising prices, the surplus goes
into excessive productive facilities and we get top-heavy booms, fol-
lowed by depressions. When employed labor gets too much in a
single industry, production in that industry is restricted. When
labor gets too much in the aggregate, as it does after depression has
progressed, capital is discouraged from enterprise and recovery is
delayed. Obviously, the indicated solution is to keep the national
pay roll at a constant ratio to the national income and the medium
for doing that is profit sharing on a national basis and by central-
ized direction.

2. Harmony and employee efficiency: To merge completely the in-
terests of the workers and their employers, by removing all the super-
ficial causes for conflict which now exists.

Universal profit sharing would be one factor. Scientifically ad-
judicated standard wage schedules for classified workers would be



408 PROFIT-SHAmINO SYSTEMS AND INCENTIVE TAXATION

another. Actually, wages are not paid by employers. In anticipa-
tion of a profit, wages are advanced to the workers by their em-
ployers. They are included in the cost of and are recovered from the
proceeds of the product when it is sold. Yet, workers and em-
p~loyers continue to quarrel about rates. By the adoption of proper
devices, the real basis of conflict could be placed where it belongs-
between groups of workers in relation to each other. (This is feasi-
ble, because the overwhelming majority of workers should be classified
for their own protection and be dealt with as classified groups.)

Because a few craft unions, by monopolistic organization methods,
and the rail workers, under the favoring wing of legislation, have
succeeded in attaining special advantages, regardless of the ability
of employers to pay, is no proof that all workers could fare so well.
In fact., a little consideration will show that in the long run these
special advantages are obtained at the expense of the other workers
in the higher prices they have to pay for the products. To be sure,
for the moment, the relatively high wages being received by the
railroad employees are being confiscated by Government out of the
assets of the holders of railroad securities. The railroads can be
squeezed without national calamity because the whole transportation
industry supports only 8 percent of all workers, and not all the rail-
roads are bankrupt-as yet. If, however the same policy could
be applied to industry and commerce, which together employ 43 per-
cent of all workers, private enterprise, and with it democratic gov-
ernment, would be a thing of the past. The fear that labor backed
by a sympathetic and, at the time, all powerful administration, in-
tended to make such demands, in disregard of the employers' ability
to pay, was undoubtedly an important cause of the prompt return
of depression in 1937.

I believe it is because many people in labor, business, and Govern-
ment still believe, subconsciously, that wages are paid out of capital
and not out of products, that such foolish ideas persist. Real bal-
ance is the most important goal of all. Owners must realize that
when business is good the means should be found to keep them from
committing financial suicide by taking too large a share of the profits.
Workers must realize that when business shrinks they must accept
less all around to prevent wholesale discharges and acceleration of
the progress of depression. The so-called right of free bargaining
is a pure delusion to the great majority of workers. They never did
have that right, haven't it now, and never will. As has been stated, a
few workers have placed themselves in preferential positions with
relation to other classified workers. If the truth be known, though I
have never seen it stated anywhere, that situation is the real cause of
the bitter enmity between the two large groups--labor groups-which
the President believes he can compose.

Another mirage, now being demanded by spokesmen for labor, is
security of employment combined with stability of wages. It must
be evident that, except to a very limited extent in specal industries
and to a limited number of employees, that is a boon that cannot be
granted. It might be approximated, that is to say, security of em-
ployment might-be approached by the means of the fluctuating wage
scale which I advocate.
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3. Capital efficiency: To provide unlimited incentive to the owners

and managers of business, by completely removing the burden of taxes
from the back of production efforts.

Income taxes, taxes on corporations, and pay-roll taxes are re-
straints upon productivity. By removing them-

(a) Capital would seek remunerative employment in the field of
production, instead of hibernating in tax-exempt securities.

(b) Cor rations, which under proper control, could be made into
and limited to their natural function, that of a free implement in the
process of production, would be released from present hampers upon
enterprise to earn profit and, therefore, to expand production and.
provide employment.

(o) Creative brains, now in cold storage as the result of punitive
tax lilies, might be enticed to be withdrawn and put to work. (I
shal revert to the subject of taxes later when I suggest the desirable
substitute for penalizing work, in order that government may be
provided with revenue.)

4. Increased production. Through the combined operation of these
measures, supplemented by such other similar devices as will be nec-
essary, productivity should expand rapidly, for--

Workers would be more ambitious and conscientious. There would
be fewer objections frotn them to inventions and technological im-
provements. Less insistence upon short hours of work.

The impact upon the owners of capital and entrepreneurs is too
obvious to require recital of details.

The mitigation of depressions should cause the volume of produc-
tive goods to expand at a faster net pace than that by the violently
interruDted curve we have endured in the past.

I have prepared a plan by which I believe these purposes may be
attained. I realize that it must be inadequate in details and that
it would require much amendment. I submit, however, that it is de-
signed to encourage people to work, that it is consistent with demo-
cratic principles and that if adopted, the means could be found to
make it operate feasibly. Such a plan is confronted with these
obstacles:

1. The requirement of wide educational publicity.
2. The inertia of people who, concerned with their own affairs are

unwilling or unable to give the required attention for understanding.
3. The difficulty of obtaining agreement upon any complicated pro-

cedure, even if proof of advantage were undeniable.
4. The opposition of those who consider only the contributions

required from them. Cooperation implies giving as well as taking.
In this plan, nearly all groups would berequired to yield something
in order to make gains in other directions. The normal tendency is
to magnify a concession and minimize a boon.

VOLUNTARY VS. UNIVE A PROFIT SHARING

To be effective in accomplishing the pur I have outlined,
profit sharing would have to be general and bDe ntrolled by cen-
tralized regulation. It is improbable that profit sharing would be
adopted universally, by voluntary decisions, even with tax exemp-
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tions. If operated by individual decisions as to rates its effect on
balance would be only casual. Hence, I strongly advocate direct
legislation to enforce it, I know that a business executive recoils
from the term compulsory as from a malignant disease, especially
after the experiences of the past few years. I know also that this
committee has emphasized the voluntary feature of its objectives.
This is merely my argument in favor of compulsory profit sharing
to gin the broader objectives.

1 maintain that any' form of legislation is, ipso facto, a form of
compulsion. In the final analysis, it will not matter much whether
profit sharing is directed by law, or whether, by taxing or with-
holding taxes, employers may or may not be compelled to adopt
such systems. If the inducements are strong enough, there will be
compliance. If not, the law will be ineffectual. I maintain that
compulsory profit sharing would come within the definition of in.
duced cooperation, because employers would be compensated for the
payments made by each, through the increased purchasing power
for their own products provided by the profits distributed by all other
employers.

The following is a brief outline of some features of the plan I
propose:

A standardized contract of employment: All employees, classified
and unclassified, are to be hired under a uniform contract which
will include these fixed conditions.

1. A contract wage or salary for any agreed upon term.
2. Part of the wage to be paid in cash at customary intervals.
3. Part of the wage to be withheld and paid only when and to the

extent earned by the employer. .
4. Provision forparticipation in the excess profits of the employer

at a localized modification of the national rate, which will be declared
periodically.

5. There should be no restriction upon the right of the employer to
discharge a worker, or of a worker to quit his job, within the terms
of the contract.

Rates of wages: Classifiable workers are to be classified as labor
unions are now. The wages of each class are to be fixed upon an
hourly basis by adjudication and determination before the national
supervising body. The salaries or wages of unclassifiable workers,
such as executives, salesmen, experts, and others with distinguishable
individual characteristics are to remain open to free negotiation as
now.

Hours of work: To be subject to direct negotiation between em-
ployers and employees; but to be limited to determined standards of
health for each vocation, with provision for overtime rates beyond
those standards, in emergencies.

Capital exemptions: A valuation is to be placed upon each business,
with allowances for capital hire, replacements, depreciation, etc. The
resulting income requirement would be a prior charge over the pay-
ment of the portion of wages withheld. (The latter to be called
deferred differentials.) Any surplus, after the payment of the latter
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in f till, to be called excess profits and to be subject to division between
employees and the emiployer.

DeferTed Differentials: The rate to be withheld from each employee
would advance progressively according to his contract wage rate.
Hypothetically, say 5 or 10 percent on wages amounting to $1,000 per
annum; 15 or 20 percent on $5,000; and 40 to 50 percent on $100,000.
The fixed schedule would be determined, either by law or by the
national supervising authority.

Profit sharing: The national authority, after a pieliminary survey
before the expiration of the distributional period, would determine
the required national lpofit-sliaring ratio, based upon the estimated
national excess earnings indicated, to maintain the national pay roll
at the desired ratio to the aggregate national income. The announced
rate would be paid by eacl employer out of his excess earnings, if
any were available. However, the national rate would be modified in
eah case by the proportion of the local labor cost to the national labor
cost. Eaci employee's participation would be the calculated percent-
age of the wage or salary earned by him during the period.

Minimum wage: There should be provision for a minimuni wage
on an hourly basis, as determined by a study of living costs.

The supervising authority: A national board is to be selected by
means appropriately to ensure competent and distinguished personnel.
Most of the details of administration would be performed bl local
boards, in a national organization similar to that of the Jederal
Judiciary. The main duties of the Supervising Authority would be:

(a) To fix the wages of classified workers, and to make such later
adjustments as may be desirable.

(b) To supervise the valuations of employers' businesses.
(c) To determine and announce the national profit-sharing ratio.
(a) To adjudicate differences between employers and employees,

and between different groups of workers with each other.
Permanent Government relief: In view of the great prodticing

capacity of this country I am assuming that no citizen, however
unworthy, will be allowed to starve. Hence, the cost of relief should
be a public charge out of the general revenue of Government. The
temporary or permanent relief extended to unemployed or unemnplo-
ables should be at minimum subsistence rates. No person, able to
work, should be tempted to prefer relief. Old-age pensions should
be provided to all who can prove personal inability to provide them-
selves with comfortable support. The rates of old-age pensions should
be determined by the ratio of the number of beneficiaries to the aggie-
gate productivity of the country. Thus, such pensions might be
meagre under present conditions;'whereas, at some time in the future,
they might be very lavish. I guess that has been very hard to follow.

Senator VANDENBIRG. It sounds a little like Henry Wallace and the
triple A to me.

1r. REITr. No; I do not think you follow it really, because I
started in an argument with Mr. Wallace and I found he was on one
side of the fence and I was on the other.

Senator VANDENBERG. That encourages me to read what you have
written.

Mr. REITH. I wish you would. A
1101 -9-----2"
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GRADUATED CONSUMPTION TAXATION

I would like to amplify, briefly, the reference I made earlier to
taxation. The radical tax policy, which I advocate, is not indis-
pensable to the operation of the profit-sharing plan, so, for that
reason, I prefer to discuss it separately. Nevethel ess, I observe that
your committee recognizes that there is an affinity between the policies
of taxation and labor-capital relations, by proposing to combine them
in legislation.

Tax gathering has always been a crude business. The ohi way was
to shake down those who could offer little resistance for whatever
could be taken from their without destroying them. I do not think
it has changed much, for I believe the present methods are unscien-
tific, inequitable, and even hypocritical. Lawmakers proclaim lofty
ainis, such as taxation "in proportion to ability to pay," wid for the
purpose of "social security-," but under analysis taxes generally are
found to be levied where they are easiest to collect. People are taxed
Whose squeals annoy the least. But the most serious indictment. of
the present taxing policy is that it is a blight upon the productive
energies of the Nation as a whole. Surely, if it is conceded to be
desirable for government to encourage citizens to work it cannot also
be wise to penalize them because they do. The chief sources of
revenue for government at present are income taxes, corporation taxes,
and pay-roll taxes. All of then penalize human exertion.

Now, the common reply to that criticism is that taxes must be col-
lected from those who can pay, but that is merely an admission that
they are sought where they are easiest to collect. Those who oppose
incentive taxation on general grounds must assume that taxpayers
are just so many milch cows, without emotions or impulses. The fact
is that all taxes impel actions of some kind by the taxpayers, which
implies that it, is logical that those actions be directed to beneficial
rather than to harmful ends.

The obvious alternative to taxes on production are taxes on con-
sunption. I know that spending s taxes are not new. We have many
of t em. now in the form of t ie unpopular sales taxes, which are
visible, and the many ingeniouslyconcealed taxes, which are paid
unsuspectingly by consumers. These, however, are levied horizon-
tally, and as a result fall with great severity upon people with low
income while those with high incomes do not notice them; and, in
fact, keep asking for more taxes of that kind. Is that right? I
think that is right. There is a demand generally for a means to
extend the consumer taxation.

Senator VANDEN-BERO. That is right.
Mr. RvrH. An equitable consumption tax would be one graduated

geometrically to the aggre gte annual spending of each taxpayer; for
by that means the monopoizers of the labors of the masses would pay
adequately for the privilege. Moreover, there is an equitable ailil
feasible way of collecting according to ability to pay.

I know that the idea of progressive spendun"gs taxes is also not new.
Economists and lawmakers have proposed such taxes in the past. But
I believe that the tax. in the form in which I advocate it, is new.
Former proposals were imitations of the income-tax principles. with
many exemptions, including the usual exemptions of, say, $2,000 and
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$,000 for single and married taxpayers. With such exemptions 80
percent, of all spending would escape, so that there would be tiade-
(1 late foundation for Government revenue. That 80 percent which is
always lropo- d to be exempted because it is visible is now taxed by
the invisible, inequitable, and hypocritical methods now in vogue.

The common antipathy to paying taxes, inherited from government
by force, is fanned by many of the guileful methIes now in vogue. I
feel certain that the citizens of this emocracy could be taught to pay
taxes as cheerfully as they now pay the cost of rent, groceries, or the
movies, if each could be made to believe that he was paying his
proper share. I also believe that the popular recognition of such an
obligation would tend to make better and more alert citizens of all.

I would propose that the head of each family or single individual
should be required to report his total annual spe"dingi for consumptive
purposes, allowing no deductions except amortization on articles of
slow use. The rate of tax would be very low for the small spenders,
and would rise in rapid progression proportionate to higlh spending.
For example, the rate might be as low as 1 percent in the low areas
and as high as 100 percent in the high altitudes.

By this method, taxing would be simplified. Within the practical
limit of aggregate ability to pay, the graduated consumption tax rates
could be made to fluctuate with the Government budget. Tax lobby-
ing would also be simplified for the sole opponents would be the hich
awd( low spenders. The bulk of Goveriment revenue would thus be
provided for by the graduated consumption tax, being su[pplemented
by heavy inheritance and gift taxes, customs and excises to discourage
the consumption of articles of a deleterious nature.

It is conceded that a tax on spending would restrain spending some-
what. Compared with the influence of taxes o production, however,
it would be negligible. rhe impulse to work is easily discouraged,
whereas ile impulse to spend is imperative. StatistiCs show that a
great majority of the people spend nearly all of their incomes anyway.
It is allow true that an alarming number frequently spend more than
their incomes, by installment buying, especially ill periods of
prosperity.

I hope I will be excused for digressing somewhat from the immedi-
ate subjects of your survey. I thank you.

I also want to add that I do not'expect that you are going to
approve of what I am reconunending here. I think I am about 50
years ahead. It will not happen during my lifetime, I an sure, but
I (10 believe it will come at some time. I will appreciate it if you will
read it over carefully later on.

Senator VANDENBERo. It is a very interesting discussion, Mr. Reith.
Mr. REITH. Is there anything I could add to it I
Senator VANDENSERO. No; I think not.
Senator IHERnaio. Unless you have some other suggestions, or any-

thing else you would like to put into the record Mr eith, I think
that is all. We appreciate your coming here. We have been watch-
ing for your new book. When does if come off the press?

kMr. R~EITL 'Mr. Despain has a copy of the manuscript. It. provides
the argumient in detail for the things which I advocate. I hope that
your time has not been wasted.

Senator VAND.SBnIR0o. No indeed.
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Senator HERRINo. We appreciate your contribution very much.
Thank you, Mr. Reith.

We will recess until 1: 30.
(Whereupon, at 11 : 30 a. in. a recess was taken until 1: 30 p. in. of

the same day.)
AFTERNOON SFASION

(The hearing reconvened at 1: 30 p. in., pursuant to the taking of a
recess.)

Senator HERRING. Ae you ieady to proceed, Mr. Joslyn?
Mr. JosLYN. Yes, sir.
Senator Ha_.aixo. This is Mr. M. L. Joslyn, president, Joslyn Manu-

facturing & Supply Co., Chicago, Ill.
Proceed in your own way, Mr. Joslyn.

STATEMENT OF M. L. JOSLYN, PRESIDENT, JOSLYN MANUFACTUR.
ING & SUPPLY CO., CHICAGO, ILL.

Mr. JoSLYN. I ain going to be a little personal, which I hope you
won't mind.

In spite of the serious illness of my wife, I have come here from
Los Angeles and brought my private secretary from Chicago, Mr.
Joseph Roeder, in response to your call. If the iemarks I make
appear somewhat rambling and'disconnected I am going to plead
lack of leisure to make them otherwise, and I hope my good in-
tentions will be some excuse.

I was handed a copy of the Wall Street Journal of last week with
an article on our plan so clearly presented that I was tempted to
abandon my own statement and read theirs to you, but after all I
am a witness and so must give original testimony, even if it could be
presented or better expressed elsewhere.

I understand it is permissible to read a statement and as I am not
a speaker but a plain business man, I am taking advantage of that
permission.

Senator Hnmito. Yes, sir.
Mr. JosLTN. The scope of your inquiry includes a study of existing

profit-sharing systems, and I assume you wish from me a full frank
statement of my experience under such a system, maintained by the
interests which I repreint. n v e

It is customary for any witness giving evidence of an expert
nature to properly qualify-I hope it will not be mistaken for
egotism if I proceed to do so.

I was graduated from the University of Notre Dame in 1893, and
from Harvard Law School in 1896. Very shortly thereafter, I
abandoned law for business, because, strange as it may seem, I re-
garded business as the higher profession, affording more intimate,
vital, and permanent contacts with human nature, stripped of all
pretense and make-believe.

I think I was, at least potentially, a Socialist. I certainly believed
in the best possible for the greatest number, but I also bad an
abiding faith in the scientific method of finding the best possible, by
trial and error, through patient and cautious experiment.
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My business ventures were steadily successful and a basic factor in
their success was the profit-sharing idea, which was invariably pres.
ent in all my plans. I believed that no business deal was of perma-
nent value unless it involved a profit, not only to me and my
interests, but to all parties concerned and a profit equitably shared,
and I found this prospect of sharing brought out unknown values in
my associates and proved a powerful incentive to their utmost
development.

Every joint effort in which I was involved seemed to secure better
than average results, through this cementing and strengthening of
individual endeavors, by vrofit sharing. People told me that I was
uncommonly luckv-that I had a rabbit's foot. I did ! My rabbit's
foot was profit sharing.

As emp oyees in my charge grew in number, I was determined to
ue this human laboratory for experiments in extending the profit-
shaving idea, even to common labor.

So much for my personal qualifications and the attitude I assumed
40 years ago toward this problem now under your consideration.

Xt the beginning of this century, not very much was being done
in this direction, but we proceeded to try some of the most obvious
methods.

One by one they ran up against humanity as it actually exists, not
as we would like to have it, and were disposed of as impractical or
inadequate.

Many features of plans that are being tried or considered today,
went through our tests and were discarded, and it is my conviction
that the great number of failures of profit-sharing plans in the past
is largely attributable to inherent weaknesses in the plans themselves,
not to the principle involved in profit sharing. Wishful thinking
iq desperately attractive, it is so much easier than factual demonstra-
tion, but, things worthwhile have to be built on facts, not, on desires
or hopes.

After some 20 years of sincere honest trial and error had elim-
inated cash bonuses, employee control of business policies and of
casualty liabilities, cooperative merchandising, short maturity plans
for social betterment, and many other ideas, we adopted our present
plan in 1919 and are just closing its twentieth year of operation.

Hero is a digest of the main features of the plan, established, as
its preamble reads--because the Joslyn Co. was desirous of dis-
tributing among its old and tried employees, a certain portion of
its net earnings, thereby stimulating in them a keener interest in
its successful operation and at the same time encouraging a spirit of
economy and thrift, which may stand a' a protection against the
vicissitudes of old age.

Employees who have been in continuous employment with the
company" for 3 calendar years must sign the plan agreement or leave
the company. We were told that was very arbitrary, and we re-
plied that any employee who hadn't brains enough to see the tre-
mendous advantage to him in the proposal that we were making,
was a man we didn't want in our employ.

The agreement provides that there shall be deducted from the
wages of the employees not more than 5 percent, nor less than 2/
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percent, of their wages each pay day. That is an option which, ill
the entire 20 years of the operation of the plan, lias never been
exercised. One hundred percent of the employees have paid the
5 percent.

These deductions are paid in to the employees savings and profit.
sharing fund and are held and controlled by a trustee, acting with
the approval of an advisory board of five, the trustee being one of
the five, two officers of the company appointed by them, and two
elected by the employee members. The yearly payment to the fund,
by a member, is limited to $200. That amount is 5 percent on $4,000.
We are not so much interested in the men who earn or get more than
$4,000. The company agrees to pay to the fund, at the close of eabh
year, not less than 10 percent of its net operating earnings, but not
exceeding four times the amount paid in by the members for the
same year.

I might make the comment here that we started that with 5 per-
cent that at the end of three years the plan had done so much for
us tiat we kept on overpaying each year, and at the end of about
13 years, we had averaged b percent, so we changed it and said, "If
we voluntarily pay 9 percent, let's make ourselves pay 10," and by
the way, we are paying 121/_ this year, though our agreement
says 10.

It is required that the funds, paid in by members, must be invested
in securities approved by the State of Illinois for investment of trust
funds. The funds paid ini by the company and accumulated interest
may be invested as approved by the trustee and advisory board.
Under that clause in our experience we have invested almost exclu-
sively that portion of the fund in our own preferred stock, having
five times its value in security and the fund now holds one-half of
our issue of one million and a half dollars of preferred stock.

When a member becomes 60 years of age, or is disabled, he receives
from the fund the entire amount to his credit there. We do have a
clause which perhaps some people call paternalistic, under which, if
the advisory board decides, after consulting a man as he is arriving
at 60, that he is going to throw away this money, we have a right to
exercise an option to pay him in 11 yearly payments with interest,
carrying him through his seventieth year. If he is discharged or
leaves the employ of the company before reaching 60, he receives all
that he contributed to the fund, with compound interest, and one-
half of the company's contribution, with compound interest, the re-
mainder falling back into the general fund, and going to increase
the credits of the other membe---no part of it ever coming back to
the company.

You will note when Mr. Roeder, my secretary, gives you the figures,
which I am not going to try to give you, that in 20 years the fund
has averaged an earning of over 8/ percent, which is a very impor-
tant factor in the accumulation to the benefit of the profit sharer, and
that comes from the men who fail to go through with the plan. it is
the old "reward and punishment."

If a member dies his entire credit goes to his appointed beneficiary.
The members interest is not attachable for debt. Our provisions in
that respect have been tested in the courts three or four times and
they have been held to be absolutely unassailable. No one can touch
the money for debt.
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There is a provision for cooperative life insurance during the first
7 years of membership in progressively decreasing annual amounts,
so as to insure at least $2,000 to the beneficiary if death occurs during
these early years of membership.

While loans to members from the fund are discouraged, the ad-
visory board may, in emergencies, make such loans, but until repaid,
the member ceases to share in company contributions and his own
payments to the fund apply first, on his indebtedness.

During the great depression we made loans-I think Mr. Roeder
will check me on this--up to $20,000 or $30,000, didn't we, Mr. Roeder I

Mr. RoEDER. About $32,000.
Mr. JosLY . Not a man, not a profit sharer in our cornpan ever

took a dollar from State or Government or city or anybody e.se, or
had any difficulty in going through the depression. The public was
relieved entirely from any charge of those men, and at the present
time there is $4,000 due the company. In other words, they paid it
back rapidly as soon as theyv were reemployed. They were enabled
to take care of any small temporary unemployment that occurred
entirely from their own resources. They didn't need the company or
anyboy else.

The fund agreement may be amended on recommendation of the
board of directors of the company and approval by members repre-
senting 51 )ercent of the fund credits.

The advisory committee may formulate rules and regulations for
the management and distribution of the fund, not, inconsistent with
the provisions of the agreement.

This is the substance of the agreement aside from provisions- for
carrying it out. There is nothing complicated about it, nothing elabo-
rately contrived or hard to understand. It was not the result of
any brain trust. It grew out of long operative experience. Voltaire
was once asked to condense his philosophy in a few words. He
replied, "Work in your own garden." That was what we did and
this natural product resulted.

We sought no praise or criticism. It was not enough to make
something that looked good. It must be tried by long experience.
After 18 years, including the great depression, not a cog had slipped.
The Rockefeller Foundation employed the University of Pennsyl.
vania early in 1937 to investigate all existing profit-sharing plans
and report on same. Prof. C. Canby Balderston was in charge of
this investigation, and his book, Profit Sharing for Wage Earners,
was the very competent result.

During his researches he ran onto our plan, which he published
in full in his book, writing me a letter in the course of our corre-
spondence from which I am very gratified to quote, with his per-
mission, as follows:

of the 10 American plans that I have uncovered so far, yours appears to me
as the one that I would be most willing to bet on.

I hope I have qualified as entitled to testify. The above quota.
tion is expert qualification for the plan itself.

Neither of these qualifications would be enough without the knowl-
edge of how the plan has worked.

That I propose to give you both directly and in response to any
questions you desire to ask: Before welcoming those questions I am
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going to impose a little further on your time and indulgence by a
ew statements and quotations from "past addresses, which will tend

to throw light on our plan and the atmosphere in which it was
created and is being carried on.

Quotations from an address to our own sales convention in 1937,
with extensions bringing it up to date:

One of the most serious responsibilities of administration Is the equitable
distribution of earnings between capital and labor, and between various classes
of labor. The old Idea that capital should get all it could squeeze out and
still keep labor functioning Is rapidly fading out and in its place is the new
one that labor should get all it can secure and at the same time keep capital
functioning. This change of emphasis is a complete industrial revolution and
a distinct moral advance.

Our profit-sharing plan Is simple, na all things are which work smoothly. It
accomplishes several desirable ends It enforces saving and makes It very
acceptable by returning an unusually high rate of interest. It offers a reward
for continuous satisfactory service, and a penalty for failure to give It. It
provides adequate life and disability Insurance. It protects old age, and even
operates to relieve unemployment, because of borrowing possibilities, either
within or outside the fund, based on the standing of the member In it.

For 20 years we had always been striving for some prnctical plan to pro-
gressively advance the standing of employees in the corporate structure, without
at the same time so weakening that structure as to endanger its very existence.
We tried all kinds of temporary plans. One was to give every employee at the
first of the year a certificate which stated the amount of his wages for the
year just completed. This certificate was held a year and then turned hI to
the company and Its holder received In cash the same share of the year's earnings
of the company he would have received if he bad held a stock certificate for an
amount equal to his earnings.

That was something like 35 years ago, and it was received with
such astonishment that-well, they didn't think it was possible. And
to give you an idea of Just the effect it had, we ha d a red-haired
German stenographer. We happened to have an exceptional year,
one of the best. vears we ever had, and her share was $360. We
handed her a check for $360. She took it home. The next morning
she came in and laid the check down and said, "I am sorry, my father
told me to bring this check back, hand it in to you, and to tender my
resignation." We said, "'Well, why?"

"I would rather not tell you."
Well, we pressed her, and at last she told us:
Father said that any company that were damn fools enough to pay a stenOg-

rapher $360 more than her wages in a year was either about to go Into bank-
rnpt-y or they wnntcd something from her besides stenography.

[Laughter.]
We managed to convince them that our intentions were honorable.

[Continuing:]
These dividends on wages were well received, but coming in a lump sum, were

usually spent quickly, often wasted, frequently badly invested and lost. There
was no continued improvement, no constant incentive to good work and no
accumulation of property and protection for old age. They did carry out to
some extent our idea that everything the worker receives should be definitely
determined, as a right in return for service, not In any sense as a donation, but
they built up no permanent security or benefit. This was only one of a dozen
similar plans tried and discarded, until we finally began to see the outlines of
a system that would be foolproof and automatically get the desired results.

It seemed to us that. constant turnover of labor was bad for both
company and employee. In 1919 only a small percentage of our ordi-
nary laborers had been with us 3 years. We were in the heart of an
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industrial district in Chicago and with the after-the-war restlessness,
labor drifted front one employment to another. Could this be
changed and a real loyalty to the company interest be created? 'We
believed it could if nen could be convinced that the company was
loyal to them and was building toward something better for'them
than they could get anywhere else, and yet, something entirely pos-
sible and within the limits of sound business procedure.

There was at the time much confusing talk of partnership between
labor and capital, but little real attempt to move in that direction,
because the difficulties in the way were enormous. Capital in enier-
gencies could live on itself for a time or take great losses; labor, hav-
ing nio reserve, could not do that. Any real partnership could only
be based on the laborer first becoming a capitalist himself, but how
was that to be accomplished if his weekly wage was just enough to
pay his bills every Saturday niglt, or if his small savings were the
prey of a hundrea get-rich-quick schemes, which his experience gave
lim little ability to avoid.

We believed the common laborer, working year after 'ear for a
normal wage, with nothing but Saturday pay day to look forward
to, with no consciousness of steadily bettering himself, lost hope and
energy and delivered to his employment only part of the value he was
capable of producing under happier conditions.

We believed that the view ahead of a penniless old age dependent
upon relatives or charity, cast a shadow of fear over hislike and that
the removal of that, fear would actually pay in dollars ana cents to
the company with whom he labored.

Then, again, men with nothing have little reason to protect prop-
erty-why should they I Men growing steadily well-to-do, building
a strong security for themselves and their families and feeling that
they are doiny it from the product of their own efforts are proud and
happy in their achievement and will fight for its protection.

These are a few of the many thoughts from which our profit-shar-
ing plan was born. Remember this was not a charitable idea at all,
it was a proposal to see whether ordinary men could respond to a
certain betterment of their condition and prospects to an extent that
would actually make it pay. We believed they could and within rea-
sonable limits, the more unusual the betterment, the more certain the
response.

We wanted to protect old age in our plan. It was the fashion then
to grant pensions after 60 or 65, usually a small percentage of the
wage at the time of retirement, never the full amount.

Placing ourselves in the position of the worker, this giave us no
picture of a hay y old age, but of an old dog in a corner being thrown
a crust. It mig t be a lifesaver, but it certainly was not an inspira-
tion. No man would work better and more cheerfully all his working
years because this was his final reward. So such pensions seemed to
us to actually be bad business investments. A man in his prime can
do without much money. Health and strength enable him to laugh
at hardships, but as age comes on and strength begins to fail money
can do more than ever before to make life acceptable, even to make it
enjoyable. It can create independence and command the respect that
independence always merits; it can buy suitable climate and food and
surroundings, command complete care and expert attention; it can
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carry one pleasantly through without asking or requiring favors of
anyone. So, we reasoned, under our plan, to get a real response, we
must have a prospect in old age, not of less of the good things of life,
but more, so that the vision ahead is of something better than ever
experienced. We were told this was impractica , an unrealizable.
dream; but. we proposed to try it and see whether it would pay. We
have tried it for 20 years. and'it does lay.

We estimated the fund would average to earn 6 percent, with the
benefit of the money left to the credit of others by members dis-
charged or resigning. We hoped to pay us high as four times as nuich
into the fund each year as the member's paid. On this basis we fig-
tired that a member contributing $100 a year would have to his credit
at the end of 20 years about $22,000, and if he started in the plan at
30 and retired at 60 he would have nearly $45,000. I'his meant a
fortune for the worker, providing him 6 percent on $45,000, or $2,700
a year for the rest of his life., or giving him a capital of $45,000 to
handle as h pleased, or having it available to leave to his family for
their protection, or; as many do, using it to buy a large interest in
the company's premier security, as lie thought best. This is actually
creating capitalists from workers and thus making it possible for
them to become real partners in industry.

But could it possibly work? We have now 20 years' experience.
For 11 years, and until the great depression, we always )aid 20 per-
cent of ihe member's pay roll to the fund. In 1930 we were compelled
to reduce this to 6,2 percent; in 1931, 1932, and 1933 in the worst times
ever known the company made no profits and coul pay nothing. In
1934 it paid 2 percent; in 1935 it paid 5 percent; in i936 it paid 10
percent; in 1937 it returned to its 20-percent program; and while
1938 was a much poorer business year than 1937, we will pay a large
part, at any rate, of this percentage.

The deprmsion cut down our 20-year estimate, made at the begin-
ning; but on the other hand our earnings on the fund during 20 years,
instead of averaging 6 percent, have been over 8 percent. We actit-
ally have to the credit of a member who has paid in $100 a year for
20 years $19,718. So with 5 of the worst years ever known we are
about $2,300 short of our $22,000 estimate. Another 20 years is likely
to average better. Putting it another way, the member has approxi-
mately 10 times the amount. of $2,000 lie contributed in the 20 years,
and on our actual experience he will have over double that in 30 years.

From an address to the, Illinois Manufacturers Asqociation which I
prepared in California and which Mr. Roeder delivered, and after
vhich, by the way, by noon the next day six Chicago corporations

adopted our plan, I take the following:
Our experiments over a long period of years, before adopting our plan, de-

veloped certain convictions. We had established goodwill and loyalty, especially
with our white-collar men, and had gathered an exceptional management. But
with the rank and file results were transient or doubtful and not In proportion
to the expense involved. We decided that business must operate entirely apart
from any philanthropic purposes, and proceed only when, after looking all the
facts li the face, It was reasonable to assume the procedure contemplated would
pay adequate returns to the capital employed.

Religion has been defined as emotionalized morality. In the realm of ideals
that emotionalizing is undoubtedly stimulating and effective; but in the realm
of economics, we decided that the greatest error, at least in our experience, bad
been Just that attempt to emotIonalIze a machinery which uiust run steadily
under all kinds of conditions, foreseen and unforeseen.
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Emotion is from Its very nature unreliable and as varying as the wind, both

in force and direction. It may prompt Ideals, but to expect a uniform response
from its application on a large scale to vastly varying individuals, being molded
into a cooperative effort, Is reaching for the moon and you just don't get it.

We decided, therefore, to try to evolve an unemotional plan, based on hard
facts, and universal motives, as far as they could be dic,.Aovered and made
adaptable to the ends we deemed desirable.

Here was our background of facts, as we saw it. Our plan must appeal to
and be workable with capital, management, and labor, without impairing the
interest of the public who make up our market, and if possible containing an
appeal to them as well.

Capital has been much and improperly maligned because of abuses which are
Inherent possibilities in every instrument through which power can express Itself.
Only a misanthrope would condemer life because of its disappointments. The
normal mind would welcome It as an opportunity, striving to grasp all Its good
and minimize Its unsatisfactory features or developments. Capital was the
forerunner of democracy, the Instrument for smas hing the rigid class molds of
feudalism. It Is today the common meeting ground where all men may strive
alike with no prize Impossible. But, whether we like It or not, this is still a
capitalistic age and it must be so tecognized, until in the slow evolution of
ideas something better has taken its place and proved workable.

Capital has one Invariable purpose, always to be relied upon, the securing of
as large dividends as possible.

Labor also Invariably seeks the best possible wages and working conditions, as
dces management as well.

The public always is vitally Interested in getting the best product at the least
expense.

In spite of all the pretty assumptioLs as to the probable behavior of men, there
is just one thing we can always rely upon. self-interest, and a working hypo-
thesis must appeal at all points to this incentive, if It expects a response.

Our plan must therefore promise to develop larger or more reliable dividends
or capital would not respond, it must hold out the prospect of Improved condi-
thins to the workers and management to retain and stinuilate them, and It must
result In service to customers meeting their quality and cost requirements. A
pretty large specification It would seem.

Above all, the plan must be simple and work automaticait toward the desired
results.

We bad a large labor turn-over just after the war. Everyone was suffering
from the sarme conditions. From the standpoint of capital, the plan was an
experiment worth making, if for no other reason than to correct this evil. It
went Into operation January 1, 1919. At first It met with some doubt and sus-
picion that it was designed to offset low wages. We promptly announced that
our wages would always be as high as those paid by our leading competitors,
as they had been In the past, usually hieber. This wage integrity Is an essen-
tial foundation for the plan which would be a sham without It. At the end of
3 years all abnormal labor turn-over was ended and efficiency Increased so
greatly that every foreman reported Its increased value exceeded the cost of the
plan. 'biq profit result has continued ever since, capital, therefore, has been
satisfied.

We have produced better and better material at lower cost, our business has
grown, our customers praise our quality and service, the plan has satisfied our
public.

We have never lost a manager, salesman, or office man of any standing during
the last 20 years. Management must be satisfied.

Coming to the question of labor's reaction, we have never had one moment of
labor trouble in 20 years.

I might add that we have never had a demand of any kind from
workers. They seem to have such perfect confidence that they are
getting a square deal that we have never had anyone demand any-
thing. [Continuing:]

For every $100 per year paid into the profit-sharing fund for this period, there
stands to the credit of the employee $19,718 as of the close of 1938. He ought
to be, and he Is, satisfied.

Is there anything unusually favorable to these results in our business? We
think not. It is openly competitive. We have practically no patents or special
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privileges. Anyone can do anything we are doing and a great many are doing
the same things.

Senator VANDENBERG. I think, for the record, you might indicate
what your business is, Mr. JoslynI

Mr. JOSLTN. It is very hard to do so. Our original business was
the manufacture of everything that goes on power lines outdoors-
that is, the poles, the hardware, the insulators, the strand, everything
that goes on a pole except the wire; but we are very diversified. We
have two steel rolling mills and an electric furnace. We make
stoves; we make refrigerators; we are the largest manufacturers
of little dispensers and sprayers that go on the tops of bottles, in the
world, ship them all over the world. We wreck buildings. We
wrecked the World's Fair. We bought the World's Fair in Chicago
and wrecked it. We deal in machinery and do a great variety of
things tied in together. Our theory has always been that we would
do anything that happens to pop up, whether it was in our line or
not. (Continuing:]

We are paying 20 percent bonus to our profit sharers this year (this was last
year that this was written) on wages fully up to competitors, which means in
many lines we are actually paying 20 percent more wages. How can we do thism
and compete after assuming the tremendous tax burdens and restrictions to
which all business is subject? The best answer is our balance sheet. Our 150,-
000 shares of common stock, 30,000 shares of which were Issued to the public
at $45 a share in 1937, earned in that year over $5 a share and will earn in 1W
over $3.50. Certainly, our plan needn't frighten capital. We do not think we
have the only plan or the final best shape in which to formulate it. The thing
we do have is something that has worked, and we offer our experience for
others to build upon, modify, or improve as men continue to think clearly toward
better ends.

I confess to approaching my subject in a very roundabout way, but
after all that may be the most certain method of encompassing it.

I must now refer to the provision in out" profit-sharing plan that the
advisory board may enact temporary measures not inconsistent with
the agreement itself, and may interpret the terms of the agreement.
This provision really gives the board a limited legislative and a con-
siderable judicial power. It may fairly be said that our fund agree.
ment is our constitution, and our advisory board our judiciary, our
trustee our executive with restrictions of judicial council, and at the
same time the oard and trustee together may evolve experimental
legislation which, after trial, may in time become a constitutional
amendment to our basic contract, by submission to all the members,
and a majority approval.When the pronouncements of the advisory board do go beyond
clarification and interpretation, or methods of procedure, and take
oim an original legislative aspect, there should be a provision that on
petition of one-third of the membership such legislation shall be put
to a vote of the entire membership; and if disapproved, immediately
nullified or withdrawn.

.In actual practice, we find it desirable and practical to submit such
proposals, informally, to the entire membership before adopting them,
asking especially for objections, and endeavoring to be certain of gen-
eral approval before the board takes any action. The board retains the
power immediately to discontinue such a measure, the moment it seems
undesirable. Thuls, we have the power to experiment tentatively,



PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION 423

adopting later, in our basic agreement, only measures amply tested
by experience. Here are some samples from rules approved by the
advisory board and now in force--and you will note that they are all
for the benefit of the common mal. [Continuing:]

In care of the discharge by the company of any employee who, at the
time of discharge, is a member of the fund, in good standing, such member may,
within 3 days after such discharge, file with the advisory board a written pro-
test, setting forth his reasons why he considers the discharge unreasonable or
unfair, and on receipt of such a protest, the board shall at once notify him of a
time and place of meeting, at which the advisory board will hold a hearing on
the case and a vote of the board be taken, and unless four of the five members
of the board sustain the discharge, the member so discharged will be at once
reinstated, otherwise the discharge will stand as made.

I call your attention to the fact that one of the company employee
member of the board must vote for the discharge, because they have
two out of the five members. Therefore no man may be discharged
without his fellow worker's vote. [Continuing:]

The provision in the fund agreement by which a member may be retired
for "disability,' with payment to him of his full credit In the fund, permits of
the interpretation by the advisory board of the meaning of "disability," and
under that permission the board usually holds it to mean complete physical or
mental collapse, but In exceptional circumstances may interpret it to mean In-
ability to perform any of the kinds of work which the company has available.

That, similar to our other measures, was the result of experience.
A man was working in a galvanizing department, which is more or
less dangerous. His work was over a big kettle of molten metal, He
had to move quickly, and he was 54 years old, and it was reported
that he was slowing up, that it was very dangerous to have him do
that work. He was a foreigner and could talk very little English.
He usually had an interpreter to talk to us. We asked if there wasn't
some other work lie could do in the plant. Everybody said "no,"
that he knows nothing but galvanizing and is j cod for nothing else;
that we couldn't use him at all. We said, " esl, are we going to dis-
charge this man at 541 He has a credit in the fund of $15,000, and
we will hand him $9,000 under the terms of the fund because he has
been discharged before he reaches 60."

So we passed this resolution enabling us to interpret this man as
totally disabled because unfit for any work that we had available, and
Ave paid him the $15,000. [Continuing:]

If any specific investment of the fund is objectionable to its members, such
(,bjectlon in writing and signed by one-third or more of the members shall, when
presented to the trustee and advisory board, cause them to at once submit such
investment to a vote of approval or disapproval of all the members; and If a
majority disapprove, they shall liquidate this Investment as soon as they consider
It practical to do so, and refrain from additional Investments of the same char-
acter for tt least 1 year after such disapproval, unless in the meantime the
Investment has been resubmitted to the membership and a majority vote of
approval secured.

That has not been of the slightest use to us, but we passed it on the
advice of a union official who said to us:
Well, what have the workmeu got to say about an investment that they don't

think Is good? Perhaps you are investing In your preferred stock and the cor-
pany Is slipping and slipping and slipping and it could be liquidated perfectly
well, but you have three men on this board, three officers of the company, and
they may vote to continue this investment, even though the two workers object
to It.
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So we made this clause providing a means by which an appeal might
be made to the full membership and the investment discontinued if the
workers voted against it.

Senator VANDENBiERO. But the appeal has never been made?
Mr. JOSLY.N. Never; oh, no.
With the exception of such supplementary rulings, we have made

very few changes in our plan during 20 years, ione of any fiuida-
mental nature, though we have constantly welcomed criticism and
constructive advice, both from within and without our organization.

The depression of the early thirties made us recognize the danger
of agreeing to pay all maturities in cash, which conceivably might
some day cause an unwarranted sacrifice of securities, so this was
changed to permit of payments part in cash and part in securities,
if deemed necessary. This option, while never used, is a very wise
safeguard against extreme conditions.

Another suggestion was that the early years of membership were
not sufficiently protected from the contingency of death, thus making
supplementary life insurance desirable for care of dependents.

We secured from insurance companies a rate applicable for $2,000
policies at the average ages of members in their first 7 years in the
fund, which ran about $10 per $1,000. Our company then donated
$10,400 to the fund as an insurance reserve, and a provision was made
for deducting $20 from a member's credit at the end of his first year
and adding $2,000 to that credit in case of death during his second
year, and similarly, each year, but in diminishing amounts, up to his
seventh year, by which time his own profit-sharing credit would be
ample and require n1O further reinforcement.

Experience has shown that the deductions are probably twice re-
quirements, and the reserve is rapidly growing; and backed, as it is,
by the entire credits of all members up to 7 years, it is fundamentally
sound from any accounting standpoint.

In similar nianner the fund has established a hospitalization re-
serve for all members, at a charge to them of about 60 percent of the
amount insurance companies are charging for exactly the same pro.
election and our first year's experience would indicate this charge is
more tfian ample for the purpose and may prove enough to take care
of their dependents as well.

There is nothing in this to warrant criticism of the insurance-
company charges. They must pay large premiums to soliciting
agents and general agents, and must carry heavy expense of opera-
tion and investment on low-interest rates, and besides we have a pre-
ferred risk in men of independent resources and the company pays
for the physical examinations in connection with its casualty* insur-
ance on the same men, which is carried with regular insurance
companies.

In this connection I might tell the story of one of our early ex-
periments. From a sentimental standpoint it seemed unfair to turn
an injured employee over to a casualty insurance company. Ac-
cordingly, we appropriated an amount somewhat larger than our
premium would be: Had our employees elect a committee of three
workers to settle all accidents, and agreed that. any surplus at the
end of the year from our appropriation would be divided among
all the workmen.
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To our astonishment the weeks went by and there were no acci-
dents reported. We quietly investigated "and discovered that, when
a piece of lumber fell on John Jones' foot tile committee called oil
him that night and said, "Damn you, if you make a claim we'll
knock your block off." So he made no claim. We ended the experi-
ment. The casualty companies have always had our insurance since.
We learned how self-interest can upset any plan founded on the as-
sumption of brotherly love; because, mucl as we would like to have
all men friends and brothers, the facts are otherwise.

Mark Twain said in substance: "Friendship is the noblest thing in
the world; it will stand against every vicissitude except a loam."

So the best social plan will stand against anything but self-interest,
and failure to recognize that fact brings disaster. Intelligent profit
sharing combines self-interests of all concerned. That, is its strength.
It doesn't palaver about brotherly love. As an idea, as a result, we
may hope for that; but as a foundation, the morals of men are not
that. reliable. Things worth vhiile have to be built on facts. Men are
not brothers, and plans founded on that idea go all awry.

Here are a few facts: The average worker has little financial expe-
rience or judgment and niust not be relied upon for something he
doesn't have. Neither has lie much managerial ability, and it is folly
to expect him to have it. Every iman does enjoy steady financial bet-
terment, constantly increasing security for himself and his dependents.

The statement that the worker is not entitled to a share of the profits
because lie does not materially or measurably influence them is only
theoretically tenable. Experience demonstrates that with adequate
incentive he can and does increase profits to an astonishing degree.
No such incentive is warranted in the long run, as a corporation meas-
ure, unless offset by at least an equal profit advantage, but experiments
based on favorable experience records of others are thoroughly
justified.

A corporation has three distinct interests, ownership, management,
and labor, and each of those interests is essentially selfish. There is
just one way to weld then into a common cause, by devising a plan
which secures better results to all those interests at the same time, and
making that plan so simple it, will work in spite of the prejudices and
faults common to most men. Taking away friom one interest and
giving to another is never going to bring that about.

We think our plan recognizes all those truths and many similar
ones. That is why it works.

What are our suggestions, if any, for legislation ? As a corporation
we have no ax to grind. We need no incentives. Our profit sharing
pays its own way. It is not an infant industry with us and needs no
protective tariff.' But oii behalf of the workers themselves we do need
some fair and just measures.

We clearly recognize the, fact that what the Governnent is seeking
in Federal security legislation is much niore comprehensive than, and
based on different considerations from, a profit-sharing plan, as we
conceive it.

The Government plan protects all workers, good and bad, loyal
or disloyal whether their efforts are along a definite path, or shifting
and sporadic.
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We do not protect workers in their first 3 years of employment
with us at all, nor do we carry on with members of our plan after
they resign or are discharged.

Our interest is confined to employees of 3 years' standing or more
and only so long and to such an extent as they can and do respond
to the incentive we offer, by continuous service with exceptional
values.

Can these two ideas be reconciled Can we confine Government
activities to regulatory and emergency functions, leaving ordinary
operation to industry, where it can be handled with far greater
efficiency and economy and used as a stimulant and not as a palliative
It seems entirely possible to me and most desirable. I offer sugges-
tions for legislation not without aJpreciation of the difficulties
involved but in the hope that the difficulties may be overcome by
careful thought on the problems, especially if that thought is sin-
cerely sympathetic to their solution.

SUGGESTIONS FOR LEGISLATION

A profit-sharing-plan commission to be established and maintained
with power to approve or disapprove profit-sharing plans, found
equivalent to or better than the existing Federal security plan, and
to gather and transmit to all interested parties data and information
on the working of existing plans, and suggestions as to possible
improvements, and also to have such other powers as may be deemed
necessary or advisable.

Under approved plans, Government to exempt payments to meni-
bers at maturity from all income taxes. We have now a heavy
income tax on All of the accumulations, except the part contributed
by the employee, though these accumulations relieve Government of
allold-age or disability expense. This tax is unsound.

Government to sell to approved plans, 5-percent Government bonds.,
nonassignable, due December 31 of any future year, as reasonably
required, for maturities under the plan, and drawing interest only
from December 31 of the year issued.

I might say here. that Mr. Roeder was asked to go to Canada
at the request of the Dominion Steel Co. of Canada, which adopted
our plan word for word, and it took just two hours and a half
I believe--I will let him tell the story-for the Government of
Canada to voluntarily provide a 4 percent compound security for
the fund in the form of an annuity, compounded at 4 percent and
payable at any time, cashable at any time in the amount he had in,
plus the 4 percent compounded. In other words it was an annuity
starting at 60 or 65. Joe can tell you about it-but the Oovern-
ment said that our plan was perfect and they would cooperate
immediately by affording a security. We do not need that. We don't
as a company need that because we are able to get 6-percent mort-
gages which we have substituted for the old 4%i/- or 5-percet
municipal and State bonds that we used to have, and wliclh have
gone down so low that they are not a sound investment for us. We
now have 6-percent mortgages. We take a new home and take a
40 to 50 percent mortgage.

And you will wonder how we can do that. with the Government
lending money at 4 and 4/2 percent, but we do it because we have a
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separate trust company that. will buy the second mortgage and will
lend the money to a man up to 90 percent of what he wants, if his rep-
11tatiof is good, and will take tie second mortgage. Wecharge him for-
that and make a good profit out of it. In that way we are able to do
this, but we are in the business solely to enable us to get securities for-
the profit-sharing fund. In that way we have plenty of gilt-edge secu--
rities. We went through the depression without the loss of a dollar'
and the fund had a rofit at the end of the depression on the securities,
which it held which were at that time bonds-we had good bonds;
the State of Iowa, for instance, were some of the bonds we had.

But it would be very advisable, it would answer the one really
sensible criticism that I have seen, which is--an employer says, "I
am not going to bother myself to find securities to invest this man's
money in, and, heavens, if I should ever lose it I don't know what I
would do." So the money the men pay in should be protected.
We protect. it as well as we 6an: we protect it by limiting it to certain
securities approved by the State of Illinois for trust investment, but
that isn't. good enough. We would like to have a Government bond
that we can invest in, but we can't have any 2-percent bonds; that is
no good to us. We suggest this 5-percent bond, nonasignable, not
good for any other Purpose, with a maturity such as is needed;
and to relieve all bookkeeping and all trouble, we ask for it only once
a year, the 31st of December. If we want it in September, w e will
lose the interest, up to December.

Senator VANDENBERG. I hope Govermnent bonds are that good.
Mr. JosLYN. Well, we have all got to take this inflation in the neck

some day, anyway, so we might as well forget that.
When a proft.sharing plan is approved, the employer to be exempt,

front the Federal security tax, so long as the payments to the credit
of a member equal or exceed payments required under the Federal
Security Act in the case of such member, and on the further condi-
I ion that if such member leaves his employ under the plan, or is dis-
charged, there shall first be paid to the Federal Security authorities,
out of his credit, an amount equal to that which would have accuniu-
hated with the Govermuent, if no profit-sharing plan had existed.

In other words, we my "We will take this man into our profit-
sharinj plan and we hoi pe is oing to stay there until he is 00." If'
so, we lave taken care of him a I his life. If lie doesn't, we recognize
that the Federal Security plans are much wider than ours and we

a,,', "All right; we will put you right where you would have been
had you never been in our profit-sharing plan," and for that purpose
we would have an additional reason for having Federal securities that
we can turn over.

Now, that gives us a chance to handle the situation, to relieve the
Government from it; but whenever our plan is not 'comprehensive
enough. the man drops back into the Government plan and we place
him there just where he would have b.en if lie hod never been in our
Plan. That is merely a thought: I don't know whether it. is good for
anything or not.

In addition to such provisions as our own or similar ilans enubody',
I would suggest that a profit-.sharing coinnission consider as a condi.
tion for approval of a plan a provision-and somebody will like
this--that no salary in excess of $15,000, be paid to any oftker of the
employing conlpally in any one year, if such excess operates to reduce

ii 0113_313_28
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the payments of tile company to its profit-s1ha-iig plan, ii that year,
below an amount equal to tie contributions of tile memrubers ot the
plan.

That doesn't prevent the compan paying $500,000 if they want to,
but it does say, "All right, if 'our ofier is worth that much money,
go ahead and pay it to Im, but, for the purposes of profit sharing
we want you to pay as much as the profit sharers put in there, if you
are going to do that," unless by reducing that to $16,000 there aren't
any profits. Then that is all right. I think that will be popular
with some people-not with others. Now, that is for a purpose. You
might have a firm that. was not sincere. They might put in a profit-
sharing plan and then proceed to pay all the profits to their officers.
Yes, they have the profit t-sharing pln, and they will tell the. work-
ers, "Sure, if there were any pro fits we would divide them with
you, but there aren't any."

And then there is another danger. I talked to some of our profit
sharers in our Fort Wayne steel plant and I suggested that they ask
me questions. One man said "What salaries do the trustee and the
members of the board drawl" I said, "Not. a nickel." Well, that
was fine but they could in a fraudulent set-up.

As a further condition I suggest that the actual expens-e. of oper:xt-
ing the plan as charged the same shall not exceed $500 a year, or one-
fourth of 1 percent, of the fund capital, whichever is tie larger sum,
any additional necessary expense to be assumed by the company. That,
means if there is a capital of $1,000,000, $2,500 could be charged.
That is all that is necessary. The company might have to do some-
thing else but that is all the accounting that is necessary, and they
ought to be willing to do that. That limits it so that they can t
fraudulently make a lot of expenses for the fund.

Also a condition that the company whose plan is under considera-
tion must be paying its employees not less than the average wage in
its industry for'similar labor. That is absolutely fundamental. No
plan is worth a nickel that doesn't have that.

I believe these are advisable safeguards against possible abuses.
If the 5-percent bond idea is not acceptable, then a Government

annuity based on the employees' payments and possibly, optionally,
part of the employers' payments, compounded yearly at 5 percent,
with full returns to his estate on death before it becomes operative
as the Canadian Government has already granted, except on a
4-percent basis.

That is pretty much what I have to say except that I would like to
offer a few comments on some views expressed before your conimit-
tee during hearings as reported in the California papers. The re.
ports may be all wrong and if so I apologize in advance. I am
commenting on the reports Just as I read them.

People are usually afraid to talk about unions, but I am perfectly,
friendly with every union in the country, though I have but one small
plant which is organized, by the C. I. 0., but I am perfectly friendly
with all of them.
Mr. Lewis, if correctly reported, condemns all profit sharing be-

cause there have been or may be instances in which it was used to
hold down wages, and because it is paternalistic. Neither criticism
has even the most remote application to our plan, either in its
principles or its operation.
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Twenty years ago we asserted that our plan and all others like it

must be predicated on at least the going wage in the industry. You
can't hol down wages that way. There is nothing paternalistic in a
definite contract to share profits, provided the worker delivers values
equal to his benefits, which we declare to be a necessity. We do not
give him a nickel. Fair dealing and )artneslhip cooperation and
division is not paternalism.

I do not believe Mr. Lewis would include us or our plan in his
criticism. Where there are unions in any of our industries we main-
tain union wages and conditions and add a share of the profits, last
year 20 percent of the employees' earnings. We do not con(temn
iiiuonism because it is sometimes abuse d. Where necessary, and
properly applied, it has often been a sovereign remedy for desperate
ills. But it can develop ills of its own. Power can always be mis-
applied, and the misapplication is no measure of its value.

The antagonism that has developed between employers and labor
unions has grown out of the failure of both to recognize a partner-
ship or any obligation to sustain the general good.

Its origin lay with the indifference of capital to the welfare of the
worker, but that indifference is rapidly giving way, and if labor
will forget the origin of the discord, and stop being indifferent to
capital, a real partnership of interest is entirely possible. Otherwise,
ever) blow is equally disastrous to the welfare of both.

In our little industrial enterprise we have been partners and we
have risen to strength together.

Mr. Green seems not to condemn profit sharing outright, but to
postpone it to the time when labor is managing tle corporation. I
am afraid when that time comes there may well be no profits to
share. The idea that labor is qualified for everything is Utopian.
Expert management will always be the product of special adapta-
bility and long training, it wift not spring full panoplied from the
ranks of labor, or the official role of lab6r leaders. Each element
should contribute to the corporate whole.what it is best qualified to
give, not jealously seek to dominate it.

I have enough confidence in the sincerity of purpose of both Mr.
Lewis and Mr. Green to believe that they can both come to approve
profit sharing plans when properly safeguarded from abuse.

Certainly t ey must realize that with all labor unionized, increas-
ing wages will not have any value at all to the worker because his
cost of living must rise as wages rise. The measure of his prosperity
lies in what he can retain and accumulate after necessary expend.
tures, and there our plan fits into the picture.

I have one more imposition on your time.
Senator VANDENBERO. It is no imposition, Mr. Joslyn; this is

amazingly interesting and constructive.
Mr. JOSLYN. And this is brought about by some of the reports of

employers' attitudes here.
Many employers are opposed to profit sharing on the theory that

high wages are the complete picture of the employees' mrvices. I
do not agree with that. Many desirable social benefits do not (t' all
necessarily follow high wages Often quite the contrary. And high
wages in dollars may be low wages in purchasing power. There is
no tendency toward'partnership in high wages alone, disassociated
from measures designed to have employees work with, instead of for,
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the management. There is no encouragement of thrift of the attain-
ment of an independent financial status, of provision ior future con-
tingencies, so disastrous if unprovided for. A moderately high wage,
steadily maintained, is a desirable foundation, but far better things
can bebuilt upon it.

Other employers wish the state to let them alone, and they resent
its interference in what they regard as their private affairs.

A thought occurred to me the other day which I noted down, and I
would like to present it to such employers. I do not like interference
any more than they do, but I do recognize the right, and even the duty
to interfere. This argument may have some meaning to them if
the far better one of mutual profit in cooperative endeavors does not.

Certain simple facts are easily forgotten in the complication of
modern economics. It is well to repeat some of them. The indi-
vidual, finding some task beyond his own powers, took a partner to
accomplish it. The partnership developed into considerable groups;
but as each partner was responsible for all acts of the others within
the partnership purposes, serious objections arose to the danger that
one partner might, and frequently did, wreck all the others.

Association of many in a common enterprise was eminently desir-
able as the only practical way to accomplish purposes too large for
the individual. The problem was passed to the state, already existing
as a legal fiction, an imaginary composite entity, to express and exe-
cute the will of the majority of the people. The state, in response to
the demand, proceeded to nake rules under which subsidiary, imagi-
nary entities might be established, called corpo nations, with po.wers to
act almost as complete as those of individuals, but with the vast
advantage of limited liability.

The state, having been created for the good of the whole people,
and having no other excuse for existence, at least in a democracy,
could not create a subsidiary with any other purpose or continue to
maintain it unless it served that purpose. Corporations once eAtab-
lished, grew and thrived on the advantages given them by the state.
Often they became arrogant, forgetting entirely the purpose and
the sole excuse for their existence, and for their special privileges,
and the power and duty of the state to hold them within that pur-
pos, attempting instead to establish their own independence.

Now, it seems fundamental that the people who have set up the
state for their own good may limit or abolish it entirely if it does not
accomplish that end, and in turn the state may and must do the same
thing with the corporation if it departs from the essential purpose of
the state, its conditional creator.

If this be granted, then any corporate action which is in opposition
toThe general good of the people as a whole, no matter how profitable
to the stockholders, is--this is my legal training-ultra vires-outside
the law, and justifies and even demands vigorous repressive action by
the State, even to the point of destruction.

If corporate officers would keep before them the conditional and
the somewhat precarious nature of corporate existence, there would
be far less abuse of their power and far more desire to accept and
encourage all practical measures designed to serve the common good.
One of such measures undoubtedly is the profit-sharing idea, expressed
in its most efficient form.
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The idea is democratic in its tendency, broadening the base of the
-corporate purpose and so strengthening the whole structure just as
democracy does the same thing for the State.

Now let's ex-mine the corporation, a restricted and conditional
partnership of many persons, the stockholders, operating with special
privilege, on condition of maintaining the. general good.

Of course, they want, first of all, adequate returns on the capital
invested, and in proportion to the risk assumed, and if they could
not expect it they would not invest. They elect a management to
conduct the enterprise, a management interested primarily in ade-
quate salaries, without which they would not function. The manage-
ment now calls in labor, without which neither capital nor manage-
ment are of any value, and the three elements establish a cooperative
endeavor in which each is vitally necessary, but management and
capital have generally, in the past, negotiated on much more equitable
terms than labor was able to secure, leaving the cooperative arrange-
ment top-heavy and unstable and far from its proper purpose of
serving the general good.

This maladjustment naturally developed the labor union, with all
its good and bad features, its power to benefit labor and its frequent
abuse of that power to the ultimate injury of the laborer. But the
unions did unquestionably smoke out man'y unfair situations and so
brought them into the light where they could not be overlooked.

Had capital and management really understood the conditions of
their corporate privileges, they would have been seeking and correct-
ing inequities to justify their very existence. rather than waiting to
he compelled to do so, and then they would have discovered that it
was more profitable and would have grown enthusiastic in the process,
and no outside measure would have been necessary.

Some corporate managements did take this course and made
attempts at least in that direction. Too many did not. It was too
often the thought that capital should get all it could squeeze out of
the corporation and keep management and labor functioning, and a
prime purpose of management was to get all they could out of labor
and still keep it operating. That thought must'be changed so that
labor gets alf it can and still keep capital and competent management
functioning, because, after all, labor is the base of the structure, and
by its very numbers it represents the general good far more than
capital or management, and so, more vitally within the condition on
which the corporation was created; furthermore, labor is generally
less interested in the economic structure and nothing is more necessary
to a vigorous democracy than independent citizens.

The emphasis in corporate relations should be on the welfare and
the independence of the worker, but, of course, that emphasis must
stop the moment it begins to discourage or destroy capital or good
management, because that impairs the corporate operation and leads
to its collapse, to the detriment of all its elements, especially labor,
and does not serve the general good.

That is in substance what I have to say, and I ani relying on my
se-tary, Mr. Roeder, to give you some facts. I have moe or les
given you theories, and I want him to give you the facts of
operation.
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Senator Hramo. Vell, that is a very fine statement and we ap.
preciate it, Mr. Joslyn.

Senator VANDENBER0. Have you a copy of the contract that is
signed between you and the employee ?

31r. RoEr. Believe it was in that envelope that I gave you.
Senator VANDENBERG. I think it would be well, Mr. Chairman, to

have that re produced in the record at this l)oint.
Senator HEBRING. If tlhere is no objection, it will be copied into the

record.
(The contract referred to is as follows:)

EMPLOYFxs' SAVINGS AND oFIan SHARING FrND

JOSLYN UFU. AND SUPPLY (0.. CItCAGO

This amended agra ment made as of the 31st Day of D"ember 13O, by and
between such employees of Joslyn Manufacturlng and Supply Company as
have heretofore accepted the terms of that certain agreement dated as of the
first day of January 119, and of the amended agreement as of January 1st,
1924, and the Amended Agreement as of July 1st, 1929, between said employees
us parties of the first part and Joslyn Manufacturing and Supply Company, a
corporation, party of the second part, andfor as shall hereafter accept the terms
of this amended agreement In the manner hereinafter Indicated, parties of the
first part, Joslyn Manufacturing and Supply Company, a corporation organized
and existing under and by virtue of the laws of the State of Illinois, and having
its principal place of business in the City of Chicago, in said state (hereinafter
sometimes termed the "Joslyn Co."), party of the s(cond part, and M. L. Joslyn
as trustee, party of the third part, WiTNrZsErH.

WaEaZAS said Joslyn Co., being desirous of distributing among its old and
tried employees, a certain portion of Its net earnings, thereby stimulating In
them a keener interest In Its successful operation, and at the iame tiaL en-
couraging a spirit of economy and thrift which may stand as a protection
against the vicissitudes of old age, did as of the first day January 1919, enter
into that certain agreement with certain of its employees, reference to which
said agreement is hereby made; and

WnnarAs it is the desire of all the parties to the said agreement of January
1, 1919, that the same shall be amended and that from and after the 31st day of
December 1938, this amended agreement shall supersede said original agreement,
dated January 1, 1919.

Now, THERE ORE, in consideration of the mutual undertakings of the respective
parties hereto, it is hereby agreed by and between the said parties as follows:

1. The fund hereby established shall be known and designated as the "Em-
ployees' Savings and Profit Sharing Fund of the Joslyn Manufacturing and
Supply Company."

2. All officers and employees who have been in the employ of the Joslyn Co.
for a continuous term of at least three (3) full calendar years, shall contribute
to the fund as hereinafter specified. No employee who has not been In the
employ of the Joslyn Co. for at least three (3) full calendar years continu-
ously, may participate in the benefits of this agreement, bitt as and when any
such employee shall have been In the employ of the Joslyn Co. for at least
three (3) consecutive calendar years, his participation upon the basis therein
stated shall be compulsory.

As evidence of their acceptance of the terms and provisions of this amended
agreement, all employees of the party of the second part, who now, or shall
hereafter, have been in such employ for a term of at least three (3) continuous
calendar years, shall sign an agreement of acceptance hereof In substantially
the following forni:

Chicago, Ill.,--------

'The undersigned employee of Joslyn Manufacturing anud Supply Company, in
consideration of such employment and the undertakings of said Joslyn Mlanu-
facturing and Supply Company and of 31. li Joslyn as trustee, as set forth
in the amended agreement hereinafter mentioned, hereby approves and accepts
the terms and conditions of that certain amended agreement by and between
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sue employees of said Joslyn Manufacturing and Supply Company, parties of
the first part, Joslyn Manufacturing and Supply Company, party of the second
part, and M. L. Joslyn as trustee, party of the third part, dated as of the
31st day of December, 1930 and establishing the Employees' Savings and Profit
Sharing Fund of the Joslyn Manufacturing and Supply Company; and the
undersigned hereby further agrees to be bound by the terms and conditions of
said amended agreement and to contribute to said fund such an amount or
amounts as he may from time to time indicate, or as In said amended agree-
ment provided.

The undersigned further agrees that said amended agreement dated as of
the 31st day of December, 1930, supersedes the original agreement between the
employees of said Joslyn Manufacturing and Supply Company of the one part,
and ra.: TJpl:-n Manufacturing and Supply Company of the other part, dated
as of the first dsy of January, 1919, and subsequent Amended Agreements of
January 1st, 1M4, tid July Zst, 1929, relating to said Employees' Savings and
Profit Sharing Fund of the ",-slyn Mauotaetnring and Supply Company.

WITNEss MY HAND AND L,7. this --------- day of ---------- A. D. 19-.
U. (a) Except as hereinafter btherT,'ise provided, e.ch officer or employee

shall be obliged to contribute to said fund not less than two and one-bah" ftq
cent (21/%), and may contribute not more than five per cent, (5%), of the
amount of their resl*ctive salaries, payable In equal installments, to be deducted
therefrom at the time of payment; provided, however, that with the consent of
the trustee and the approval of the advisory committee, hereinafter mentioned,
any such officer or employee may anticipate and make advance payment, not
extending beyond the first day of January or July next ensulug as the case
may be. No officer or employee shall be permltted to contribute more than
two hbundred Dollars ($200.00) per annum, anything in this agreement to the
contrary notwithstanding.

(b) The Joslyn Company, Party of the Second Part, agrees to pay over to
said Fund, not less than ten percent (10;) of its total net operating earnings
for each year, after all taxes, (subject to an option In Second Party to elect
to further deduct from any such yearly payment any and all amounts it may
legially be required to pay for such year to State or National Agencies for
purpose es similar to those of the Fund) but the amount paid hereunder to
the Fund by Second Party for any year shall not exceed four times the amount
piaid Into such Fnd during such year by the Officers and Employees from
their regular salary or wage accounts.

Said cntribution by the irty of the second part shall be based upon its
net oipratig earnings available for dividends, as determined by the Directors
of the Jnslyn Co. after the payment of all operating expenses and commission,
Including taxes on the property, stocks or income of the Joslyn Co., and after
any other deductlo which the Directors may see fit to authorize for losses,
bad or doubtful paper, creation of reserve or contingent funds, or for any
other purpose. All such payment by said second party shall be made annually
on or about February 1st of each year, as near as may be, based on the net
operating earnings of the year ending on December 31st immediately preceding,
provided, however, that In the event that in any yearly period ending on the
31st day of December, the operation of raid JosyIn Co. shall result in a lo.",
.'aild party of the second part shall not be under any obligation to make any
contribution whatsoever to this fund for any subsequent period, unless and
until the loss or losses theretofore sustained shall have been made up and
said Joslyn Co. completely reimbursed therefor.

4. All payments by employees shall be placed to the credit of the respectie
contributors upon the books of said fund and from time to time, as may be
directed by the trustee by and with the approval of the advisory committee,
hereinafter provided for, there shall be added thereto such contributors' pro
rata share of any amount or amounts contributed by the party of the second
part or received by way of Income or profits. Similarly, there shall be de-
ducted the pro rata share of any expenses incurred or loss sustained in the
administration of the fund.

It.is the intention that, except a .1ay be otherwise determined by the trustee,
ith the approval of the advisory committee, all contributions of the Joslyn Co.

and all income, profits, etc., shalt be prorated and credited annually as of
December 31st; that the periodic contributions made by the Joslyn Co. from its
profits shall be prorated and credited in proportion td their respective contribu-
tions to the employees contributing to the fund during the "me period for which
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the Joslyn Co.'s contribution Is made, and that any income or profits realized
on the "Current Fund" shall be similarly prorated, but that nny income or
profits accruing or realized on the "Reserve Fund" during any such yearly
period shall be prorated and credited to the respective employees upon the book
of said fund at the end of such period in proportion to their respective interest
in the "Reserve Fund," as the same shail have been determined by the trustee,
with the approval of the advisory committee at the beginning of such period.

The books, forms, and methods of accounting shall be entirely in the hands
of, and subject to, the supervision of the trustee and the advisory committee.

5. The Joslyn Co. hereby agrees that it will, simultaneously with the execution
of this amended agreement, assign, transfer, and deliver to M. L. Joslyn, as
trustee, all of the cash, securities, and other assets of whatever kind and
character, which now comprise the Employees' Savings and Profit Sharing Fund
of the Joslyn Manufacturing and Supply Company and which said Joslyn Co. Is
tow holding under the terms of said original agreement dated as of the first

day of January 1919, and will at the same time deliver to said trustee any
and all books, contracts, papers, and memoranda of whatsoever kind and char-
acter which relate to said fund. Upon such assignment to the trustee herein
named of the assets of said fund and the delivery to him of all said books.
papers, contracts, and memoranda relating to said fund, said Joslyn Co. shall be,
and hereby is, released and discharged from any and all liability arising from
or growing out of the custody, management, control, and/or distribution of said
fund under the terms of said original agreement of January 1, 1919.

The trustee agrees to hold, separate and distinct from all other assets, all
of the invested assets of the fund created hereunder and under said original
agreement, and that from time to time, as receivable, there shall be credited
to the fund all income received therefrom, together with any profits resulting
from the sale or sales of any such assets; similarly, there shall be deducted
therefrom, time to time, all taxes, charges, or expenses necessarily incurred in
the management or administration of the fund, together with any losses that
may have been sustained with respect to said assets, either through sale or
otherwise.

6. (a) The title t. the fund shall rest absolutely in the party of the third
part as trustee, and no part thereof or interest therein shall be grantable,
transferable, or otherwise assignable, In whole or in part, either by the voluntary
or involuntary act of the parties contributing thereto or by operation of law,
and shall not be liable for or be taken for any debt, liability, or contract
of any of the respective contributors, all right, title, and Interest of said con-
tributors having been by this amended agreement hereby absolutely transferred
and assigned to said party of the third part as trustee.

(b) In the control, management, and distribution of said fund, the trustee
shall be subject to and act only with the approval of an advisory committee.
consisting of five (5) members (of which the trustee may be one), three (3)
members of said advisory committee to be officers of the party of the second
part, selected by its Board of Directors, and the remaining two (2) members
to be employees, who shall be selected by a majority vote of the parties of the
first part to this amended agreement. The members of the advisory com-
mittee shall serve for a term of three years from and after the date of their
selection and shall receive no compensation for their services.

The advisory committee hereunder shall elect a chairman and a secretary
from their own number and an actuary who may or may not be one of their
own number, and may employ such clerical help as in their Judgment may be
necessary for the proper administration hereof. Said advisory committee may
make such bylaws or rules, not inconsistent herewith, as they may deem deslr-
able for the transaction of their business, and they shall not be personally
liable with respect to any matter or thing done hereunder, unless they shall
be guilty of willful negligence In the premises. Any action taken or approval
given by a majority of the advisory committee shall be the action or approval
of the committee.

Said trustee and the advisory committee shall treat the contributions of the
parties of the first part and of the party of the second part as one fund for
the purposes of investment and reinvestment, and shall have power to inve.'t
and reinvest the same and the proceeds therefrom or from any part thereof in
railroad, public service corporation, Municipal or Government bonds, Income-
bearing stocks, mortgages or other securities (provided, however, that a por-
tion of the fund not less than the total amount paid Into it by the officers and
employees and interests actually earned on same, shall always be kept In-
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vested in United States Government or State Bonds or other securities approved
by the State of Illinois, at the time of investment, for Investment of Trust
Funds), and in the name of the trustee, to sell, collect, sue for, alter, or
change the investment thereof, from time to time, as they shall deem best, and
aid trustee and advisory committee In the matter of investment and reinvest-

ment shall not be limited in any wise by any laws of the State of Illinois or of
the United States, now or hereafter In force, governing the investment of trust
funds. No transfer, sale, or investment of or for any part of the fund hereby
established may be made by the trustee except upon the approval of or in
accordance with general rules adopted by a majority of the members of the
advisory committee hereinbefore referred to, evidence by a certified copy of
such resolutions or rules of said advisory committee, or by an order duly
signed by a majority of the members of said advisory committee, and filed with
the treasurer or cashier of the party of the second part.

In the custody, control, management, and distribution of said fund the trustee
shall Incur no personal liability, save for his own gross negligence or willful
default.

7. The privilege of contributing to said fund shall apply only so long as the
employee is In the active service of the Joslyn Company. As and when any
such employee shall attain the age of sixty (00) years, he or sho shall retire
from the service of the Joslyn Co. unless for special reasons the Joslyn Co. may
wish such employee to continue it its service and he or she shall consent
thereto; provided, however, that any offer or employee who has been for three
(3) continuous years in the active service of the party of the second part on the
first day of January 1919, shall have the privilege of participating In said fund
for at least twenty (20) years from that date (notwithstanding the fact that
the retiring age of sixty (60) years may be exceeded), but only so long as said
officer or employee shall remain in such active service.

. (a) In the event of the voluntary resignation or the dismissal of an officer
or employee, one of the parties of the first part, prior to the date of retire-
menmt, there shall Ix paid to him his pro rata share of the portion of the
fund contributed by the offkiers and employees and all Interest or profits
accumulated on the same and one-half of his pro rats share of the portion of
the fund contributed by the Joslyn Co. with Interest or profits accumulated on
the sme, said payments to be made on the basis of the fund as then constituted
and as determined by the trustee under the approval of the advisory committee.
The remaining one-half of such officer's and employee's pro rata share of the
portion of the fund contributed by the Joslyn Co., with Interest or profits accu-
mulated on the same, shall remain in the fund to be prorated among the other
officer and employee contributors thereto.

(b) Upon the death of any officer or employee prior to retirement, there shall
te mid to the estate of such eflicer or employee, or to such beneficiary as may
have been designated by said officer or employee in the manner hereinafter pro-
vided, the pro rata share of the fund as constituted as of the date of the death
(of such officer or employee, all as evidenced by the 1 ooks of account hereinbefore
in this amended agreement referred to; provided, however, that payment to the
estate or beneficiary of such a decedent at any time within six (6) months
after proper proof of death of any officer or employee shall have been filed with
the trustee hereunder, shall be considered to be full compliance with the terms
of this amended agreement.

(e) Upon the termination of thelservices of any officer or employee by reason
of the attainment of the age of retirement, or at any time after the attainment
(of such age, or at the discretion of the trustee, with the approval of the advisory
committee, by reason of Illness or physical incapacity, there shall be paid and
delivered to such officer or employee his pro rata share of the Savings and Profit
Sharing Fund as then constituted, all ds evidenced by the books of account here-
Inbefore In this amended agreement referred to; or at the option of the trustee
with the approval of the advisory committee In each individual case, and if, in
their opinion, the purposes of this amended agreement will be more fully
attained thereby, the payment of said pro rata share to such officer or employee
as determined at the termination of his Pervices, may be divided into eleven (11)
equal parts and paid one pwrt In cash and one part each )ear thereafter for
ten (10) years the deferred portions to be Invested in the same high grade
of securities as hereinbefore provided for the Investment of the portion of the
fund contributed by employees, and subject to the same provisions as to re-
sponsibility for gain or loss, and all gain or loss on each yearly portion to be
added to or deducted from such portion.
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(d) All distributions made to officers and employees under the terms of this
amended agreement shall be in cash, provided, however, that at the option of
such officer or employee, or beneficiary, as the case may be, or at the option of
the Trustee, such distribution may be wade in securities held by the Trustee
and Advisory Committee, or partly in securities and partly In cash, ns sjld
Trustee, with the approval of the Advisory Committee, shall deem best.

9. Any officer or employee, a contributor hereunder, may designate as his or
her beneficiary, I case of death, the person or persons to whom his or her share
of the fund shall be paid, provided, however, that any such designation ii
approved by the trustee and advisory committee hereunder. Suelt designation
shall be In such form as shall be determined by the trustee and advisnry con-
mittee, and shall be filed with the trustee. Where such designatio,' ha beeti tiled
as herein provided distribution of the share of any such deceased officer or em-
ployee shall be made direct to such beneficiary, and payment to such beneficiary
shall fully acquit and discharge the trustee and the members of the advisory
committee from any and all liability on account thereof. Tae beneficiary or
beneficiaries hereunder may from time to time be changed a. the election of the
officer or employee by the filing of a new designatlor in accordance with th.
rules adopted by the trustee and the advisory committee. In the event of the prior
death of any such beneficiary the portion of the fund which would otherwise
have been payable to such beneficiary shall.be paid to the legal representative of
such deceased officer or employee.

In the event no such designation of a beneficiary is filed hereunder as above
provided, or in the event that any such designation shall not have been approved
by the trustee and the advisory committee, then and in either such case the sh.ire
of any such deceased officer or employee shall be paid his or her legal ropre-
sentatives.

10. No officer or employee shall be entitled to withdraw any part of hi. Interest
in said fund so long as he or she shall remain In the employ of said Joslyn t'o.,
provided, however, that in the absolute discretion of the trustee and with the
approval of the advisory committee a loan or loans may be made to such officer
or employee In cases of necessity when circumstances warrant, but so long as
any officer or employee is indebted to the fund he may not participate in the
benefits of any contribution made by the party of the second part, and all con-
tributions made during the continuance of such loan by such officer or employee,
as hereinbefore provided, shall be used In the liquidation of the amount of his
indebtedness to said fund and not to be used to increase his pro rata Interest
in said fund.

11. The trustee of said fund, together with the advisory committee, may. from
time to time formulate such rules and regulations for the management and dis-
tribution of the fund, not inconsistent with the provisions of this agreement, as
may to them seem desirable.

12. In the event of the death, resignation, mental or physical Incapacity of
the trustee h creunder to act, then a successor trustee shall be named by the

- autty of the second part, acting through its Board of Directors. Any such suc-
cessor trustee so chosen shall thereupon become vested with all the rights and
powers and shall perform the duties and shall be subject to the limitations of
the trustee named In this amended agreement.

17-A. In the case where the Joslyn Mfg. & Supply Company owns 51% or
snore of the stock of another Company, then such other Company may file al
request with the Joslyn Mfg. & Supply Comnpany, that its employees be allowed
'to become members of the Joslyn Mfg. & Supply Company Savings and Profit
Sharing Fund on the same basis as though actually employees of the Joslyn Mfg.
& Supply Company, such other Company, however, to reimburse the Joslyn
Mfg. & Supply Company for any contributions made by the Joslyn Mfg. & Supply
,Company to said Fund by reason of the Membership In such Fund of employees
of such other Company, and on the approval of such a request by a majority of
the Directors of the Joslyn Mfg. & Supply Co. and by the Trustee and a ma-
jority of the Advisory Committee of the Joslyn Mfg. & Supply Co. Savings and
Profit Sharing Fund, then the Employees of such other company may become
members of such Fund, with the same privileges and conditions as though
employees of the Joslyn Mfg. & Supply Co., except as heretofore provided, Rad
,change of employment from one Company whose employee. are members of the
Fund to another Company whose employees are members of the Fund, shall not
be deemed discontinuance of employment tnder the terms of the Fund, pro-
vIded, however, that if at any thne the owntrshiu of Stock it such other Com-
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pany by the Jo;yn Mfg. & Supply Company becomes less than 51%, then the
Fund Agreement as to employees of such other Company, may be discontinued
on thirty days' notice, by vote of a majority of the Directors of the Joslyn Mfg.
& Supply Co., or by the Truslee and a majority of the Advisory Committee of
the Flnd.

12-B. On and after December 31, 1036, when a Member of the Fund has con.
eluded his first year of Membership, there shall be deducted from the amount of
his credit in tbe Fund, the sum of $20.00, and in like manner when lie has con-
cluded his second year of Membership there shall be deducted from the amount of
his credit In the Fund the sum of $15.00, and similarly on the conclusion of his
third year $12.50, fourth year $10.00, fifth year $7.50, and finally at the conclusion
of his sixth year of Membership the sum of $5.00, shall be deducted from the
amount of )ils credit and these deductions, while from his general credit, shall,
for all purposes of the Fud, be regarded as though deducted from the wage
boni.s and not from the amomt contributed by the Member directly front Ids
regular wages, which amount remains usimpaired. Such deductions shall he
held, subject to the provisions hereof, In the General Fund, us a Reserve for
Deaths and Total Disabilities during the second to seventh years of Membership,
Inclusive. In the event of time death of a member of the Fund during the second
year of his Membership and wiulie actually a Member of the Fund, there shall
be added to the amount payable to is beneficiary the sum of $2,000.00, in like
manner If death occurs In the third year of Membership there shall be added
$1,500.00, if In the fourth year $1,250.00, If In the fifth year $1,000.0, If il tme
sixth year $750.00, if In the seventh year $M0.00. Payments identical to those
for deaths, as above provided, may be m'mde from the Reserve for Deaths and
Total l)iDbilities, to the Member, il case of Total Disability, entirely a the
discretion of the Trustee and Advisory Committee In each case.

The additional payments hereinbefore provided for shall be paid from said
Reserve for Deaths and Disabilities, daring the second to seventh years of
3iemhiership, inclustive, except as hereiu otherwise provided. If the Reserve
hereby created shall at any time or times be Insuibclent to pay maturing credits
for which it Is designed, then the Trustee, with the consent of the Advisory
Committee, may transfer to the Reserve Fund from the General Fund Credits of all
Members who are In their second to seventh years of Membership, Inclusive, by
pro rata assessment, such sum or sums as will cover such deficiency or deficiencies.
As and when Members hereafter complete seven years of Membership in the
Fund, the Trustee. with the consent of the Advisory Committee, may, but in no
event shall at any time be required to. transfer such pro rata portion of said
Reserve (including earnings thereon) as the Trustee and Advisory Committee
deem equitable, to the credit of such Members respectively in the General Fund.

13. This amended agreement may from time to time be further amended upon
the recommendation of the Board of Directors of the party of the second part or
its executive committee, subject to the approval of officers and employees repre-
senting not less than fifty-one per cent (51%) of the total amount contributed by
such officers and employees for the period ending on the first day of January or
July next preceding the date of said proposed amendment.

This amended agreement and the Savings and Profit Sharing plan hereby
constituted may be discontinued at the end of any calendar year by the action of
the Board of Directors of the party of the second part, upon giving six (0)
months previous notice to that effect to the parties to this agreement.

14. The term "employee" as used In this agreement shall mean any employee
or salaried officer of the party of the second part. The term "trustee" and/or
"advisory committee" shall mean the trustee and/or advisory committee for the
time being. Plural shall In all cases Include the singular and the singular shall
In ill cases Include the plural.

The term "pro rata share" shall be construed to mean the share of the fund
to which any employee may be entitled hereunder as determined by the trustee
and advisory committee after deducting the amount of any unpaild loans or
advances made to such employee and the determination of the trustee and
advisory committee shall be final.

The current contributions of the employees and the Joslyn Co. together with
any Income or profits aecruln c thereon during each current period of one year or
otherwise shall for convenience be known as the "Current Fund" to distinguish
the same from any moneys, investments, etc., held by the fund at the beginning
of such current period and wlch for convenience shall be known as the
"Reserve Fund."
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15. This amended agreement shall be binding upon all employees who shall
become parties hereto in the manner hereinbefore provided, their heirs and
legal representatives, upon the Joslyn Co., Its successors and assigns, and upon
M. L. Joslyn as trustee, and his successor or successors in trust.

IN wrNtss WHEEor, the parties of the first part shall from time to time
execute and deliver to the party of the second part and the party of the third
part their acceptance hereof In the form hereinefore Indicated, and the party
of the second part has caused these presents to be executed in Its name by its
proper officers and its corporate seal to be hereto affixed, and the party of the
third part, to indicate his acceptance of the terms hereof, has hereunto set his
hand and seal, all this --------- day of January A. D. 1O_-, but as of the
first day of January A. D. 19_.

JOSLYzN MANUFACTURING AND SUPPLY COMPANY,
By --------------------------------------------Presiden I.

At tet:

........................................ p
---- ---- ---- --- ---- ---- -- SF-,L]

As Truetce.

Mr. JosLYx. If there is no objection, I will keep the witness chair
and let my secretary talk from there, and I will be available if there
are any questions.

Senator HURINo. Yes.

STATEMENT OF JOSEPH A. ROEDER, ACTUARY, JOSLYN MANU-
FACTURING & SUPPLY CO., CHICAGO, ILL.

Mr. RoDEa. Victor Hugo once wrote that the misery of a child is
interesting to its mother, the misery of a young man interesting to a
woman, but the misery of an old man is interesting to nobody.

And I am afraid that that has held trte for probably a lhundred
years until here some few months ago a Democratic Senate adopted a
Republican resolution to select a committee to investigate profit sharing
throughout the United States, and I ant frank to say that I personally
believe that your committee has done an exceptional piece of work. In
fact, at that point I might say that today public attention is focused
as it has never been before on employees bonus payments and profit-
sharing funds.

Although profit sharing has long been in existence, there still is
little agreement as to what it really is. It covers many direct and
indirect. forms of compensation in addition to the regular wages. The
distribution in itself, n the majority of cas, is usually made in cash.
The serious objection to payments in cash, however, is that an employee
usually does not. save and by these extra cash payments he is very
likely to establish an unwarranted and insecure standard of living.

We, in the Joslyn organization, subscribe to the belief that profit
sharing covers a voluntary agreement by virtue of which an employee
receives a share fixed beforehand-and that is all-important-fixed
beforehand, in the profits of the company, and we further subscribe to
the practice of establishing trusts for the receiving of such distribution
for employees and the administering of that trust in such a way as to
assure the safety of the principal to the employee, as well as a return
sufficient to offer the proper incentive for that employee to save.

Mr. Joslyn has pointed out the various features of our plan. I have
the good fortune, and have had for the past 10 years, of acting as
actuary of that fund, and I have prepared here a 20-year record of the
savings, company bonus, earnings, and the accumulation on that fund.
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It comes within a very small percentage point of being absolutely
correct. In fact on the highest credit in the fund, which is approxi-
mately $40,000, these decimals, as far as I have carried them out, come
within about 633 cents, on $40,000, of being correct.

(The table to which Mr. Roeder referred is as follows:)

Member Company Interest Total creditrontribu- osft earne in at gad Of

year ye r year rate

Percent19).. ..................... $ $1.00 Nil S&.00 NI
1---------------------------------------1 4I$.0D $0.1 1&08 N.71199 ......................................... 1 4.00O $0.1 M510 84 7.57,1,

1921 ......................................... I 4.00 1.56 16.9 14. 99 .
1922 --------------------------------------- 1 4.00 1.81 23.75 10.6643
1923 ......................................... I 4.O 1.94 30.69 & 151
1924 - ------------------------- - 1 - - 1........... 1 2 0 27.79 6.842
II ......................................... 1 4.00 2 89 4168 7.6394
192 -......................................... 1 4.00 4 55.04 9.545
127 ......................................... 1 4.00 4.82 64.86 8.7263
9 ......................................... 1 4.00 5.176 7. 61 & 716

192 ........................................ 1 4.00 7.12 8A 33 10.2121
190 ......................................... 1 1.21 7.27 W. 91 8.2311
191 ......................................... I Nil 7.33 106." 7. 09
1932 ......................................... 1 Ni 5.87 1113 &2234
19 ......................................... I Nil 3.23 117.41 2. 96?
193 ....................--- ----- --------- I .20 7.63 128.24 6496
195 .........................................I 1.00 19.33 147.7 il15315
19- ........ I................................ I 2.00 It. 7 165.94 10.011
1937 ......................................... 1 4.00 11.05 151.39 &63
19- ......................................... 1 &00 11.7V 197.1 16.50

Total for 90 yers.....................5.51 1 3-1.67 197.16 6.12

I Estimated.

Mr. ROWRF. In 1919 Mr. Joslyn started this plan and a member
saved $1 and the company contributed $4. Due to the fact that the
payments came to us monthly and there was no chance of making
investments, there is no interest paid in the first year. So at the end
of the first year the man had $5 in the fund.

In the second year he contributes $1 and the company again gives
him $4, and then they find that, from investments made from the
inception of the fund, we average 7.57-percent interest on that fund
to give a inan an earning on his $5 the year before an interest credit
of 38 cents to make the total at the end of 2 years $10.38 even though
in 2 years lie had only contributed $2. In other words, after 2 years
of membership in the fund, having saved but $2 of his money, lie
already had five times the amount.

Senator VANDENAM. Mir. Roeter, how much of those net per-
centage earnings flow from Iap8 in the fund?

Mr. ROWmER. If I might add, I would like to wait until I finish
here and I will bring that out. It varies, Senator.

Senator VANDE Bno. All right.
Mr. Rown. The contribution of four-for-one becomes almost

monotonous. For It years Mr. Joslyn and his board of directors
have contributed $4 for every $1 that the employee contributed so
that this 11-year picture reveals this: The member has saved i,
the, company has put in $44, but the fund, which is the trust for
the benefit of that employee, has credited him the vast sum of $88.33.
In other words, the funddoes as much probably for the employee as
the company does in this great union of partnership between capital
and labor.
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There is the high point [indicating]. Then we hear:
"Don't sell America short." Commentators, newspaper editors,

front page of the Hearst papers, "Don't sell America short." Stenog-
raphers, clerks, truck drivers-in the stock market at prices higher
than America has ever seen" them before.

Here comes the unexpected collapse.
Earning strength, even in the Joslyn organization, whose earnings

for 11 consecutive years allowed them to pay 4 for 1, collapses. For
the first time in 12 years, they must tell the worker that due to con-
ditions beyond their control they can't give him 4 for 1 as they
promised, but were only going to pay $1.31 for $1 conltributed.

Mr. JOSLYN. Just a minute, Joe, we didn't promise anything of
the kind.

Mr. ROEDER. No; we anticipated; we didn't promise.
So, for the first time in 12 years lie practically gets a matched

dollar, dollar for dollar, just a little better.
Now, let's see what the result was that year after the employee

received the first shock that the bonus payment is not 4 for 1.
He saves a dollar, the company only gave him $1.31, but in that

year the fund, his pot, earned for him $7.27, or the interest accumu-
lation during this period was seven and one-fourth times better than
the dollar that he contributed.

Now come the (lark years of 1931, 1932, and 1933, in which there
are no contributions. The company-I believe I am correct in
saing-for the first time in its history lost money.

Mr. JosLYN . For the first time in 40 years.
Mr. RO ER. We lost money and had no profits to divide. The em-

ployee saves a dollar and the company doesn't do anything. Hegoes to the trustee and the trustee advises him in 1931 that the fund
as earned $7.35 for him for every dollar in the pot. And so on

through 1932 and 1933.
In larch 1933 President Roosevelt closed the banks in Americam,

I believe, after the failure of some 5,000 banks. In that year the
fund's earnings were $3.28 for every dollar.

Now the clouds lift and on the industrial horizon the sun of
profits starts to rise, and here we come in and we make a little money,
and we pay them 20 cents for each dollar. The interest at that is
still seven times what he saved in that. year, and in 1935, a generally
good year after all of these hard years, our earnings came to a point
where the directors decided to clean up all back accumulation, and
in that year we were able to match dollar for dollar and, because of the
patience of that employee, the accumulations earned for him that
year were $19.33 for every dollar that was to his credit, had lie been
in the fund since 1919.

Mr. JosLYN. During the worst of the depression our preferred stock
passed its cumulative dividend-, and when you come to 1935 they
contain part of the deferred dividends.

Mr. lRlo R. For every dollar saved here from 1919, the inception
of the fund, up to 1935, the fund earned $19.33.

Senator VANDENBERO. If the man started in the fun,l in 1930, let us
say, he wouldn't have any of those incentives?

Mr. RoErDn. We will show a little later a chart for a man entering
the fund in 1930.
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3fr. JosLYx. His job was enough incentive at that, time
Senator VANDENBERG. I hope so; but before I go entirely cuckoo

over these figures, I wanted to straighten that out.
Mr. RoEO.R. In 1936 we paid 2 for 1. The interest accumulation

was quite heavy, $14.77.
Last year we returned to the 4-for-1 ratio, after 8 years, and the

interest accumulation was $11.05.
I have pinned this onto the map because the 1938 results will not

be determined until about January 10, 1939.
Mr. Josym,. We have determined it at. $3.
Mr. Roy:nra. At $3 for the parent company; yes.
So assuming we pay $3 for $1. the interest aceumilation will be

$11.79.
So the story goes that for all of those who have been in the fund

since 1919, for every dollar per year that they have sAved for 20.
years. or a total of $20, the compaiy has paid thiem $55.51, a ratio of
2.775. while the fund itself has earned for that. man $121.67 in inter-
est, or six times the amount lie saved. This chart is made up for
quick calculation.

Assuming that a man saves, on a $1,000 salary, $50, and say he got
no increase, that his average was 0.' a year, lie would have 50 times
$197.18. W1ell, he would have $10,000. roughly.

A man saving $100 each year, with fulhin embership lfor 20 years,
would have the grand sum of $19,718. or just. a few dollars less than
$.20VtOO.

P'o the maximnuim; assuming a man worked for 20' years and got
no increase and started at $1,000, and lie average $200 m contribu-
tions per year. lie would leave the fund, providing he was 60, with
..39,436. oi alnlost $40,000.

Some years ago we were quick to see that this fund in 20 years
acsmning that. the amount here was left. in our preferred stock, and
assuming again that the Joslvn organization cold do in the next 20
years, wlat it has (lone in 3 years on its preferred stock, earned G
percent return, and through some years they paid 7 percent, the fund
would pay a man, per month, what he saved per year without dissipa-
tim af the principal. It would pay him per month what he saved
per year without dissipation of tlieprincipal. For calculation p-ll-
poses, lie sav-s $a200 per year. lie would save, in 20 years, $4,000. He
would have in 20 years $40,O0-we only miu 'that by a little.
Six percent on $40,00 would be $2,400 a )ear. Figuring 12 months
to a year it would be $-200 a month income. He saved $200 a year
and t'he referred stock would carry on after his death to his widow
and. after her death, to their children, and so forth, without any
disattioin.

You ask what safeguards you have on the preferred stock. We
have earned in some years as high as $83 a share, and ii other years
$60 to $65. In oiler words. it is anywhere from 10 to 14 times the
requirement and, I think in good inancing, bankcers tell you that
anything that earns over 2 or 21/ times is a good investment.

Senator VAND'BERG~. You- f 1t d isn't invested in your preferred
stock, is it, t

Mr. Rowrit. It is; the portion that. the member contributes is in-
vested, A Mr. Joslyn told you, in Government, municipal, State
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bonds and/or in securities as approved by the State of Illinois for
investment of trust funds under the State laws of Illinois.

Now when municipal bonds in through here [indicating] used to
,carry anywhere from a '43/ to 5i/2-percent coupon, they are selling
now on a 1.90 percent; 2.10 percent probably, with 3 percent as the
top yield. They were attractive, but now we have shifted and we
,buy-we still have some bonds--gilt-ed 45- or 50-percent mortgages.
This investment of bonus is put. in preferred stock, the compound in-
terest earned on the members' money is held in those Illinois intvest-
ment approved trust funds as security. This [indicating] is in pre-
ferred stock, and the interest on this'is permitted to be held in pre.
ferred stock.

Senator VANDEIBERG. Could you find investments for the whole
,thing outside of your business and maintain any such ratios?

Mr. RowE. Outside of our business?
Senator VANDEBmEo. Yes.
Mr. RozEDr. I think the average broker might be in a position to

give you upwards of probably 200, I might say even 400 preferred
stocks throughout the country that have a record equally as good as
ours. Let me cite one of the largest motor manufacturers in De-
troit. They have outstanding 1,845,000 shares of preferred stock at
$100 par, $185,000,000, if that is a correct calculation. That. would
provide ample investment sources for the profit sharing in probably
That particular industry. And so on. You will find that the great
majority of the companies are so capitalized that they have a pre-
ferred stock and there is no harm in the employees owning this
preferred stock.

I call particular attention to the interest earned. It is rather
large. I have calculated it at 8.12 percent. Due to the fact that some-
body might say it was interest earned over 20 years, but. inasmuch as
-there is no interest earned up here, the average should probably be
taken on 19 years, and if that was true then it would be 8.64 percent.

Now the Honorable Senator asked what percentage of the re.
linquishments comes in under this "Interest earned" column. I would
say, Senator, that the earnings from relinquishments, as we call them,
have varied from one-half of 1 percent in 1 year to as high as 3.1
percent in the highest year. It is what we call among our profit
shares the "jack pot." . , m

Senator VANDENBERO. Well, you have rediscovered compound in-
terest [laughter], as well as profit sharing.

Mr. Rowz. In other words, it goes to show just this. Without
pointing the fin ger of criticism at any industry or any particular
company. I say that we in the Joslyn organization have been trained
that profit sharing means trusts for employees, the same security that
the man at the head of the company would choose for his own inivest-
ment, for his wife's investment, or probably his children's invest-
ments.

*A man should not be permitted to be i.old on the idea that profit
sharing means a cash bonus.

One of the large industries in the United States paid out in one
year $6,000,000 to 144,000 employees. That, in itself, seemed like a
lot of money, $6,000 (000

But when the cashier got through preparing the dividend checks,
it averaged $46 per worker. Now I ask you, with Christmas falling
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on Friday Saturday, or Sunday, so that we have a 3-day holiday,
which we Lad in 196 and 1937 and will again have in 1938, because
it falls on a Sunday, with three holidays over Christmas, and then
probably the plant closed that week for inventory-but if they are
open-another 3 days at New Years, with everybody imbibed with the
Christmas spirit and the holiday spirit, I am going to ask you, how
long do you think that $46 lasted in the pocket of any worker or
what did it bring? They repeated the operation in 1937.

I have a chart hero--I am sorry I can't post it-but if they did
nothing more than to put this $6,000,000 in the preferred stock of this
company at 5 percent, 146,000 employees in 20 years, the same as in
our company, would have owned $185,000,000 of their preferred stock.
It would have eliminated from their books 21,000 stockholders, and I
don't see any harm in an employee owning the prior issue of any cor-
poration for which he works. In other words, Mr. Joslyn has
taken the money that he pays his employees, and he hasn't put it in
the common stock of his company. He placed the employees' money
ahead of his and gave them a prior issue on earnings and on liquida-
tion in the event of default of the company.

Back in 1929 we were all drunk with the stock market pyramiding.
In through this channel here, 1927, 1928, 1929, our larger industries
thought they were doing something for their workers when they per-
mitted them to buy into the common stock of the corporation. I point
particularly to one of the large merchandising concerns in the United
States, doing several hundred million dollars of business. They sold
stock to their employees at $30 and the stock pyramided and went up,
to $75, $100, went on up and made a high, in 1929, of $43 97/. I
personally know the company, have intimate friends in the organiza-
tion. When they had such profits they ran to their bankers and the
bankers said, "439-John don't begin to sell, it is going to go to $500,
it is going to go to $O0--hold on."

Mr. Brisbane, one of the best editorial writers America has ever
known, broadcast throughout the Nation, "Don't sell America short-
we have just begun the climb--capital had shown the worker the 7-11
on industrial dice--they taught them how to gamble."

And then the crash came, stocks tumbled. "Don't sell out, that is
only a normal reaction, it only dropped from 439 to 390. It will come
k to 400 and over."

It dropped to 800-"Oh it will go back to 400."
And everybody waited ior that comeback, which never came.
And then came the collapse of the entire structure, everything

stopped. There was no industry, no labor, no employment, and whom
did they blame? They said that poor Mr. Herbert Hoover was run-
ning the crap game, and I just say this, that it was our system of
teaching employees to speculate-and I say personally and I believe
Mr. Joslyn willbear me out-that an employee has no right in the
common stock of a corporation, because no matter how strongly you
control your own company, you cannot guarantee the price on the
market and you can't guarantee where it will be in 1927, 1931, or
1037..

Now, let me show you what this man did. He started out herein
1919 and he estimates and says that for every $100 that you boys will
save I will guarantee you $0,000 in 20 years.

11031S--39--29
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Mr. JosLYN. Not guarantee, Joe, you musn't use that word, esti.
mate.

Mr. RoxzER. Well, we will estimate that you will have $22,0 )0. He
missed it by $2,300 in 20 years, or just a little bit more than $100 a
year, and he took that ship through an inventory depression in 1921,
the world's greatest depression in 1929, and in our own industry a
third depression in the collapse of the Insull empire-we sell to
utilities.

Now that is what you can do. You can really tell your employees
to a certain extent that through trust deposits in a big trust, mutual
agreement like we have here, that these things are almost apt to
result.

But you take them through common stock and there is no man, no
matter how large a company he operates or how small a company he
operates, who can guarantee, over a period of 20 years, what his com.
mon stock will do.
. Senator Hurmixo. What is the reason for having your employees
work 3 years before they become a member of the fund ?

Mr. RoEras. I would like to have Mr. Joslyn answer that. I asked
that question of him when I started.

Mr. JosLYN. What is the reason that you court a girl quite a while
before you ask her to marry youI

Senator HERRING. You are asking me I
Mr. JosLYN. Or did-Senator?
We don't know whether we want this man with us permanently

until we have tried him out., nor does he know whether he wants to
hand us over 5 percent of his earnings all the rest of his life until
he has tried us out.

Senator HuumNo. After you decide at the end of 3 years, you do
not date it back?

Mr. JosLYN. Oh, no; but we did have a preparatory schedule for a
great many years, and we still do it to some extent. We used to pay
$4 to the profit sharers for $1, but we also paid, that is, we paid them
20 percent of their earnings, but we also paid a 1-year man 5 percent,
a 2-year man /2 percent, and a 3-year man 10 percent in cash. In
other words, we educated him up to the point or the time when he
would be willing to trust us, and get no more cash but contribute 6
percent of his own. It was a sort of school by which a man could
feel that this year he is going to get 5 percent and he had better stay
in next year because he will be getting a little more, and the next
year he would be getting a little more, and he would feel that he was
contributing to his record which would make him a profit sharer
some day. We do that still, only in a different percentage. Last
year we paid 2, 4, and 6 percent in cash, more as preparatory to the
other thing than that we believe in the cash bonus.

Senator HRiNmO. Do you think your plan would work in industry
generally ?

Mr. JosLYN. I think the best answer to that is that Mr. Roeder,
with night work and a tremendous amount of preparation, has
secured every bit of information on the 60 largest corporations in
this country, and, to our surprise, we don't find one that it wouldn't
work perfectly in, on their record for the last 10 years, and, sur-
prisingly, we thought we were pretty good, but their percentage that
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they would have contributed would have averaged about the same
as ours, and we thoroughly believe that if they had done that. there
would not have been a murmur of labor trouble of rni kind. We
can't see how there could be, because we are so far from it ourselves
that we can't understand it hardly.

Senator HERINo. There is a certain penalty upon employees if
they leave before 60 years of age, is there

Mr. JosLYN. Absolutely, and that is the nub of the whole agree-
ment. If we don't have a penalty, what happens? A man accumu-
lates $5,000. A fly-by-night salesman comes around and says, "John,
you have got $5,000 that you can go down there and draw. I have
a gold mine out here that is going to be worth $100,000,000, and
you can get a share in it that will make you rich for life.'

He resigns, draws his $5,000.
That is why all these plans that permit a man to draw out the full

amount are temptations to him all the time, and he loses his money
and the whole thing is flat.

Senator VANDENBRGO. How many companies are operating on the
so-called Joslyn plan now I

Mr. JOSLYN. How many do you think, Joe I
Mr. ROEDER. I would say approximately 20.
The most interesting story is a story over the Canadian border line.

They heard of the plan through the Toronto Star. Mr. Sherman,
president of the Dominion Steel Foundries, wrote and asked for
some data on the plan, and I sent to him what I delivered to you
Senators today in the form of that envelope.

He read it over, we had some correspondence, and he invited me
to come to Canada. He had 1,776 workers-and I took advantage
of the magic figure.

Hamilton, Ontario, is the dominion in which Mr. Hepburn did the
strong act of throwing the unions out, I said to the workers that
1776 in America-you know I was talking to a bunch of Canadians
and Englishmen-meant liberty in America, and I talked with them
that 1776 might mean liberty to the worker.

I talked with 100 keymen later, and we have a letter here from
Mr. Sherman saying that unanimously the employees adopted the
plan.

The Canadian Government was then called in, because you can't
do anything in Canada for labor but what you are referred to the
Department of Labor, and they sent a Mr. Weir down into the con-
ference. We were not over two and a half hours, when Mr. Weir
consented to issue for the profit-sharing fund of the Dominion Steel
Foundries, or at least for that portion contributed by the employees,
an annuity compounded at 4 percent a year. I am sorry I only have
one copy and I would like to pass it to your attention. It won't
take you very long to read it.

Under the Dominion plan, this employee dollar would go to buy
compounded annuities at 4 percent, this portion here [indicating]
would go into the preferred stock of the Dominion Steel Foundries,
and then the interest item here [indicating] would only be the interest
item on that portion of preferred stock carried. This portion (indi-
cating] would be separate in the Canadian Government annuity
form.
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Now, the man might work and retire with a Canadian Govern-
ment annuity of $42.62 per month. Now he may get from the
company enough credit to probably have WOO or $65, so lie would
get $102.82 guaranteed by the Canadian Government in annui.
ties, which are strong in character, and by preferred stock in the
Dominion Steel Foundries-and they have about the same ratio as
we have, about one-tenth of preferred stock to their outstanding
capital stock.

So there would be a guaranty of $102.82. It is true at his death
this (indicating] would be dissipated if he took the fully liquidated
annuity, but he has the choice of taking less and leaving a portion
for his wife and family.

But certainly this portion [indicating] represented in the pre-
ferred stock, would continue after his death in his family, as the
contract, as drawn, is verbatim with the Joslyn Manufacturing &
Supply Co. contract. The only thing we did was install the Do-
minion Foundries name and where we have the State of Illinois
securities requirements for investments of our members' contribu-
tions, they have the Government annuity.

Mr. JoaLiy. I would like to make the statement here that we
haven't the slightest interest in the introduction of this plan by
anybody. We have never asked anybody to put it in, and when we
respond to requests we accept nothing, we pay our own expenses,
and when we are asked we have gone and paid our own expenses
and done what we could to show them what we do. We have no
interest whatever in its increase.

Senator VANDENBRG. The plan is based on the integrity of pre-
ferred stock ?

Mr. JosLYN. Yes; to some extent. No- the man is getting a won-
derful saving, a compound interest at 84 percent, which is a pretty
hard thing for anybody to get; even though the company was
bankrupt he would still gt everything he put in with 8V percent
compound interest, because that is all in securities that the company
hasn't anything to do with.

Senator VANDENBERG. He can't lose his own money?
Mr. JosLYN. No. Furthermore, I am asking and contending that

what we should have is this 5-percent Government bond, with the
privilege of putting part of our own funds in there as well, of our
own contributions, in there as well.

Senator VANDENER. Because certain stocks have been known to
fail?

Mr. JOSLYN. And there is a limit to preferred stock-we can't go
on issuing preferred stock forever for the profit-sharing plan.

Senator VANDzNBERo. I think this schedule that has been used
ought to be inserted in the record.

Senator Hrnso. It will be inserted at the proper place.
Mr. RozWER. May I tell you about some of the credits of some of

the members of our fund f
We have a warehouseman who has never operated outside of the

warehouse and shipping department who, in 19 years, saved $2,874.
The company in that time gave him $8,016, and in 19 years the com-
bined contribution by me r rand the company contribution in the
form of a bonus earned $17,455. To give the man a total credit in
19 years of $29,106. His record for 1938 will be sufficiently large
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so that he will leave the fund-he is aged 60-on January 1, with
$31,300.

During this period, using the $29,000 accumulation in the profit-
sharing fund, he has earned in total salary $56,510. That was his
total wage in 19 years. So that we did something for that worker
when we saved 52 percent of his salary-I think it is about 52-in
excess, anyway, of 50 percent of his salary, and there are very few men
that save anywhere near that amount.

We have a girl worker who has been with us 18 years. The memo-
randum says that this employee's first week's pay was $ per week.

Mr. JosLYN. That wasn't 19 years ago that was about 80 years ago.
Mr. Rotzyr. Last year her wage was 2,520. In 18 years she saved

$1,772. The company gave her $4,667. The interest amounted to
$8,026-

t Mr. JOSLYN (interposing). There is your compound interest again,
Senator it is a great thing.

4. Ro . The average yearly accumulation of contribution
by the member, company bonus, and interest, is now $803.66. That
is the average, and last year it was $2,520 that the young lady earned.
So you can see the ratio between the accumulation per year and the
salary. And that girl has $14,465 in the fund after 18 years of work
in the main office of the Joslyn Manufacturing & Supply Co.Now, you say that is well and good, those are beautiful accumula-
tions and credits due to the fact that you have gone back 20 years
and there is your help [indicating], four for one.

If you will bear with me, I will try to copy the figures of a man
who went into the fund in the very dark years of the depression. He
entered the fund in 1930. In 1931 1932 1933 1934, 1935 and 1936
he enjoyed membership. During t .at priod he gave $687.56. The
company paid him $1,019.46, or approximately 11/2 for 1, and even
during the dark years that $687.56, plus the company bonus, earned
$333.96.

You see the power of your interest during those worst years in the
history of the United States.

So that man today has $2,040.98 to his credit, Senator and he only
contributed $687.56, and his membership was Irom 1934 on.

Senator Hmnixo. He went to work for you in 19271
Mr. Ro~m. Yes. Now, no company would have had the courage

to let him enter their fund knowing that conditions were as bad as
they were in 1931. He entered the fund and he gets $1.31 for $1
on entering, not even encouraging, just a matched dollar. I can
show you where your leading industries can do that.

In the next year he gets nothing and the next year nothing, and
the next year nothing. It makes hMm almost vulnerable to attack.
Then he gets 20 cents for each dollar, still nothing to brag about.

But when the clouds lift and industry gets back, there is the pic.
lure indicatingg.

Mr. JosLYN. We never during the depression, had one word of
complaint from the men because we didn't have any profit to share
then because they had received heavy sharing before. In other
words, they are far better sports than the stockholders are.

Mr. Ronza. Now, on that basis, say that at the end of 1936 there
was $1256 to the man's credit. We have our set rules, but this plan
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adopted by others is just as flexible as any ruler, you can bend it
and adapt it to practically any corporate situation.

Assume that that man was an automobile worker in Detroit during
the recent crisis when they couldn't agree whether anybody wanted
to go to work or not, with 150,000 men overrunning the streets of
Detroit

The surrender value there was sufficiently large that they could
have given him help and carried him. In -iving him help they
would have taken him off the streets, probably giving him work
at 50 percent of capacity. He may have had say $28 a week, and
they made him live on $24, and loaned him $10, look how long they
could have carried him, and when the skies lift he could start to
pay this back out of his contribution in the good years. His earn-
ings would still go on on that $2,000 credit that I showed you.

Now, I say it is a buffer, it is something to fall back on. It helps
carry your employees in the sick lean years.

Mr. Joslyn made the statement about the fund loaning money dur.
ing the depression.

Mr. JosL-YN. They can carry themselves, we don't have to carry
them.

Mr. RomoF. That is right.
I have an intimate knowledge of this plan, living with these people.

No profit sharer lost a home during the depression. I had the great
satisfaction of walking in where a banker was going to take the man's
home away, and say, What does he owe, I will take it out of your
hands, as you are not willing to carry him and we will take it over
for him."

And we just bought the paper and transferred it. We not only
had the homes, Senators, we had the man's credit in the fund as
collateral, and when you help a man lie is not going to run away
from you.

Every one wondered how we could do it. I will show a case
where a bank sold us a $18,000 mortgage for one of our workmen,
and we got it for $9 000, and Mr. Joslyn will tell you that we did not
make the $4,000 diderence. We said, "Here you are (employee) we
made it for you, take it."

If that is paternalism, I would like a lot more of it, and if we had
a lot more of it, there would be less troublesome relationships between
capital and labor today. There shouldn't be any difficulty between
labor and capital today. The man who was a capitalist today was
the worker of yesterday, and there are too many capitalists today who
write their autobiographies about how they rose from bootblacks, and
how they couldn't have risen to the top unless they demanded a lot for
themselves. It was fair then because they were on the other side. A
lot of them take a selfish position, and if they are on the top now they
don't want that same demand by their workers.

There shouldn't be that difficulty. In other words, a man Is en.
titled to benefit to the extent that his employer benefits. We are
gradually getting away from the old rule of it being a privilege to
work for a man.

Ve didn't come equipped to bring testimony as to some of the
workers but the Wall Street Journal made a survey of the plant,
unsolicited, and I read from scme of the expressions of the members.
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The man whom I showed you was going out with $31,300-
Father Coughlin, during the Detroit difficulty, or just about the
time it started, got wind of the Joslyn plan and telephoned, long
distance to talk to this worker who had worked for us for 39 years.
And here is what that worker said:

Father Coughlin, of Detroit, asked me one time if I were sure of getting
my money when I finished working for Joslyn, and I told him that I wished
I was sure of going to heaven as I was of getting my money. Our boys here
at the plant try to show their loyalty to the company by saving on materials
and company property all they can. We all work together and save, so it
makes a habit from youngest to the oldest worker. In the 39 years I have
been here this practice of not wasting materials has saved the company thou-
sands of dollars.

A man under him, who has never done anything but push a
truck-the best job that he has had at that warehouse was to drive
one of the Mercury electric trucks-has $12,000 to his credit after
15 years. le said:

Profit sharing is great, for I would not have been able to save a dime
myself.

The testimony of that girl I told you about with $14,465--they
quote it as $15,(0O-aff-er 18 years, this girl worker says:

The profit-sharing plan gives me a complete feeling of security, for I know
I will be taken care of when I stop working. I really try to work harder
for the company because it has been so good to me. As long as I have been
here I never have known an employee to leave due to discontent, and the only
ones who left did so because of ill health or probably to get a better job-
at least they thought so.

Another office worker said:
We all feel we are a part of this company and have a direct ownership In it be.

cause of the profit-sharing plan. Everyone I know here is satisfld and expects
to stay as long as permitted. There is a rare loyalty to the com )any and Mr.
Joslyn because of the excellent treatment we all receive.

Those are statements solicited by the Wall Street Journal. There
was no reason for the Wall Street Journal to enter the profit-sharing
field. They never have done it in previous years.

You asked concerning the application of the fund to other indus-
tries. Am I boring you with figures, or would you rather I submit
thisI

Mr. JosLYw. I think you should submit that, Joe, to them, and let
them have it.

Senator VANDENBERG. Suppose you submit that to us; we would be
very glad to have you do that,

You have made a marvelous contribution.
Senator HERRINo. Yes, sir. Do you luae anything additional you

would like to submit, 1r. Joslyn?
Mr. JosLYN. No, sir; I am open to any questions from you, Senator,

or from anybody in the room, as far as that is concerned.
* Senator HrRtio. Thank you very much, Mr. Joslyn; we appre-

ciate it very much.
Mr. Simonds, we must adjourn in 20 minutes, but we vill be glad to

hear you unless you will be here tomorrow.
Mr. SIMoNDs. Anything you like, Senator. I have enjoyed very

much Mr. Joslyn's testimony and if you have any idea of passing
any laws, if you will let Mr. Joslyn put out the plan, or at least give
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him the veto power, I think I will sign it on the dotted line. I don't
know how well it would fit other industries, but I am sure it would
fit mine.

Senator HEmNo. Fine.
Mr. SimoNDs. I have had the greatest treat I have had in years to

have Mr. Joslyn give his plan in detail. I wanted to ask Mr. Joslyn
how much of the voting stock he owned.

Senator Hmxmo. How much of the voting stock in the company do
you own, Mr. Joslynf

Mr. JoaLyx. That is a very ticklish question, a good deal of it. I
suppose I don't own so much now, because I managed to slip a good
deal of it to my children to avoid the Government taxes, but my
family I suppose own T0 percent of the common stock. 8 we wilI
still go on with the profit-sharing plan.

Senator HyRitNo. Now, Mr Simonds, will you proceed I
Senator VANDENBERO. Would Mr. Simonds rather go on in the

morning when he would have more time?
Senator HERmo. It will be perfectly agreeable to us if you so

desire.
Mr. SImoNDs. I don't think, Senator, that I have very much to

contribute. Our outfit isn't a ver big one, and you have had so many
important witnesses here that I feel as thoughI could contribute all
that would be of interest in that 20 minutes.

Senator HERiRIo. I notice from your letter that. it isn't a very large
firm--only $13,000,000.

Mr. SIMONDS. We have a capital of around $13,000,000 to $14,000,000,
and about 2,500 employees.

Senator HURING. Well, all right, you may proceed if you desire.

STATEMENT OF ALVAN T. SIMONDS, PRESIDENT, SIMONDS SAW &
STEEL CO., FITCHBURG, MASS.

infr. SI~o.'s. Of course, we are quite old, being 106 ears in business
in the family, and, of course, we don't usually speak to competitors
unless they have been in business 50 years. We wouldn't speak to a
fellow like Joslyn at all.

But someboy invented the term "Economic Royalists"-I don't
know who did that, but I have an idea. But anyway, since it was
invented we rather like the name, because the business has been in
the family for so long, and we are continuing it successfully that we
think that we are entitled to the premier title if there should be
one, compared with other concerns who haven't been able to weather
the storm so many years.

Of course, as I understand Mr. Joslyn's plan, it is a sort of com-
~ulsory savings, I should say. It is paternalistic to that extent.

That is the reason I asked how much stock he owned, because I should
say that the plan entirely circulates around Mr. Joslyn's personality.
But still it is a remarkably good record.

I have read all the profit sharing plans back for 100 years that I
could put my hands on, and the general rule is that they don't work
out any too well.

Senator HEImNo. Well of course, there must be a personality be-
hind any of them, but te fact that 20 other companies are using
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this same plan successfully, would indicate that there are at least
20 others.

Mr. Sixom). As I said I thoroughly enjoyed the hour and a half
that I have been here, and I saZ if you have any better plan appear-
ing before you I can't, imagine it.

fy business was in six different codes during the N. R. A. period
and we make saws and machine knives and files and hacksaws, and
grinding wheels, and tool steel, and all of those are an outgrowth
from nothing.

We run a paternalistic, autocratic family affair. Up until a few
years ago my two brothers and myself didn't use to report profits at
all, as being of no particular interest. except to a few of the older men
in the business who owned stock. We have profit sharing to the man-
agement group only, and that is entirely without plan, picking out the
young men we like and either helping them to buy stock, giving them
stock, or seeing that they own stock, and if they don't want stock we
don't want them.

Most profit-sharing plans have the difficulty, in the first plite, that
there is no definite ru o for profits; nobody can determine a profit.
We keep one set of books for the Government, one for the Securities
and Exchange Commission, and one for ourselves, and they are all
different, So that anybody knows what the profit is I would like to
have him tell me, because I don't; at least, I don't know it until 10
years afterward. So I should hate to have the men have to wait that
long to get their share of the profits.

We have a pension sstem that is 35 years old and is still without
rhyme or reason, purely in our judgment as to whether the man is
entitled to a pension and how much it ought to be. The company, the
stockholders, contribute 100 percent to that.

On our aid and benefit plan, which is for sickness and death, we
have a plan by which it is voluntary for each man to contribute so
much a month and the company contributes 20 percent. on every 80
cents contributed for that. That is also 35 years old.

We were inclined to believe that we wouldn't care for Government
suervision, Government-supervised profit-sharing laws, but if a
felow like Joslyn, with a remarkably good experience, should deter-
mine the major parts of that law and should have veto power over the
parts that he didn't like, I am sure a great many industrialists would
like to see it tried for 10 or 15 years to see whether it would work out
or not.

Senator HRzRIo. There has been no suggestion from this com.
mittee of any law that would make profit sharing compulsory, as
you understand, Mr. Simonds.

Mr. SMwomr. I didn't understand that, because I didn't know what
the committee was aiming at except that I supposed that you had
a choice of the corporation to accept a profit-sharing plan under one
form of taxation and not accept under another.

Senator Hr-maNo. There has been some suggestion of incentive tax.
ation, but there has never been any suggestion that we might even
suggest such a law-

Mr. SimoNns (interposing). I talked with my brother a little before
I came down and he said, 'Just one more law and we might as well
quit entirely."
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So we would like to have you take off about 75 percent of all -the
laws that have been put on the books in the last 6 years. I believe
it would benefit the working man and all the community combined,
but of course that is only asking what we want .

Senator HFaUNo. I hope that you have modified the opinion you
expressed in your letter that you thought that we were wasting our
time, this committee, since you have heard Air. Joslyn's testimony.
Don t you think we are really accomplishing something if we can
place such information as that before the employers?

Mr. SiMONDS Oh, as I said to you, Senator, I never enjoyed mylf
so much as I did hearing Air. Joslyn, and to have the details of the
plan set before me, because we are very socially minded in our busi-
ness. In fact I voted for Norman Thomas in 1932. [Laughter.]

But I should like to see an experienced man like Mr. Joslyn con.
suited if you think of writing any laws along this line.

Senator HERNO. Well, speaking for myself, if we recommend a
law we will put his name right in as the dictator of the law, if we
are going to make it compulsory.

Mr. SIMows. Speaking for yourself I
Senator HERuNo. Speaking for myself; yes.
Mr. Sixoxne. I congratulate you, Senator. I don't think I have

anything to add to the many important men that you have had here,
very much larger in aize.

I must say I don't look-unless the present bracket taxes are nut
out of business-I don't think it makes very much difference whether
you have profit sharing or not because my principal business in life
is to provide capital for the working man. It takes about $000
of capital for everybody that we have in our business and I shall no
longer provide capital under my prospective inheritance tax and the
other taxes that I have had to pay that are running two or three
times my income. So that the working man will have to, in the
future, provide his own income, his own capital, so far as I am
concerned.

Senator HImio. Well, that is being provided under the Joslyn
system.
-M r. Sinoms. Well, that is all right; I don't care how it is done,
but I am sure that capital is needed in any industry, and I am sure
that the capitalists and the laboring man must find a way to work.
Usually harmoniously together. They are Siamese twins who cannot
be separated in any way whatever, and any scheme that makes the
cooperation better is a splendid scheme.

I am not going into the matter to any great extent because I have
nothing to offer except a general proposition, that Y am very much
interested in business or have bead, but am being forced out by the
inheritance tax situation which I have consumed six-sevenths of now
according to the statistics of the life-insurance companies, and i
must provide--I am hoping that the next generation will not go in
their shirt sleeves, having been three of them in the business, I hope
that the royalty will continue in the blacksmith business we are in,
and that they will be successful blacksmiths, and not necessarily in
their shirt sleeves.

Senator HUnnMNo. Have you any questions I
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Senator VANDENUBRG. No; I should think you would want to ask

him a lot of questions. [Laughter.s]
Senator HERRiNo. I might ask about some of these statements in

his letter.
Senator VANDENBERO. I am very sympathetic with about 75 per-

cent of your viewpoint.
Mr. SIMONDS. I am glad to find that in Washington, that is more

than I expected to find when I came here.
Senator VANDEN-BEGo. Well, there is a little more here now than

there was a few weeks ago.
Senator Hmpixo. Well, unless you have something else to suggest

Mr. Simonds, I don't know of anything I wish to ask you. I would
be glad to hear anything you have to say, though.

Mr. SIMONDS. Well, I don't think I can add anything toward profit
sharing inasmuch as we haven't thought it was a very good thing
except. that it was arbitrarily controlled and Mr. Joslyn has a very
fine scheme of considerable duration. Of course, we don't consider
20years much in our business, but then it is a period.

Senator Hnuixo. Thank you very much.
Senator VANDENBEo. Thank you.
Senator HERRINo. We will now take a recess until 10 o'clock tomor.

row morning.
(Whereupon, at 3: 55 p. m., a recess was taken until the following

day, Friday, December 9, 1938, at 10 a. m.)
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POSSIBILITIES OF INCENTIVE TAXATION

FRIDAY, DECEMBER DD 1938

UNITED STATES SENATE,
SUBCOMMITlEE Or rnm CozIirrn oN FINANcr,

Vashington, D. 0.
The committee met, pursuant to adjournment, at 10 o'clock a. In. in

room 312, Senate Office Building, Senator Clyde L. Herring presiding.
Present: Senators Clyde L. Herring and Arthur H. Vandenberg.
Senator HEFRIo. We will come to order. Mr. Fetzer, of the

Peoples Drug Co.

STATEMENT OF M. B. FETZER, WASHINGTON, D. 0.

Senator IUnixo. You are Mr. M. B. Fetzer?
Mr. FrER. Yes, sir.
Senator HE lixo. An employee of the Peoples Drug Co.?
Mr. FmFrzz. Yes, sir.
Senator Hzm xo. Your vice president was here the other day and

told us about the operations of your company. We are glad to have
you come in as an employee of the company and tell us, front your
angle, what you think of it.

fir. FmrrzE. Thank you. Are there any particular questions?
Senator HERmN. Just proceed in your own way.
Mr. Fmrzz. Well, I have been with them 17 years. I am now

manager of one of their larger stores. We are paid a very substantial
salary, and also we work on a profit-sh'iring basis, taken from the
net profits of our store operations; 3 percent of the net profits being
taken and divided between the manager and his assistant, 75 and 25
percent, respectively.

The employees come under what we call a "wage-dividend basis"
besides their salaries. That is 25 percent, 35 percent, and 50 percent.
Over 6 months continuous service entitles them to 25 percent; to 2
years, 35 percent; and 2 years and over it is 50 percent of a month's
salary.

Then we have a number of protections in our organization, such
as life insurance, health and accident; we have hoslpitalization, and
we have old-age retirement. The employee pays about 65 percent
on the premium. With the exception of hospitalization---4hat is
given to us absolutely free. They offer us 70 days of sickness, and
$4 a day to pay for the hospital room. They give us $20 for anes-
thetics and X-rays.

Senator llmuxo. About what is your annual salary without the
profit sharing, would you say?

Mr. FErZER. You mean in dollars and cents?
Senator HERRIo. Yes.
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Mr. F-mERz. Mine runs around $3,800.
Senator HmRio. Without the profit sharing?
Mr. Frzrm. Yes, sir.
Senator HERRINO. That is as much as any of the other drug coin-

panies are paying for similar work that do not have profit sharing?
Mr. FLrs. I believe so, sir.
Senator HERRINo. And in addition to that you get 75 percent of 3

percent of the profits of the stores that you mentioned?
Mr. FmEz. Yes, sir. We also get life insurance, that has a limita-

tion to it. If you want me to go into detail, I can do so very easily.
Senator HEmRio. No; that will not be necessary.
Mr. FmzsR. The health and accident, of course, gives us two-thirds

of our salary every week for 13 weeks. The assistant manager and
manager draw full time at all times, they are not deducted. I believe
that is also true for the executives. Re old-age annuity calls for
retirement at 65 years of age, 55 years of age optional.

Senator HEmiNo. You have had this profit-sharing plan for the
full 10years that you have been with the company ?

Mr. Fm'z. Yes, sir; the full 10 years since I have been with the
company. I have been 17 year. with the company. I have shared
in the management end of it for 12 years.

We have the vacations, we have picnics and social functions. We
have an educational program that Ithink is an outstanding thing of
the country. We have a promotional department in our stores. We
have a man who teaches new employees. The management also comes
in and makes different talks on things they have in mind. Then out-
side of that we have an educational program that permits students
to go to the George Washington University. We draw the prospec-
tive students from the various departments throughout our stores,
through their application. Twelve boys are chosen to take entrance
examinations to George Washington University, and out of that
bunch would be five that pass. We furnish them with money and
part-time work while they go to school, and after they are graduated
they are not obligated to work for the company unless they see fit to
do so. They have 10 years to pay the money back. There is little to
pay back, because they get part-time pay while they go to school and
it almost carries them.

Then we have another thing that I think has created quite a good
feeling in our organization. When there happens to be a newborn
baby coming along, this maternity kit goes to the home. That creates
one of the best feel ings that I think you can possibly have.

We have a credit union within our organization, where we can
borrow or deposit money. They pay us dividends of 6 ercent. They
charge us I percent of the monthly loans up to $399, ans one-half of 1
percent over that.

Senator Hmuuxo. How many employees are in the store that you
manage?

Mr. Frrzim. One hundred and three.
Senator HRmiNo. What is the labor turn-over there?
Mr. F)rzr. I have very little labor turn-over. In the food depart.

ment is my heaviest turn-over. We have perhaps a 5-percent turn-
over due to employing many boys during school vacations.

Senator HRRIo. A 5-percent turn-over?
Mr. Fi-r=R. Yes, sir.
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.Senator HERriNo. Do you have much loss from shortages orbreak Ie

Mr. F% . We have very few.
Senator HEaFNo. You have very few of those things?
Mr. Frzza. Yes.

* Senator HjamiNo. I mean from your employees.
Mr. FE'rzzE. We have a department in our warehouse that we call

the obsolete department, and they furnish us cost credit on losses.
Senator Hnmixo. What I mean is the shortages of cash on the part

of the employees.
Mr. FE'ZE. We have an overage and shortage fund. Each em.

ployee is allowed 25 cents a day.
Senator HERRINo. I mean from dishonesty.
Mr. FTzER. I have had very little of that. I have had three cases

in 4 years.
Senator HziuuNo. I am trying to get the effect of this policy on

the honesty and efficiency of the employees.
Mr. FIZEB. I misunderstood. I thought you meant merchandise

breakage.
Senator Hrmixo. You think it helps in that respect
Mr. Fr-=r. Oh, my Lord, yes, sir. We have had three cases in 4

years of actual theft when cash was involved.
Senator HERRINo. So it is really a help in that direction?
Mr. Fimr.R. I'll tell you when a man comes to our store he never

wants to leave. We have had that impressed on us time after time.
I have promoted over 200 boys and girls from our store into other
stores of the organization; I trained them there; and if they leave
our employ everyone of them wants to come back.

Senator HnRRiNG. This policy you have been outlining, you think,
has had much to do with that I

Mr. FErm. I think it has all to do with it. They know their
chances for promotion are 100 percent; they know they are going to
be treated right; and they also know that they are getting a living
wage.

Senator HERRUNG. I think that is very fine. Unless you have some-
thing else, Mr. Fetzer, we appreciate your coming over.

Mr. Frrzza. I have outlined about what the operation of my
store is.

Senator HERRIo. Thank you very much.
Air. FE-r. Yes, Sir.
Senator HERRING. Mr. Shineman, treasurer of Beechnut Packing

Co.

STATEMENT OF E. W. SHINEMAN, TREASURER, BEEOH-NUT
PACKING CO., CANAIOHARIE, N. Y.

Senator HERmmo. Mr. Shineman, is Mr. Sharpe with you?
Mr. SHINEMAN. Yes, sir.
Senator HEmNo. You have a profit-sharing plan, do you not, Mr.

Shineman I
Mr. SHINFMAN. We call it the Beech-nut welfare plan.
Senator HERRiNG. Will you please tell us about itP
Mr. SHINEMAx. The plan was started in 1912. What I give you

now will pertain merely to plant workers and office Workers, and
not to salesmen.
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For a period of 3 years we stated our plan to our people in letter
form. In 1915, we thought it would be a fine idea to give them some-
thing that was a little different than a letter. At that time we put out
a certificate such as this [indicating], which embodies a plan prac-
tically the same as we offered in the letter the first 3 years.

This certificate provides four different things. In the first place,
we give $3 per capita for each year of service around Christmas time.
We give the employees for sickness, limited to 26 weeks, from 50
percent of his wages to 100 percent, depending on the length of service.

0or retirement and old age we give the employee 2 percent of the day
wage for each year of service. For natural death while on the pay roil
we give them insurance protection. That is, nothing for the first 3
years, and then starting at $250, up to $2,000, depending on the length
of service.

Senator VANDENBERG. That is nothing for the first year?
Mr. SHINEMAN. Nothing for the first 3 years. When he touches

3 years he is insured for $250.
Senator VANDENBERO. Are you looking at the same thing I am?
Mr. SHIN-MAN. I believe so.
Senator VANDnBERO. The first year is the only one which is ex-

empted.
Mr. SINEMAN. "One full year to 3 years, none."
Senator VANDENBERG. You are speaking about the third column,

and I am speaking about the fourth column.
Mr. SHINEXAN. Yes; but is there not "none" at the top there?
Senator VANDENBERG. For just 1 year.
Mr. Sm-E . One to three years.
Senator VANDENBERG. Oh, yes.
Mr. SHINEMAN. The certificate which we issued in 1915 we followed

until 1927. In 1927, we changed the certificate, not so far as figures
are concerned, but so far as phraseology is concerned. The certificate
which you hold there, on the back, says "series 192."1 That is the
certificate which we are operating unaer today. Now, the changes
in this certificate--do you want me to read the certificate part? It
is very short.

Senator HEmNG. Yes; go ahead.
Mr. SMUNEMAN. It reads as follows:
This certifles that (employee) entered our employ in the year (blank) and

may receive the benefits for continuous service while on our pay roll, which
we hope but do not guarantee to provide as In the following schedule, providing
legal liability is unsought by the employee, or his or her legal representative.

Senator VANDENBERG. What is the meaning of that final phrase?
Mr. SHINMAN. You mean "providing legal liability?"
Senator VANBERna. Yes.
Mr. SHINEMXA. The fact is that we offer certain benefits to our em-

ployees. We feel, of course, that we should have the management of
these offerings, and that is the reason that phrase has been put there.

Senator VANDEWBERG. In other words, if the certificate is legally
challenged at any point the holder has lost all rights tinder it?

Mr. SNEMAN Well no one has ever yet forfeited his rights there-
under because of that phrase. We simply want it as a lever for our-
selves, if anyone should contest. On the latter certificate, the one of
1927, you will note at the bottom of the "sickness" column there that
we made a change, and it reads, "Payment is limited to 26 weeks
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in any 3-year period." The first certificate did not have the 3-year
period limit.

Senator VANDENBERG. Why was the change made ? Because of any
adverse experience ?

Mr. SmHNMFAN. No; simply a matter of safety. We had gone
along quite a while without any change; and while everything seemed
quite satisfactcory, and it appeared that we should make it a little
more plain to our people and define it in better terms.

Under the old age and retirement we have here, "Applicable upon
retirement from service at age 70 or at the company's option under
age 70." Now, under the next column there-

Senator VANDENBEG (interposing). Excuse me.
Mr. SHINEMAN. Yes, sir.
Senator VANDENBERG. The old age and retirement benefits do not.

start until 10 full years of service, is that right?
Mr. SHINEMAN. That is right. In other words, that would mean

a person employed just before 60 would not be entitled to very much.
Under the heading, "For natural death occurring while on pay roll,"

we have something that was not on the original certificate.
In case employee is on retirement from service, the amount of insurance upon

death is based on the length of active service and is subject to reduction by the
amount paid while on retirement.

Senator VANDENBERG. I think the record should show what these
figures are in each of these columns.

Mr. SHNEMAN. You mean the different years?
Senator VANDENBERG. Yes. I suggest that you leave a copy with

the stenographer and that all four schedules be inserted in the record
at this point.

(The matter referred to is as follows:)
For sicknessFr l

Years of oosecu. Annualrcshdbstr- caused V re o f= ag na r
tire service buton duties whl retirement from roe natural death oouar

In service serve ring whtl~on pay rol

1 full year to 3 ...................... 60 peroentof one ............... None.

aSTunyears to a Basis: 3e capita ... ! ....... do---------......
years. for each yew of

service to employ.
ees In active serv-
koe.

5 ful years to lO ..... do ............... do --------- do..........$500.

Ofull years to 1 .....do .......... 75 percent of 2 percent oitbe day $750.
Years. wages. wage for eacb yer

of serve . 1 xl
mum payment $25
per eek.

1 full years to 20 ..... do ............... ..... do .............. do .......... $,000.
yeas .20ful yars toS2 ....-do ....................do......... do ......... $1,20.

3ful learstol0 ..... do .............. do ......... do .......... 11,00.

yersl.SO full years to 35..do ............ 8100 percent of..---do ......... $31,750.
S.JWUl jeans and-...do ........ . 2 ...... do ......... 5$2,0(0.

over.
Spec od ...... do ............... A lcbeuponr.- Inece m poysels on

to Prement from retirement from serve
26 weeks in service at me 70 th. amount of Inmur.
any 5-year or at company o- ante upon death Is
period. tlon under age 0. based on the length of

ative service and Is
subject to reduction by
the amout paid while
on retirement.

l1C1S-9-----0
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Mr. SarE31A-. Then we have a provision in the 1927 certificate
which was not iii the first certificate, "Employees who have attained
the age of 50 years when first employed, or do not pass a satisfactory
Ph sical examination when employed, participate only ii the 'annual

T distribution' and not in any of the other benefits ave meat loned.
In addition we reserve the right to withdraw or modify at any time
the above schedule and supplementary statements and issue a new
certificate in place thereof. Furthermore, this certificate supersedes
all former certificates issued."

Senator VANDENBERO. This is a new clause in this particular cer.
tificate?

Mr. SHINEM31AN. Yes, it is.
Senator VANDENBERG. Born of any necessity out of your expe.

rience?
Mr. SHINEMAN. No, sir; but we felt that we should define matters

more clearly to our people.
Senator VANDENBKRo. Does this indicate that each employee passes

*a physical examination prior to employment?
31r. SHINEMAN. Of late we have each employee in the plant submit

to physical examination by our company doctor.
Senator VANDENBERG. Is this compulsory ?
Mr. SHINEMAN. Well, we ask them, and nobody has refused that

I know of.
Senator VANDENBERG. I am simply trying to get into the record the

complete theory upon which you operate. If an employee declined a
physical examination might he still be employed and not receive a
certificate?

Mr. SHINEMAN. Inasmuch as we have never had the occasion, I
could not tell you.

Senator VANDENzBERO. They always are perfectly willing to proceed
under that rule?

Mr. SHINEMAN. So far as I know, everyone is perfectly willing to
submit.

Senator VANDENBERG. How many employees have you under this
-plan?

Mr. SHINEMfAN. We have a total of 2,800, including all. Under this
plan there would be about 1,700 factory and office employees; in addi.
tion we have approximately 1,100 outside sales employees, and so
forth, not classified under this specific certificate but who participate
in all benefits except the annual Christmas distribution of $3 for each
year of service.

Senator VANDENBERG. How much does the whole thing cost the
Beech-nut Packing Company per annum?

Mr. SmNEMAN. At the present time, we are paying, under this
plan, $100,000 a year, about. In addition, we are reserving for accu-
mulation at the present time about $150,000 additional per year.

Senator VANDENBERG. I do not quite understand that. You mean
-that is in reserve?

Mr. SINEMAN. That is in a reserve fund to back the plan.
Senator VANDENBERG. In the event of any subsequent difficulty?
Nfr. SHINEMSAN. Yes. As an example, suppose we should some time

substitute our plan for an insurance company, I think that we can
-operate our plan cheaper than we could to put it out with an insur-
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ance company, but the time might come when we would decide to
put it out, and in that event we have at this time, to the close of last
year, a reserve of $961,000 to back the plan.Senator VANDENBERO. Is this reserve chargeable to operating ex-
penses for the purpose of tax exemption?

Mr. SmNEMAN. No, sir.
Senator VANDENBERG. It should be, should it, not?
Mr. SHINEMAN. Being as we operate the plan, any reserve that is

not paid out is not deductible.
Senator VANDENBERG. Don't you think, as a matter of simple equity

and as a matter of sound incentive to social service of this character,
that the very least the Government could do would be to permit you
tax exemption with respect to reserves of that character?

Mr. SJHNEMAN. We are willing to abide by the Government's de-
cision. We are willing to work with the Government, and the regu-
lations do not permit this reserve as a tax deduction, and we do not
deduct it for tax purposes.

Senator VANDENBERG. If the Government did say that such reserves
were deductible, don't you think it would encourage the creation of
such reserves?

Mr. SHINEMAN. It might.
Senator VANDENBERG. Is there any reason, in sound logic, why the

exemption privilege should not apply just as much to an honest re-
serve as to any current expenditure for the same purpose?

Mr. SHINEM AN. I would think so.
Senator VANDENBERG. You would think they ought to be treated

alike?
Mr. SHINEMAN. I would think so.
Senator VANDENBERG. Yes.
Mr. SHINEMAN. But if you will note the phraseology of the welfare

-certificate, we are hoping to provide. It is not aleolutely definite,
like a life-insurance certificate, but we are going to play with our
people.

Senator VANDENBERG. Are these reserves irrevocably set aside, or
are they still within the recapture reach for other purposes?

Mr. SraNEXAN. We have never yet used any of the funds, and I do
not expect that we will. I might advise you that the offset to the
reserve is not earmarked on the -debit side.

Senator VANDENBERG. How is the reserve invested?
Mr. SHINEAN. The reserve is not set up separately, but is in our

own cash account, in our own investments, in our assets unallocated.
Senator VANDENBERG. What has been your experience under this

whole activity? Do you conclude that it is advantageous to thecompany
Mr. SHINEAN. I firmly believe that it has been advantageous to

the company, because we have had very little trouble with employees.
Everything seems to be very harmonious.

Senator VANDENBERG. Does it reduce your turn-overt
Mr. SHINE AN. I firmly believe it does, because of the fact that if

a party leaves us he leaves the plan.
Senator VANDENBERG. At no point is there any employee contribu-

tion to the plan, is there ?
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Mr. SHINENAN. There is not. May I follow now with the next
ste pin relation to this certificate?

Senator VANDENBZRO. Yes. First, may I ask you whether you know
whether, if the reserve were placed in an irrevocable trust, that it
would be tax deductible?

Mr. SrnNn.At . We have not discussed that matter-well, pardon
me. May I have your question once morel

Senator VANDENBERo. If the trust were set up irrevocably, would it
not be deductible currently from your tax return?

Mr. SHiNEMAN. I am not prepared to say. -
Mr. WASH. Under section 23-P they are allowed the deduction,

provided it is an irrevocable trust, at the rate of 10 percent for each
of the first 10 years.

Senator VANDENBERo. Ten percent of what?
Mr. WASi. The fund set up.
Senator Hiniao. Ten percent of the fund set up?
Mr. WAlSH. Yes.
Senator VANDENBERG. Go ahead with your own statement.
Mr. SHINEMAN. I would like to make this statement, in addition to

the welfare certificate, as to some of the things that we do for oure employees:en 1936 we announced to all factory people, those that had been

with us 1 full year would receive 1 week's veaVtion. We are now
announcing in 1938 that beginning with 1939 all factory employees
will enjoy a 2 weeks' paid vacation, providin- they have been with
the company for 2 full years. In addition to this, we have already
announced to our people that we will pass out at the holiday season
1 week extra, limited to $50, providing the employee has been engaged
prior to October 1 of this year. Also we are passing out 2 weeks' pay,
limited to $100, to all employees engaged prior to J ly I this year.

Senator VANDElNBEo. You said these certificates to e employees
represented a cost of about $100,000 a year. I seem to have a state-
ment before me for 1937 which would indicate that you paid out
$273,000 on account of all of these benefits.

Mr. SHINERAN. Yes; payments under the certificate plan in your
first column there shows $97,000, and what I am telling you now, your
1 and 2 weeks' payment, is the second column, which I have just
announced to you.

Senator VANDENBERO. So the grand total of benefits is $273,000 for
1937?

Mr. SHINEMAN. Well I would leave the vacation part out. You
notice I have added tAere paid vacations to employees who had
never enjoyed paid vacations before.

Senator VANDENBERO. Yes.
Mr. SHINEMAN. I would leave that figure out and say $240,000

is the grand total.
Senator VANDMBERG. The interesting thing I wanted to bring out

was the relationship that that figure bears to your final net income
for the year, which seems to indicate, speaking roughly, that 9
percent of net earnings has gone into these benefits. Is that correct?

Mr. SmINEMAN. Nine percent are the cash benefits. On top of this
we are reserving $150,000, approximately, that is in round figures,
additional.
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Senator VANDENBIhG. Well, the payments are 9 percent, are they
not!

Mr. SHnAi. That is right.
Senator VANDENBERG. How long have you been appropriating to

the reserveI
Mr. SHINEMAN. Ever since 1913 gradually.
Senator HERRING. It would be helpful if you can give us an average

case, an average employee, just about what he draws in salary and
what he gets in his benefits.

Mr. SHINEMAN. Well, our oldest employee, as an example, will re-
ceive under the $3 per capita for years of service $141 this year. That
is for 47 years of employment. That party will also get his 2 weeks
maximum of $100.

I would like to make this mention also, that we have employed
in our office one man who is 81 years of age. We have one man
employed in our plant who is 81 years of age. We consider that
they are doing a fair task. Those parties, while they are not the
highest type people, will draw out of this fund, one over $100 and one
just under $100.

Senator VANDE.;BERo. Then, in addition, if any of these long-time
employees are sick, they have the benefit of 100 percent of their wages
up to 26 weeks?

Mr. SHINEMAN. Yes; in any 3-year period.
Senator VANDENBERG. In any 3-year period?
Mr. SHINEMAN. Yes.
Senator VANDENBERG. If they die they have the benefit of the

$2000 life insurance policy?
Mr. SMNZAN. Yes, sir.
Senator HERmNo. As to this average employee now, what, in

addition, would heget
Mr. SHINEMAN. The average employee?
Senator HERRINo. The one you just mentioned.
Mr. SMNEMAN. Under both plans?
Senator HERRING. Yes; I was just wondering as to the relation

of the benefits to the salary that he gets in the first instance.
Mr. SIUNMIAN. That would have to be a guess. Your high man,

as I gave you, would be about $240. The low girl would be
around -we 1, of course, the Pewer employees engaged prior to July
1,1938, would run down to $.Wt or $60.

Senator HEmNo. Just give us a' typical average of them all.
Mr. SHINzMAN. I think that would run well over $100.
Senator HuEiNo. And the base wage is equal at least to what is

being paid in competitive plants?
Mr. SHnmmA N. Our starting wage in the plant is 44 cents an

hour for women and 55 cents for men. In the office our starting
wage is $14 for such as a high school girl and for a boy $16 per week,
and as to others, it depends on their experience and depending on
what kind of a job we have for them.

Senator VANDzNBERo. Is there any collision between the benefits
under your certificate and the benefits under the New Social Security
Act?

Mr. SHENEMAN. I am just ready to give you that now.
Senator VANDE BE o. All right., go ahead.
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Mr. SHINTMAN. On January 1, or in December, we issued a letter
to be effective on January 1. The letter reads as follows:

Effective January 1, 1M, provisions under the Welfare Certificate Plan for
"Old Age and Retirement from Service" and for "Natural Death Occurring
While on Pay Roll" are terminated except as to benefits accumulated and
created under these categories to December 31, 1937, for individual employees,
which benefits the company hopes but does not guarantee to provide in accord-
anee with the terms of the certificates. Provisions for all other benefits,
where applicable, continue upon the terms as stated In the welfare certificate.

The foregoing change Is occasioned by the benefits provided in and the
expenses resulting from the Federal Social Security Act and various State
unemployment insurance laws.

Dated December 20, 1937. At the time we put this letter out we
asked our employees to sign a receipt and an acceptance for that
change.

Senator VANDZNBRG. Now, what is the status of the employee
relatively under the Socihi Security Act to which he must now look
for these last two series of benefits, and his status under your orig-
inal certificate plant Is he better off under the Social Security
Act or worse?

Air. Sm8NMAN. I would hesitate to say.
Senator VA.-NDLNBERo. Well, it is a mathematical calculation, is it

not? I mean mathematically is he better offI
Mr. SHINEmAN. You know our people appreciate this certificate.

I am on the employers' side, so I cannot talk for the employees, but
I firmly believe that the employees would rather receive that pro.
tection under this certificate right here.

Senator HERRING. Would they get more money under this certifi-
cate than under the new planf

Mr. SHINEMAN. I could not tell you that. It depends on the em-
ployees' years of service under here and the years under the other
plan.

Senator VANDENBERG. Have you ever made a calculation under the
same given premises, as to which plan would give the more benefits?

Mr. SINEMAN. I would like to mention this, that under this
welfare certificate many of our people already are getting the maxi.
mum, or would get the maximum under the old age and retirement.
They have earned it already. We are not taking anything away from
our people. Many of them have already earned their $1,500 insur-
ance credit, and even the $1,750, and even some of them have earned
the $2,000 credit. Nothing is being taken away from those people.
They have the Social Security added, but the newer employee, he
receives his protection under Social Security and not under here, ex-
cepting as to the $3 per capita for each year of service. Everybody
gets it. Sickness--everybody is entitled to it. These certificates are
no longer passed out. Those that have them, have them. Those
that have not, do not receive them, but they fare just the same under
the two of these headings whether they have the certificate or not.

Senator VANDENBERG. Well, have you made any calculation as to
whether the Social Security Act will cost your company more or less
than the cost under the last two categories in the certificate I

Mr. SHINEMAN. Well, I estimate that we will pay under Social
Security, that is the company, this year, about $180000.

Senator VANDENBERG. As compared with what Agure, if you can
give it, for the last two categories under this certificate?
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Mr. SHINnIAN. Well, the actual cost in dollars under this certifi-
cate now is $100,000 a year.

Senator VANDENBERO. So the change is going to cost the company
approximately WOW0 more a year?

fr. SHIINE31AN. I ani talking cash under here as against cash under
Social Security; I am not tall ng reserve.

Senator VANDEN-BERG. Yes. Well, if I understand you correctly,
the transition from the certificate to social security will cost your
company more and produce less for your employees?

Mr. HJ11NEMAN. Well, of course, if you take the reserve and addthat in, why it is probably 50-50.
Senator VANDENBERG. Why do you need a reserve if you are can-

celing the last two categories ?
Mr. SHINEMAN. We are not canceling them, we are only arresting

them as of a certain date. We still have the obligation here, and in
many instances with our employees we go beyond the certificate.
Then, too, the investment of the reserve is not earmarked and the
fund does not receive any credit from the investment, and because
of that we are still reserving, adding.to our reserve. We are also
adding to the reserve because of the fact that some day we might
want to turn it. to an insurance company.

Senator VANDENBERG. Well, speaking generally from the standpoint
of the company and standpoint of the employee, would you think you
both were better off under the Federal Social Security Act, insofar
as that has amended the certificate or worse off?

Mr. SnNEMfAN. We were both happy before the Social Security
went in.

Senator VANDENBERG. Well, I think I can interpret that answer.
Senator HRiatmo. Unfortunately, we have a lot of employers where

the employees were not so happy, that do not have this system.
Senator VANDENBERG. Let me put it this way: If the Social Se-

curity Act had carried an exemption, as many of us believe it should
have, for existing systems of equality or greater advantage to the
employee, in your judgment your system would have been exempt?

Mr. SHINEMAN. at is your question again?
Senator VANDENBERG. If the Social Security Act had carried an

exemption for private plans that produced an equivalent or better
benefit to the employee, it is your judgment, is it not, that your
plan would have been exemptedl

Mr. SHINEMAN. Well, I do not know whether it would or whether
it would not. It depends on what kind of a ruling would be made
by your committee.

Senator VANDENBERG. I fully understand that, and that you would
be at the mercy of the overlords down here who run the show but on
a basis of equity and logic, in your judgment your plan would have
been exempted under that proviso would it not?

Mr. SiNEmAN. I should hope that it would.
Senator HERRiNo. At least you think it should have been?
Mr. SHINEMAN. Yes, sir.
Senator VANDENBERG. All right. You are almost as cautious as the

National Manufacturers Association.
Mr. SHINEMAN. In these days you have to be cautious.
Senator VANDENBERG. I suppose so.
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Senator HaRwo, Just proceed, Mr. Shineman, if you have any-
thing else

Mr. SINZMAN. Well, I do not know that I have. That concludes
the certificate information, unless you have some questions.

Senator Hmmio. I do not think you gave me your estimate of the
average salary of the average employee. Is it $1,000 a year, $1,500
a year, or what?

Fr. SmmiAN. Now, you mean the plant employees?
Senator Hgmlqo. Yes.
Mr. SMMN AX. Well) I have given you the starting wage here.

We feel that that is fair as compared with what other competitiveconcerns are paying.
Senator HIJimo. I am only trying to get the comparison of the

salary or base wage in your own plant and the salary or base wage
which is the prevailing wage in similar industries, and then in
addition the benefits whicl- you give to the employees. I am trying
to find out just about how much this plan means to each employee.

Mr. SIyINMAN. I would say of the factory workers, men and
women together, the average might be somewhere around $24. That
is the working people. It would run between $23 and $24, and that
is a guess.

Senator HziPuxo. And the benefits are about $240 per year?
Mr. SHrNZMAw. The benefits in cash are $240 for some of the long-

service employees, but the average is less.
Senator HERRMo. That is the relationship I was trying to get.

Have you had any labor trouble?
Mr. SmNMMAN. We have had no labor trouble.
Senator HrRo. Are you employees organized at all?
Mr. SMNEMAN. In our Rochester plant the A. F. of L. approached

our people about 2 years ago, and we were happy to allow the people
to decide for themselves, and they had a meeting, and our people
decided that they would prefer to have their own organization, the
Beech-nut cooperative plan, in other words.

Senator HEmlxo. Tinder the present law it is wise to let them
decide for themselves, is it not?

Mr. SM"NMAN. Yes, it is; but it is immaterial to us ; we do not
care; but they decided, I think, about 3 to 1 for the Beech-Nut coop-
erative plan.

Senator I-IxniU o. These benefits, were they arrived at after any
negotiation with the employees which might be termed collectivebargathing|

Mr. SmN7MN. You mean these benefits here that I mentioned?

Senator HERUO. Yes.
Mr. SIINEMAN. No, sir; it was absolutely voluntary on the part

of the comany.
Senator FRI No. Did you call them in for discussion as to what

the employees might think about it?
Mr. SmNZMAN. No, sir; we did not. We just felt that we wanted

reward for our employees to a further extent.
Senator HmPO. I ask that question because one or two witnesses

have testified that they believe this profit sharing and these other
benefits are all right it arrived at through collective bargaining. I
just wanted to get your idea on that.

Mr. SMN-EAN. Xo, sir.
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Senator Hmixo. Unless you have something else to suggest., Mr.

Shineman, I think that is about all.
Mr. SHINEMAN. I do not have another thing.
Senator HERPao. Thank you very much.
Yr. SHINEMAN. Thank you.
Senator HEmRNo. Mr. Sharpe.

STATEMENT OF GUY W. SHARPE, SECRETARY, BEECH-NUT
PACKING (0., CANAIOHARIE, N. Y.

Senator HRmwo. Mr. Sharpe, you are secretary of the Beech-nut
Packing Co.?

Mr. SHABmP. Yes, sir.
Senator HRuwIo. You may proceed.
Mr. SHAR. I do not know that I can add anything. I first want

to discuss, while it is fresh in my mind, the situation at Rochester.
There was no feeling on the part of the employees that the conditions
under which they worked were unsatisfactory. It developed from
something which the management did not know, and I assume they
should have known, and that was the unfortunate assignment of a
foreman who was not at all popular, and the workers felt the only way
they could get rid of him was to organize. As soon as that situation
was corrected, everything cleared up, and everything has been fine
ever since.

On the question of the termination of the old-age benefits, in view of
the social-security legislation, I think and I am quite sure of this be.
cause I have talked with some of tem, the employees very much
regretted the necessity for that taking place. They were better satis-
fiead under the profit-sharing plan, so-called. There is, however, one
advantage that think, in all fairness, we should mention, and that is
that in the event that an employee severs his connection with us, the
social-security old-age plan provides for him a stop gap, because he
does not lose the benefit of his experience, if I understand it, and it
is continuous with his subsequent employment, However, so far as
our operation is concerned, I do not think there is any advantage to
the employee. To comment very, very generally, and it is my own
opinion and not the opinion of the company because it has not been
discussed, I think for our company, perhaps, that the incentive plan
would be a desirable one. I think this might include also other com-
panies with a set-up similar to ours, but I do see one or two disadvan-
tages that might affect our company. One is, it seems to me that the
company that would receive the greatest benefit would be the com-
pany that paid an ordinarily low-wage scale, thus permitting them-
selves to expand and elaborate a profit-sharing plan to a greater
dehe, too, there are concerns that may have taken the position that

they prefer to pay a high wage and do so in preference to some
profit-sharing plan. They might feel that they are discriminated
against. This is purely sometlng outside of our own category. Our
minds are pretty much open on the subject. We have not come to

a conclusion as to whether or not it is a desirable thing.
a feel that profit sharing, wherever a company is able to estab-

lish some sort of a plan, is very desirable and should be encouraged,
and I also have a conviction that most concerns, if they have made any
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study, of it at all, if they are able to do it, will, whether there is an
outside incentive or not, enter into some profit-sharing arrangement.

Senator Hmmixo. By "being able" you refer to their being able to
pay for it or being able to devise a plan to pay these benefits?

Mr. SHARE. That is true, because all companies do not operate on
a really profitable basis. I think, however, that the relationship be-
tween an employer and his employees must be a happy one i the
company is to succeed.

Senator HmniNo. Don't you think your plan has aided you in being
able to pay for it?

Mr. SHARPE. Oh, yes, sir. That is the point I tried to make.
First of ali, I do not think you can make a good product unless you
have a satisfactory working condition for your eniployees. They
must be happy and satisfied with the conditions under which they
work, or you cannot produce a good product, or expect the maximum
of efficiency.

Secondly, I think it is absolutely essential, in maintaining a satis.
factory relationship between the employer and employee, that work-
ing conditions be pleasant, and the relationship be a pleasant one, and
this plan, I think, is a means to that end in both cases.

Senator VANDENBERG. If I understand you correctly, you are saying
that if an employer is in a position to use a profit-sharing plan there
is an ample incentive in the-benefits of the plan itself, ample incentive
to the employer to encourage it and invite it?

Mr. SHARPE. I think so; yes; if he is thoroughly familiar with the
results that come from a sound and well-devised plan.

Senator VANDENBERG. Yes.
Mir. SHA & Now, I do not, by that, want to say that I feel that is

a sufficient incentive to encourage the thing. I do not know whether
it is or not. It would be, I think, if they understood the relationship
that it creates.

Senator HERRING. It is sufficient to the extent, though, that you
would not want to do away with it in your business?

Mr. SHAnPE. That is correct.
Senator VANDENBER. Exactly.
Mr. SHARPE. And with reluctance, I might say, we froze the part

that we did.' We would have been much more pleased to have gone
on with it.

I do not think I have anything else to add. Mr. Shineman covered
our plan so thoroughly that I do not. think I have anything more,
unless you have some questions.

Senator HRIo. Thank you, Mr. Sharpe.
Mr. Schweikle.

STATEMENT OF EDWARD C. SCRWEIKLE, DETROIT, MICH.

Senator HERRING. We had Mir. Marsh, of the Hoskins Manufactur-
ing Co., here the other day. Mr. Schweikle, you do not happen to be
the man who presented the silver loving cup to Mr. Marsh

Ir. SCIEWEmEy. I ain not time man who started it, but I was quite
surprised to see Mr. Marsh when lie came out of his office. When lie
came out the first words were, "Well, I don't think it is a sit-down
strike, but I don't know %vhat it is." Of course, lie was very much
pleased.
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Senator HwuNo. Tell us your experience with the company.
Ir. SCiWEiKLr. I have been with Hoskins Manufacturing Co. 30

years almost, within a couple of months. I have enjoyed all the profit
sharing they have had there, the wage rates or the bonus, or whatever
they call it and everyone there that gets it seems to think that it is
just about the thing. "It helps out in a good many ways.

I brought a little list with me, and if you don't mind listening to it,
I will read it to you. This list includes myself. It starts from 1923.
The first year it was $625.20; the next, $031.74; $980.15; $1,056.76;
$760.18; $983.99; $1,211.73; $81.56; $229.80; and in 1932 nothing.
Then it jumped up to $W7.8q'; $8.57; $W35.06; $898.40; and last year
$940.21. That is a total of $9,998 20, since 1923, 15 years.

Senator lIwnt;o. How much did you sayI
Mr. SCHWEIKLE. $9,998.20.
Senator VANDENB.R . That is in addition to a wage that is equal

to the going wage in your community at least; is that correct?
Mr. SCHWEIKLE. Yes, sir. The grand total for 15 years' service at

Hoskins Manufacturing Co. was $40,594.11.
Senator VANDENBERG. I am interested sveifically in the question I

asked you. You received as good or better than the prevailing wage
during all this time that you were receiving the bonuses?

Mr. ScHwEiKLE. During all this time; yes, sir. You can look
over the wage rates, if you like.

Senator VANDENB-RG. I am just interested in the general state.
ment. I will take your word for it.

Mr. SOI1WEIKLE.Well, it is all here. I asked the timekeeper for
this, because I had nothing to go on. I did not think I would have
to be telling it to anyone.

You take it with most of the fellows there, they all put it to good
use. It gives a man a chance working for wages, to buy a home.
He does not have to work on a budget, you might say, budget out his
money to get a few nickels here and there to try and get a start.

They have no labor trouble there and no onions at all, and, no
natter what the bonus is everybody seems to be more than satisfied.

Senator VAsNDENBERG. You are in the midst of ai area which, to
say the least, is rather persistently disturbed by labor trouble?

Mr. SCHWEIKLE. I'll say we are.
Senator VANDENBERO. Has the profit-sharing plan, in your judg-

ment, anything to do with the Hoskins Manufacturing Co. immunity
to these labor troubles?

Mr. SCHWEIKLE. Well, I think it has a good bit to do with it. No-
body talks union at our plant.

Senator VANDENBERG. Do you think that the statement of satisfac-
tion with the plan that you are asserting would be the very general
opinion of your fellow employees?

fr. SCHWiiKtE. Yes, sir; I do. They all believe in it.
Senator HERMNo. That is very fine. Do you have anything else

that you wish to put into the record ?
Mr. ScnwmxK.E. Well, I don't know. I can cite you a few instances

around the shop there. For instance, one fellow there, an electrician,
started in November, 2 years ago. Of course, the first year lie got
nothing. He was there a little over a month that year. The next year
he thought possibly $15 or $20 would be his share. When they passed
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out the checks he got a check for $167, and, of course, it was very
welcome.

Senator Hnamo. And he was being paid the prevailing wage for
an electrician to be ' with

Mr. ScHwx.. Yes, sir.
Senator VAxomzxro. Does the company make a full statement to

you to indicate why your wage is precisely what-it is,
Mr. Scnwiti . No; they do not make any statement to us at all.
Senator Hrumwo. You have access to the balance sheet and their

profit and loss statement?
Mr. Sow m&r Well. for myself, I am a stockholder there, and, of

course, I get a balance sheet of the business, but they do not pass it
out through the shop to everyone.

Senator VANxDNmEo. But a sufficient confidence has been estab-
lished so that the announcement by the company is accepted in full
good faith?

Mr. S~mwtixL Yes, sir; everybody believes in it.
Senator Hrimuo. Those checks at the end of the year are pretty

good evidence of it, are they not?
Mr. Scnwimnxi. I will say they are. If a man has gotten behind

with his doctor bills, or anything else, it gives him a chance to clean
up. If he wants to buy an automobile, well, it gives him a chance
to make a payment; with his wages the following year it will help
him make the payments without having them come along the second
of the next month and have them take it back.

Senator Hmino. Well, thank you very much, Mr. Schweikle. It
was very helpful.Mr. Aldrichi.

STATEMENT OF 0. B. ALDRICH, WASHINGTON, D. 0.

Senator HERraNo. You are a store manager I
Mr. A m cu. Yes, sir.
Senator HiniNo. How many employees are there in your store?
Mr. Awicn. Thirt -five.
Senator Hm.xo. And you share in the profits, the 75 percent of

the 3 percent?
Mr. ALDRaIC. Yes, sir; that is right.
Senator HEmRRo. How long have you been with Peoples Drug Co.?
Mr. Awitic. Since 192.
Senator HumIo. Tell us your impression of the system which thePeoples Drug Co. use, please IAr. AimPuci. I thinkthe system is good; that is from the incentive

standpoint. The bonus, of course, is something thiat we can depend
upon, and then there are other things that the company does for the

-employees to create better relationships between the employees and
the company, that keep the people happy. From the very beginning
of the company they have aimed to esablish a sort of a big family
feeling among the employees and make them feel they are part of the
organization rather than just an employee. For instance, even the
newest employees are told that they in some instances will probably
be the first and only contact with the public, even a soda-fountain
man may be the only contact with the public representing the organi-
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zation, and we want them to feel that the public shall be treated as
the company would have them treated.

There area number of things that seem possibly minor. One of
them I would like to mention that has created a lot of good feeling
is the little kit that is sent out to the family where there is a new baby,

Senator Humo. Well, each man testifying for Peoples Drug Co.
has mentioned that.

Mr. Ammon. Yes; we have a great many young people that haven't
gotten to the place where they share in some of the other benefits. I
think that is possibly the reason that this impresses them.

For instance some of our plans are dependent upon the length of
service, 8 months or more, or a year or more.

Another thng that I th m_ the very beginning
promotions in the o tion have been m within the organi-
zation. It has bee incentive for a person t with the com-
panyandtodo bestwork to t i good jo use he felt
his efforts wou rewarded if he i Tturn in a gee t

Senator No. As a m ager e,o A s a.j ire t ' a big

salary as an their dru re ana r, on average, you get
the enefi
Mr A on That , paring 't with

other k organization leaye e avera
Anot thing that I thling at is

kept of person's perfo e h _ in our
zation wv ere each ee 1er o nce card, tore
manage nd othep are* c of employees wil ake
arepA theahea o ce tn th t t are
exp the emp anyp a those
notices a made o perso i .c ca , store
mana e ehimse has access Whe fil Ifhe ants at timeto see-his. t nal perf orman AR

Senator . Do ot.r . that
was here this ring a improvesthe . ral condi-
tions, it creates Ity, perhaps prevents some cash ages, break-
ages, and other t i that might occur? i

Mr. A niao. Ithi d , t i do because we exNM to the employees
that a piece of merchandise 41laui-th same as a dollar bill
in the cash register, and -we impress that upon them. If they see
a valuable piece of merchandise lying around that is in a place where
it would be apt to be broken or destroyed, or stolen we impress upon
them that they take care of it the same as they would the money that
they take in over the counter.

Senior Vxm~ilaao. Well speaking generally, the employees of
the Peoples Drug Co. all feel as you d probably, that it is a very
satisfactory employee-employer relationship.

Mr. AwmUCn. Well, from my contacts with them, I would say they
feel the same way. We have an outing each year where we have
a chance to contact many more of the employees than we do in the
ordinary conduct of business during the year, and we get a chance
to talk with people not only in the other Washington stores but in
some of the out-of-town stores, and they seem to have created in the
newer stores even, with newer employees, the feeling that they are
working for a fine company and they are satisfied with their job. Of
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course, I feel it is more or less natural for some of the fellows that
have been with the company for a number of years. The fact that they
are still with the company indicates that they are satisfied, but when
you hear it from people that have come into the organization, and have
gotten that feeling in possibly I or 2 years, why, I feel it is general
n the company.

Senator VANDENBERo. And as a store manager, where you are in a
position to observe the net results, would you say that this profit-
sharing plan is not only useful in its social advantages but that it also
is actually good business for the companyI

Mr. AWICH. I think so; yes, sir. As one instance, our food depart-
ment, the soda fountain managers' share in the efficient operation of
their soda fountain and it gives them the incentive to turn in the best
job from that. standpoint, as well as wanting to hold his job and show
that he is a good man.

Senator VANIMENBERo. I suppose that is one of the major depart-
ments of your business_

Mr. AIJMlCH. It is in a great many of our stores. In my particular
store it is 20 percent, and in some it comes up to 50 percent and over.

Senator VANDNBERO. Your drug stores occasionally sell drugs, also?
Mr. Awtziae. My store has about 60 percent so-called drug business.

The down town locations, of course, are big food stores. We are about
third or fourth in volume with our stores, and yet we have in what are
classed as drugs, sundries, and toilet goods about 60 percent of our
gross business.

Senator HERRiNo. Well, that is very helpful, Mr. Aldrich. If you
have anything else you would like to put into the record we will be
glad to have you do so.

Mr. Awmicn. I think probably Mr. Fetzer covered the bonus, the
insurance, the health and accident, and the annuity plan for you.

Senator HimINxo. Yes; he did.
Mr. ALDRIcH. I think that is all; thank you very much.
Senator HRIo. Thank you. Mr. Alfred P. Sloan, Jr. chairman

of the board of General Motors Corporation, will be here at 1: 30. So
we will recess until 1: 30.

(Whereupon, at 11:07 a. m. a recess was taken until 1:30 p. m. of
the same day.)

ArENOON SESSION

(The hearing reconvened at 1: 30 p. in., pursuant to the recess.)
Senator HERRINo. Just proceed in your own way, Mr. Sloan.

STATEMENT OF ALFRED P. SLOAN, JR., CHAIRMAN, GENERAL
MOTORS CORPORATION, NEW YORK, N. Y.

Mr. SLOAN. Mr. Chairman, I have prepared here a memorandum
that I would like to leave with the committee, if I may, and that
memorandum goes into the questions before your committee I think
quite thoroughly, from an economic standpoint, as well as from an
industrial standpoint.

Now, I think that some of these things are perhaps too involved
for a public hearing, but if it is your pleasure I might go through
the memorandum, the high spots, and then if there are any observa-
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tons the committee might want to make or any questions I would
be glad to answer them as best I can. Is that satisfactory, Mr.
Chairman ?

Senator Hzmixo. Fine.
Mr. SWAN. All right.
Well, in the first place, I understand the questions before this com-

mittee are of profit sharing from the standpoint of, I would say
improving the economic and social position of the worker, and of
developing better factory or management labor relations, and also
what might be done in the way of tax incentives to increase the
productivity of industry. That is the assumption that I make.

Senator HEBRINo. Yes.
Mr. SWAN. Now, when it comes to the tax-incentive idea, I would

like to deal for a moment with that from the standpoint of the prin-
ciple involved.

It seems to me that the question divides itself into two parts--first
what might be done in the way of tax-incentive principle as applied
tothe general problems of industry; next, what might be done as
applied to specific problems; that is, pick out one thing and see what
can be clone to encourage that.

It seems to me that the greatest. opportunity for increasing the
productivity of industry and stimulating business lies in the general
application. For instance, I think we might well consider that the
taxation on business and business incentive-by that I mean the
corporate tax, the personal tax, and the capital-gains tax-have
gotten beyond the point of return, profitable return, and that they are
impeding the development of business. I really think that is true,
andI think from what I have seen and heard that the reduction of the
capital-gains tax made at the last session of Congress has really
stimulated the transfer of capital from certain things to others. In
other words, it injected into the capital market increased flexibility,
which I think is very essential. Too much of our capital is frozen,
and we must arrange the tax structure so that it flows with the least
resistance from one thing to another, especially into the new things
that offer an opportunity and must be encouraged if we are going to
increase and stimulate employment.

So I think that those general items in the tax structure which
involve business as a whole offer an opportunity. If they were low.
ered for instance, I might call that enterprise taxation, in a sense.
In General Motors, for instance, when we are sitting around the
table wondering what prices we are going to make for the next year,
as we do once a year, we don't try to figure out how high we might
make the prices; we try to figure out how low we dare to make the
prices and protect our position.

I might call that enterprise pricing. I think, if we had enterprise
taxation and capitalized the law of increasing returns as we went
down it would be a real help to business. I feel that the revenues of
the Government would probably be increased and not decreased and
employment and the productivity 9f industry would be stimulatedas well.

When it comes to the question of specific taxation from an incentive
standpoint, I think it is very important that in whatever your com-
nuittee recommends, and whatever is done by the Congress, you should
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be sure that you are right., because to the extent that you are right, of
course you are doing a constructive thing, but to the extent that it
is not economically sound or doesn't work out that way, you are super-
imposing your judgment over that of industrial management, and it
is important that it should be right.

And then another thing it seems to me is important, is that what-.
ever you recommend should be applicable along a broad front of
enterprise. If it is applicable only to too narrow a front you unbal-
ance the economy and you perhaps upset competition. if it is on a
very narrow front you step from the principle of incentive taxation
to a subsidy, and that is the worst thing; certainly none of us want
subsidies injected into the economy.

So, I think, to make a long story short, that in dealing with this
question of specific application of the incentive principle to industry,
it is impossible for anybody to say that it is right or it is wrong.
I think you have to pick out the specific thing, and not only the
spifio thing but you have to consider the specific application of
the specific thing in order to answer the question of whether it is in
line with the general principles that ought to be considered in any
tax incentive idea.

Now, when it comes to the question of profit sharing I would make
this observation, after having read the testimony beore your com.
mittee, that there seems to be a good deal of confusion in definition of
what constitutes profit sharing. Many things have been discussed here
which are manifestly not profit shaking because they are carried on
whether there are profits or not. Therefore, I wouldlike to divide
the subject of profit sharing into two parts.

One is profit sharing, true profit sharing, and the other is composed
of things that might be, in a broad application of the term, consid.
ered profit sharing.

I would like to mention those, if I might, separately.
When it comes to profit sharing, true profit sharing, and by

that I mean to establish the profits at the end of any period and take
something away and divide it among the workers, it would seem to
me that if we analyze American industry on a broad front we must
definitely come to the conclusion that a very broad application of
true profit sharing is impossible for the simple reason that there
are not enough profits to go around.

For instance, if you take the 16 leading industrial organizations in
their respective fields in the United States, each employing a capital
of $100,000,000 or more most of them considerably in excess of that,
you will find tlat their return on capital over the last 15 years has
only been 8 percent. That represents a term of years to get an
average.

Now, if we are going to have true profit sharing, it seems to me
that we have to apply an equitable formula to the profits, what-
ever they may be By an equitable formula for profit sharing I mean
that as long as labor gets an economic wage, the highest possible
wage to insure the greatest productivity, capital is entitled to some
wage before the profit-sharing principle sets in, and if you apply
that to the already small profits of American industry, over the
business cycle, I think you will come to the conclusion that what
is left is relatively unimportant and is only applicable to a relatively
few cases of special instance.
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I don't think that profit sharing as such in a large organization-
I mean true profit sharing-would particularly increase efficiency; at
least not in a highly mechanized industry like we have in the motor
industry.

So I think that true profit sharing might better be left to the
initiative of individual management, based u)on the merits of each
individual case, and determined without any particular application to
the tax-incentive principle.

Of course, you are aware of the fact that the present tax structure
permits the deduction of anything that goes to the workers, whether
it is wages or anything else.

So I don't want you to think that I am taking a position exactly
against true profit sharing, but I think its application is limited, and
I think that-well, I will take that position now and then I will take
up the other part of it-I think I can explain to you more in detail
just what I mean.

There is another side to profit sharing which I think ought to
be stressed, and I think Mr. Green, of the American Federation of
Labor, made a somewhat similar statement before your committee,
and that is this, that if you recommend and the Congress adopts some
form of special incentive to encourage profit sharing, it seems to me
it might well raise the question as to whether that did not give labor
a proprietary right in the enterprise, due to the fact that the Gov-
ernment has taken that position. I don't say that would follow by
law, but it might follow by implication. If we should get to
the point where profit sharing was based upon a wage which was
less than what I might call the truly economic wage--by which I
mean the wage that produces the greatest productivity relative to
price-then, of course, the equity would be there, and then the ques-
tion would arise whether labor sh would not be involved in determining
industry's managerial policies, and I think that that would be very
objectionable and would be quite dangerous in what it might lead to.

I believe that whatever we do in industry, labor should-have at all
times the highest possible wage. I don't think we should develop
anything that means that labor "!ould take a subnormal wage at any
time. I think the pay envelope should be the biggest that. we can
possibly make it all the time, and therefore I think that rather than
take anything out of any particular unit of industry that might be
given to the worker or superimpose upon the economic wage
whatever might. be taken out, even if it is a part of the profits that
might be applicable in some cases in good years-I think ought to be
devoted to insuring the economic stability of the worker.

I think the greatest problem today is to do those things that give the
worker a continuity of income. I think small extra amounts in good
years are not. half as important as devoting our energies to the prob-
lem of stability.

Too often, even the way things are now in good times or even in
a limited period where employment is high, plenty of work, and in-
come is high, the worker islikely to set his standard of living on that
basis; and then, when he has reduced employment, or no employment
at all, it causes a great deal of unhappiness and dissatisfaction. It is
far better, I think, to do what we can in working toward stability.

Therefore, I think that. the opportunities of profit sharing-
I pass now from true profit sharing to other forms which I think

1105I3--39----31
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might better be called benefit plans-is really the thing that industry
should work toward with the objective of improving the economic
and social position of the worker.

Now, there are many of those lans. and the. are in various forms,
such as investment 1) ans, health-insurance ptans; you are familiar
with the general group of plans of that type.

We in General ,Motors have had down through the years a plan that
we call the savings nid investment plan, which was an organized
scheme of saving in which the worker participated and the corpora-
tion participated. At the beginning of the depression, the big de-
pression in 1930, our workers had with us over $100,000,000 that had
been accumulated as a result of that organized saving, which was
very very helpful in carrying them through the bad years which
were to follow. k

And in the 19 years since tlm plan was put into operation we have
paid back to the workers, our contribution and theirs together, $247,-
000 000, which you can see was really a scheme on a broad basis.

iiut then when the Securities and !ocial Security Acts were passed
and we had very heavy burdens to carry, and due to other compliew-
tions that arose, We, iscontinued that plan, and we have recently
worked out a benefit plan with the objective of stabilizing the income
of the worker, which we call the General Motors income security
plan.

That plan hilis recently been announced. I will be glad to explain
it to you if you would like to have me, Senator.

Senator Hlani(o. We would be very glad to have you do so.
Mr. SLOAN. All right.
The income security plan is not a profit-sharing plan, a true profit-

sharing plan. It is of the benefit plan type. It provides for any
year in which the plan is declared operative that aiiy worker in the
General Motors group of companies with five years or more seniority
who was employed in December of the previous year is gua'rantee~l
a weekly income not. less than 60 percent of his normal income. His
normal or standard income is defined as his hourly rate for the
standard 40-hour week.

Now, if. during any week in that. year, due to the effect of the
seasonal trend, which in the automobile industry is very irregular,
or due to the effect of the business cycle, his income falls below 60
percent of normal, the corporation makes up the difference and he
gets the 60 percent.

That, in reality, is a loan of a special type. I mean by "spe-
cial type," that it carries no interest, and it is not returnable in
money, it is returnable in work and only as work may be made
available by the corporation in subsequent months.

In subsequent months any worker who has had advances-it is
surely optional, he doesn't take advantage of them if he doesn't want
to-when he has work that gives him an income in excess of 60 per-
cent, he pays back to us hilf the difference between 60 percent and
his earnings until the entire amount is liquidated.

We hear a good deal nowadays about the importance of a yearly
wage or a yearly salary. A yearly wage or a yearly salary is haz-
ardous to the business and it is somewhat hazardous to the worker,
because it is apt to be predicated upon an hourly rate less than what
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the worker would normally get; and to the extent that there is no
work, say a collapse of the economy such as we had a year ago, big
business'or an, business that had'an obligation of a'yearly wage
would have felt it very disastrously. During that. period we dropped
45 to 55 percent of our business. And, of course, any situation of
that kind must be reflected ultimately in higher cost of goods and
services, which is undesirable.

But in our case in this plan that we are working on at the moment
the worker gets the full lroductivity at his regular work. Overthe years he gets whatever you might say is coming to him, amj the

sale purpose-is to stabilize* his income and normalize his standard
of living and to level off the peaks and the valleys.

Ina addition to that, naturally what is reflected in the economy,
you might say, of a large group of workers, is also reflected in the
economy of the community in which those workers live, and I have
been very gratified, following the announcement of this plan, to
receive endorsements from many communities in which we are ni-
portant providers, pointing out the benefits that will result to those
(oniutunities through this stabilization, for merchants and others, by
giving the workers a more uniform income.

Therefore, the point I am trying to make is that it is my belief
that what we can take out of tle productivity of industry, without
unduly affecting prices, should be used or can be used to the best
advantage byinjecting into the workers' scheme of things, greater
stability. I think that. that is the real benefit, the real purpose to
which industry should direct its energies and its thoughts, and
anything you might recommend that might be adopted to encourage
that type of thing woul, I believe, be a real contribution to the
worker economically and front the standpoint of stabiliy, and would
make a contribution, too, toward stabilizing the economy as a whole.

You are familiar, 'of course, with the facts, as I said, 'with respect
to true profit sharing. These plans, whatever they may be, if they
ate in the worker's interest, are already deductible'under the income
tax. Anything you might do further in that particular, I would see
really no objection to doing.

First when it comes to the specific application of the tax incentive
principle to industry's problems I have already mentioned, in prin-
ciple, that we must be careful tat we are right. We haven't been
any too successful in that at times.

And second, we must be sure that the application is along a broad
front of enterprise, not along a limited front. We particularly must
beware, for if it is applied on a very limited front, it becomes a
subsidy.

Thoie are broadly the principles which I have outlined as beingnppliable.
"Vow the tax incentive principle, as applied to industry's specific

problems, has not, as you know, been used very much in this country
but it has been used in other industrial countries to some extent.
Those specific applications have taken the form of encouraging
new enterprises by giving a tax benefit. They have taken the form
of reducing the cost of usage, with a view to promoting the mau-
facture or broadened use of the things that were being iised, to
stinmulate productivity. They have been employed-well, we will say
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in very many different ways-in relation to industry, and have been
very helpful.

would like the privilege of submitting to the committee certain
specific plans on that, if I may have it.

Senator HEis No. We would be glad to have them; yes.
Mr. SWoAN. There is one specific application which I would like

to mention which I believe is illustrative of this general scheme of
things, and perhaps the one, at least in my judgment, that offers the
best opportunity. And I might express that by saying that it is
encouraging the substitution of the new for the old. In other words,
it is doing those things that will encourage scrapping old instru-
ments of productivity of various kinds, and buying the new.

In support of that idea, I think it. can be well said that today
Americasproducing plant is obsolete. As a broad statement 'that
can be made. For instance, there was a study made by a responsible
authority in 1935. It showed at that time that 65 percent of the
machinery in the metal working field was at that time 10 years old.

Well, during the last 10 years, we will say, 8 or 9 years anyway,
or rather since the big depression set in, there has been an enormous
acceleration in the development, the injection of advanced technology
in the development of our instruments of production. It is really
remarkable what has taken place.

Anything that might be done to encourage obsolescence-for
instance if industry when it destroys something and buys something
new could have certain privileges in the way of encouraging that type
of thing would really be a marvelous help, I believe, because you
probably know that about 50 percent of industry's workers are con-
cerned, are involved, in the production of durable goods, both durable
capital goods and other types, as well as in the attendant services,
such as the railroads that have to carry the merchandise incidental to
such production.

Ant you probably know also that we have never had sustained
prosperity unless we have had liberal employment in our capital
goods industries. You often see it stated that the real measure of
whether we are going to be prosperous is the status of our capital-
goods industries.

Of course, employment in the capital-goods industries means
that industry is developing, it is expanding, new things are coming,
and that naturally reflects general business confidence. In other
words, it reflects confidence in the fact that the capital so employed
can be profitably employed over a term of years.

But, irrespective of that fact, I believe that if we could encourage
industry to bring its producing plant up to date, that the economic
result would be not only to create employment in our capital-goods
industries-that is very important in itself-but the productivity
of those who are producing consumer goods would be increased, it
would result in our ability to produce those consumer goods at lower
cost and hence sell them at lower prices. And the great problem
before the economy today-and the only way we can maintain the
wage scale, and increase wages-is to do those things that lower
prices. It can't be done any other way because if we go to work and
increase wages and it increases prices, nothing is gained. We can
only gain by increased efficiency and greater productivity per man,
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6y the employment of more capital so the man can earn more. That
is the only way it can be done, and that is why anything that could be
done in an administrative way or in adjusting the tax structure to
stimulate the capital-goods industry would, in my judgment, be
helpful.

I might make a couple of illustrations and then I will be finished.
I wil take two illustrations in General Motors, in its scheme

of things, because, of course, I know that picture.
We have developed in the past 3 or 4 years into a more intensive

form than has ever been done before, the Diesel engine; and the
Diesel engine, as we are now developing it, has quite a wide range of
application. I will refer to one application, the Diesel electric loco.
motives, as applied to transportation by rail, and one specific applica-
tion of that, the Diesel electric locomotive as used for switching
purpose.

I only offer it is an illustration of what could be done by better
instruments of production, thereby reducing the cost of goods and
services, and stimulating business.

It is possible for a railroad today to buy a Diesel electric locomo-
tive for switching purposes, and to pay for the locomotive, including
the interest charges for carrying it from the out-of-pocket savings
within 6 years. Do I make myself clearI

You can see that there is a case where the benefits of this employ-
ment in the production of the Diesel electric locomotive, and in the
services incidental to same, go to the railroads, the railroads can
make a saving, and that saving could be effectuated through a lower
cost of goods and services. At least the influence is there.

Now, another illustration. Take the motorcar business, for in-
stance. Let's com pare the car of 1929, if you will, with the car of
1937. Thq automobile of 1937, if produced in 1929, under the condi-
tions then existing, would have cost. possibly 25 percent more. In
other words, the car itself is 25 percent better because it is bigger
wider, more luxurious, has more things on it, and all that sort of
thing.

Due to the application of better instruments of production, the
capitalization of technological progress in General Motors, we were
able to give our customers in 1937 at the same price a car that was
25 percent better than the one we gave them in 1929. We were able
at the same time to pay our workers $80,000,000 more for the same
amount of work hours through increased wages, and to pay the
Government ,32,000,000 more in income taxes.

That is just an illustration of what can be accomplished in the way
of better technology as applied to industry's problems.

That completes my story.
Senator VANDEN-ERO. Well, Mr. Sloan, your statement is most

illuminating and most helpful.
If I understand you correctly you would favor the application of

the incentive tax idea on a practical basis to the encouragement of
replacements throughout American industry on a broad front; is
that correct?

Mr. SWAN. I certainly would.
Senator VANDE N.mo. And you think that the application of in.

centive taxation to that purpose would produce not, only an time-
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diate expansion and immediate reemployment, but also a substantial
economic advantage across a broad frontI

Mr. SWAN. Well, on that point, Senator, I would say without
reservation that I can't emphasize my position on the second point
too strongly.

On the first point of course I don't know how quickly that would
take effect. It would certainly be an urge and would depend, as I
said, upon the general attitude of mind toward the future of business
by the investor, and the amount of capital that was available. I
don't think in any of these things, Senator, we can take a position
other than that it is a step in the right direction, the way in which
we ought to go, and it is certainly that. It is the only way-I
want to emphasize this--it is the only way we can raise wages with-
out raising prices, and therefore have increased purchasing power;
increased l)roductivity per man-it can't be (lone any other way. And
this thing that you mention is directed toward that objective.

Senator VANDEN-ERO. In other words, incentive taxation could be
used effectively to increase productivity?

Mr. SLOAN.*That is right.
Senator VAXDnrBFRo. And you have said rather dramatically that

American industry is practically obsolete in respect to its equipment
today. Isn't it a'fact that the estimates of the possibilities in dol-
lars and cents of replacements of the character we have been dis-
cussing, that the possibilities are so enormous that it is almost fan-
tastic to even set down a figure?

Mr. SWAN. Yes; it is. If studies could be made, Senator, I think
they would demonstrate that. Start from where we are now and if
you assume a very small growth of the country and go back and
see what has been done and realize how much we have lost in the
last 10 years, many of which have been years of low productivity and
uncertainty, and therefore capital investments haven't been made,
you will see that there is a real opportunity.

And don't forget that it isn't only the employment in those in-
dustries that we get, but we are taking a step toward lower cost of
goods and services, and so often, Senator, when we are talking about
our national economic problem, we talk about wages. If we would
only, when we talk about wages, ask ourselves what is the effect of
what we do on prices, because you can't talk about wages without
talking about the things that wages will buy. There is a direct re-
lation there, and that is all-important because it doesn't make any
difference how you increase, how much you increase the wages of the
workers, if prices go up accordingly, because money isn't worth any-
thing except what you can exchange it for.

Senator VANDENBEfRG. I think that is a very courageous and for-
ward-looking statement in respect to incentive taxation.

I want to revert, just. for a moment, to the profit-sharing problem.
Mr. SLOAN. All right. Senator.
Senator VA,DENBERG. You have undoubtedly made a correct division

of the types.
Mr. SWAN. Yes.
Senator V.ANDENBERG. We are considering, for the purpose of this

inquiry, that any addition by way of benefits to a standard wage is
in essence profit sharing.
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Mr. SLOAN. Well, I don't know your definition. I have accepted
that, Senator, except I have divided them into two categories, that is
all.

Senator VANDERBdkO. NOW, oU that basis, General Moto-s has been
a profit sharer, has it not?

Mr. SLOAN. Yes; very importantly so, Senator.
Senator VANDENBR O. I notice an entry in the Answer to our ques-

tionnaire, that over a 20-year period approximately 9/ percent of
your net earnings have gone into employee benefit anl welfare plausl

Mr. SOAN. That would include, probably, executive bonises, too,
Senator. Yes; that is right.

Senator VA.NDENBxJo. At one time recently you paid general bonuses.
yo haven't said anything about that. Will you state fok the record
w vhat you did in that respect?

Mr. SWAN. Y s; we did. At the end of two different years, Sena-
tor, we paid what you might call Christmas bomses anid we didn't
think that they were particularly constructive, they weren't based
tipon anything, they were just paid out in the form, really of a Chrisj
mias present, but I feel that-you see I dorit want to take too inuc h
of our time-

Senator VA NU-EEIRo (interposing). Go ahead.
Mr. SWAN. In industry in any unit of industry, take General

Motors, if you pay the workers more than an economic wage as I said
before, it doesn't make any difference what form it may take, and if
it isn't offset ly increased productivity it is reflected in the price stric-
ture. And there is only a limited amount of leeway. If you start on
the assumption, as I do, that the worker should have the biggest eco-
nomie wage, you have got, to be careful how much more you pay the
worker or else you prejudice his income on an annual basis by less
productivity, resulting from higher prices. Do I make myself clear?

Senator VANDENMtSO. Yes.
Mr. SOAN. In other words, it brings up another question: Too

often a worker who gets perhaps an increase in an hourly wage thinks
he has a better situation, but if that hourly wage ifeans'higher prices,
he may hava a less number of houms of work and his income may b6
less. So that when we take anything oit of the productivity of any
unit in addition to an economic wvage, you have got to be careful how
much more you pay him, or else you prejudice his income on au annual
basis by less produictivity, resulting from higher prices. Do I make
myself clear ?

"Senator VANDENBERG. Yes.
Mr. SWAN. And I take the position that we can use it more effec-

tively by promoting the stability of the worker's income and stability
of his position, nrther than by giving him a little more in times when
business ig good.

Now, doyou get what I am trying to say ?
Senator V ANUoNDEo. Yes.
Still, for the record, I would like to know what your big bonus

payments were in the 2 years that you made the distribution.
Mr. SLOAN. I will have to submit that. I would say it Was about

$15,000,000, Senator; I think one was $10,000,000 and one was $5,000,-
000, but I will submit that to you.
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Senator VANDzENEza. Is there anything in this contemplation,
which is the thing that I am coming to--in my view you correctly
emphasize the importance of not charging unduly the cost of produc-
tion lest it increase the selling price?

Mr. SWAN. Yes.
Senator VANDENBERG. All right.
Mr. SWAN. Pardon me, from the standpoint of the worker, him.

self, the maximum annual income comes through the greatest pro-
ductivity.

Senator VANDENBERG. And to inspire the maximum employment?
Mr. SWAN. That is what I mean; that is right.
Senator VANDENBERG. All right-now, when you pay a bonus such

as you did, is it not charged against the cost of production and is
it not an element to a certain extent in increasing, rather than de-
creasing, the selling price?

Mr. SWAN. It depends, Senator, upon how it was done. You are
absolutely correct. The two bonuses that we gave such as you specify,
did not affect the price. But many of these benefit plans that are not
truly profit sharing, do affect it. For instance, if a corporation, if a
business, sets tr, a pension plan, it becomes part of what we call the
cost of sales. Lt me refer, if I may, to this income security plan that
I have just desribed to you, which I believe is highly constructive.
Whatever expense may come out of that will become a part of the
cost of sales and it will have an influence on selling prices. Now, I
don't mean, Senator, that it will jump the price of the car, but I mean
to say it will have an influence; it works in that general direction
because it goes into the cost, and selling prices are made on the basis of
cost.

Senator VAxDzwmN . All right; exactly. But if true profit sharing
distributed this extra compensation in the form of a profit-sharing
dividend, it would not increase the cost of production

Mr. SWAN. That is right, Senator.
Senator VANDENBERG. Therefore it has that advantage, even from

your viewpoint because it does not enhance the priceI
Mr. S AN. hat is ri ht, anything that can be paid out, that is

true profit sharing, but t en, Senator, you get up to the point, if you
do that on a broad scale, is-I am not talking about the specific appli-
cation, Senator, but if you do it on a broad scale and it amounts to
anything as a real effect on workers' income, then the question arises
whether the profits of industry justify or make possible that type of
thing and at the same time leave enough profits to retain the profit
tirge, which we must have to develop and expand industry's produc-
tivity.

Senator VANDENBERG. Well we would agre. with you, I am sure,
Senator Herring and I, that there is no such thing as a universal ap-
plication of a standard profit-sharing formula to business. The only
thing we are trying to discover is whether there are not individual
situations, and there seem to be some, in which profit sharing is the
logical means to create this sense of partnershipI

Mr. SWAN. I have dealt with it along a broad scheme, not a specific
scheme.

Senator VANDENBERG. Well, I think you have been very helpful.
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Senator HraiNo. Mr. Sloan, in your opinion, incentive taxation
or compensatory) tax benefits could be applied to plant expansion and
to provide for obsolescence, but you doubt whether it would be bene-
ficial as applied to encourage profit sharing?

Mr. SLoN. Yes; that is my position.
Senator HlEmNo. That is the way I understood you.
On those advances which you provide under your new plan, is

there any interest charged?
Mr. SwAN. Is there any what
Senator HER uNo. Any interest charged I
Mr. SLOAN. None. I might tell you something about how that

works out financially, if you would like it.
Senator Hamwo. Yes.
Mr. SWAN. As to cost of such a plan, in answer to the inquiry of

the Senator from Michigan, I might say that in that State that
cost would go into the tax structure and whatever it was would
have influence, but it would be so small it would be inconsequential.

Now, that cost in our income-security plan comes about from two
things, in two ways. First, if a worker to whom we made advances
under the plan should die while he has work to return to us, you
might say, that is a loss to us because that is not a liability against
his estate.

Second, a worker who might have had advances, should lie leave
our employ-and he is free to leave-those advances are canceled.

So that the cost liability under the plan to the business vhich
might adopt such a plan would be due to those causes.

Now we don't know just what that will amount to in dollars, as
applied to us. It will depend on so many circumstances that we
would have to make so many assumptions that it would be very
difficult, but from studies we have made we feel that it will not be
unduly burdensome, and we feel it is so important to encourage,
to promote the stability of income, and particularly, Senator in our
business 'where what we call the seasonal trend is very wide; and
do what we may, and we have done everything about it, to level off
the seasonal trend and to regularize employment over the year, it,
is still a very difcult problem, and this particularly applies to a
business of that type. But it also applies to-for instance, you take
last year, in December of last year, when, without any warning, our
business was more than cut in half. Now, if we had had the income-
security plan we would have guaranteed all those workers that were
with us for 5 years up to 60 percent of their standard income and
I should say that the workers that have service with us of from i to 5
years have also a benefit on a somewhat reduced scale-

Senator HINo (interposing). In the distribution of those
bonuses as between the executive staff and the workers' staff, was
that in proportion, on a percentage?

Mr. SoAN. You mean the one the Senator asked me about?
Senator HoRING. Yes.
Mr. SLOAN. No, sir; that was done on a basis of wage or income,

it was done on a straight-across-the-board proposition, or practically
so. If I recollect right the last year when the distribution was made
it was about $10,000,000 and our workers, our hourly workers, re-
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ceived, I think it was, from $35 to $0 as a bonus at the end of the
year.

Senator HERIINo. Evidently you don't agree with a statement that
was made here by one witness that one of our difficulties today is
that we are too eflficient. You are still contending for more efficiency?

Mir. SLoA.W. Well, of course, Snator, that brings up an awful big
question, about technological employment. Of course, I think you
can ,ay this, Senator, that technological progress must be capitalized
through lower prices. If it isn't capitalized through lower prices
then there is no doubt that technological employment, which is
increased efficiency, (toes throw people out of work, but on the other
hand it is more than justified by putting people back at work in
larger quantities some other place. Now, sometimes there is a time
lag there, al sometimes there is a dislocation. Perhaps a man loses
his job in one place and perhaps he has to move to another. But
that is the price of progress, Senator. You can't get these things
for nothing. That is one of our troubles, we try to get too many
things for nothing, and it can't be done. But technologically, the
only way we have to increase productivity and to increase employ-
ment is to-we must be more efficient, we must give that back to the
people in lower prices so they can have more things, or as I express
it, more things for more people in more places-that is the objective,
and it must be done by increased efficiency. and that is the reason why
I am so strong for considering anything that will give us the iristru-
ments of a higher efficiency.

Senator HmnniNo. I think that is all, and I thank vou very much.
s enatorVAND.NBwEo. Thank you very much, Mr. Sloan. You have

been very helpful indeed.
Senator HErouo. We will now recess until 10 o'clock Monday

morning.
(Whereupon, at 2:25 p. m., a recess was taken until 10 o'clock

Monday morning, December 12, 1938.)



SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

MONDAY, DECEMBER 12, 1938

UNITED STATES SENATEI,
Suco iMrEE OF TilE Commirr. ON FINANCE,

Tlahingt on, D. 0.
The committee met, pursuant. to adjournment, at 10 a. m. in room

312 Senate Office Building, Senator Clyde L. Herring presiding.
Present: Senators Clyd I,. herring and Arthur I. Vandenberg.
Senator HESRimo. I hardly think it, necessary to tell you who %r.

Parker is. He is the man u)on whom we have relied so long in this
ro1, and, as visual, I will keep still and let him tell us what we are
trying to get at here.

'Mr. PARKER. Thank you, Senator. lPerhaps-I have here, a brief
written statement which will probably take ne 10 minutes; and
if I should go ahead with that, if that is your pleasure, I think we
could accomplish more in that way, amd then you may ask me
questi1011s.

Senator Itr nrno. Certainly; proceed in your own way, Mr. Parker.
Mr. PARKER. I came hel1mainly to answer any question that I

might be able to answer.
Senator VANDENBrG. Before you start, Mr. Parker, I think the

record ought to show specifically that you were the agent of the Joint
Congressi-onal Committee on Taxation" of the House and Senate for-

ON'r. ],1nFAR . Twelve years.
Senator VANDENBERG. Yes; and that you left vohltarily, with the

benediction of every Member of the House and Senate.

STATEMENT OF LOVELL H. PARKER, WASHINGTON, D. 0.

Mr. PARKER. Awd I would like to also add that I am appearing
here for myself; I am not interested in any client or anyt lng like
that in my appearance here.

Senator V ANDENBERG. All right; go ahead.
Mr. PARKER. If I uiiay be so privileged, I would like to confine

myself to incentive taxation, because I have no specific knowledge
al3out the proflt-sharing plan; and even in respect to incentive taxa-
tion. I would like to conine myself to the metlod by which it might1W applied.

O course, everybody has a somewhat different definition of incen-
tive texation. I believe it has been suggested that the better -way to
speed up business is to reduce tax rat6". That nmy be true, ani ll
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the long run tax receipts might be considerably increased by that
method. But I don't think that would take place immediately.
While we are facing a $4,000,000,000 deficit in this fiscal year and a
public debt of $40,000,000,000 at the end of the year, it seems to me
that tax reductions can only be allowed when'they will result in
increasing the national income. If we had a national income of
$100,000,000,000 a year, instead of $65,000,000,000 a year, our tax
troubles would be over.

The old theory was that tax laws should be designed for revenue
purposes only, and most tax experts looked with horror at introduc-
ing anything in these laws which would create an incentive to do
certain things. However, we have some instances under existing law
where the principle of incentive taxation has beer. based.

For example, there can be little doubt but that discovery deple-
tion and its successor, percentage depletion, have substantially stimu.
lated the oil and mining business, and encouraged investments therein.
Again, the allowance for charitable gifts up to 15 percent of an
individual's net income, has stimulated gifts up to that point. There
can be little doubt that if that percentage were decreased you would
have less gifts, and if it were increased you would have more gifts.

Now, in the interest of brevity, I wish to come directly to the
ont of suggesting what I consider a safe and practical method

which certain additional incentives might be incorporated in
the tax laws. This method is based on the proposition of maintain-
ing the present level of taxation unless certain expenditures are made
tending to increase employment, in which case the tax will be reduced
and approach a certain minimum.

The method I suggest for your consideration may be briefly stated
as follows:

1. Impose a normal tax.
2. Impose a surtax.
3. Impose a supertax.
4. Reduce present surtax rates, but compute normal and surtax

on the net income as defined in the existing law.
5. Allow certain incentive deductions from net income in arriv-

ing at what may be called a supertax net income subject to a grad-
uated supertax.

6. Adjust supertax rates so that if there are no incentive deduc-
tions the tax wilbe as great as under existing laws.

For example, take the man that makes $1,000,000 a year. Under
existing law his tax is $679,000, and he has $321,000 left. Now, sup-
pose you fix a normal and surtax rate so that the sum of these
taxes will amount to $400,000. At this point he has $600,000 left.
Now fix the supertax rates on the $600,000 so that his supertax
would be $279,000, if he has no incentive deductions. On the other
hand, if his incentive deductions equal $600,000 or more, he will
only pay the minimum tax of $400,000. Of course, if his incentive
deductions are somewhere between zero and $00,000, his total tax
will be somewhere between $679,000 and $400,000.

That is just to give you the idea that you have a minimum
tax of- $400,000. That is, of course, up to Congress; they might
want to make it $00,000 or $500,000, but you would have a minimum
that would reasonably protect your revenue.
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One purpose of this system is to provide for a certain minimum
tax on net income computed as at present, and thus protect the revenue.
The other purpose is, of course, to provide for a reasonable system
of trying out incentive taxation.

Now, about these incentive deductions, what migiIt be suggted
for these in the case of individuals? First, I havebeen reliably in-
formed that there are about 1,000000 domestic servants and chauf-
feurs unemployed. One incentive deduction which might well be con.
sidered is for the wages and salaries paid which are not now allowed
in computing net income. This deduction would be allowed, of course,
only for the purpose of computing the supertax net income.

Now, suppose a man did save $5,000 in tax by spending $20,000
more for domestic servants. Certainly what the Government would
lose in tax would be more than made up by a decrease in the relief
rolls.

Second, since unemployment is probably the main factor in our
present troubles, it might be well to consider the effect of a deduction
for supertax purposes in an amount equal to the excess of the wages
and salaries paid in the current year, whether or not deductible in
computing income, over the wages and salaries paid in the prior tax-
able year.

Third, in order to increase expenditures for the construction of
homes, factories, and buildings, and for the acquisition of machinery,
the effect of a deduction which would allow these expenditures to re-
duce the supertax net inconie should be considered. If such a deduc-
tion stimulated these expenditures it would tend to reduce the neces-
sity for huge governmental building projects. In connection with
such a deduction it is possible that the taxpayer should be given the
option of taking one-half of the expenditures as a deduction in the
current year and one-half in the succeeding year, or one-third, the
principle being, instead of allowing depreciation for supertax pur-
poses, you allow costs to be amortized over 2 or 3 years.

Fourth, a deduction in computin supertax net income equal to the
amount of contributions to charitab e, educational, scientific, and simi.
lar institutions, which is in excess of the 15-percent net income now
allowed, and possibly even a deduction for direct gifts for the relief
of individuals. It is. probable that such a deduction would increase
these charitable gifts and reduce the amount of the relief expenditures
of the Government.

Now, let us see if there is anything unreasonable about these de-
ductions. The first deduction was for wages and salaries paid and
not now deductible. Personally, I cannot see why it is not as logical to
deduct a servant's salary as it is to deduct taxes on your house or taxes
on your theater tickets, which latter deductions are already allowed.

The second ded~tction suggested is more debatable. This was a
deduction for increased pay roll. It is possible that some refinement
should be made in this deduction by the use of averages; but, in any
event, it is worth considering, because we certainly need more employ-
ment.

The third deduction, having to do with the construction or acquisi.
tion of deprciable property, is likewise controversial, but it has the
same objective--increased employment.

The fourth deduction, for charitable gifts in excess of 15 percent of
net income, already allowed, cannot. be-looked upon as a violation of
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our present income-tax principles, since such gifts are already allow, d
in prart.

"Ihe principal advantage of this normal, surtax, and supertax plan
would be to provide a fair minimum tax and yet give reasonable in-
centive to the expenditure of money, resulting in employment by

* giving deductions for supertax purposes only. In other words, the
-revenue of the Government would be protected and still a fair trial
of a step toward incentive taxation could be made.

'here would be another advantage to this supertax plan. which is
not connected with incentive taxation. Certain equitable reliefs could
be given which aire now deemed too expensive. Under existing law a
married man with a $10,000 salary, who pays $1,000 rent and $3.000
for food, clothing, and living expenses, pays a tax of $415. and he has
$ 6,000 left with which to pay it. Another'married man with a $10,000
salary, paying $1,000 rent the same as the first, $3,000 for food and
clothing and other expenses as in the first case, $3,500 for college ex-
penses of his 20-year-old son and 19-year-old daughter, and '2,500 in
hospital and doctors' bills, also pays $415 in tax, although he has
nothing left out of his salary with which to pay it.

This may be excusable in such a case now, the tax in lower brackets
being so small ; but suppose the tax in those lower brackets is raised,
as so often has been advocated. For example, suppose our tax on a
$10,000 salary, instead of being $415. was $1,645. as it is in England.
lhen it might be very much in accord with the princilPle of ability to

pay to allow, at least for supertax p)poses, a deduction for docions'
and hospital bills and some allowance for children over 18 who are
attending school or college. As you know, allowance is already given
for children under 18, therefore, under existing law this allowance is
taken away just when the actual expen-es are the greatest in the ca.k
of children being sent to school or college.

As far as corporations are concerned, a similar system might be
employed with a minimum rate on the net income computed as at
present, and a supertax rate to be al)plied to the supertax net income
arrived at by deducting the incentive-tax allowances from the net
income.

In conclusion, I believe there is nothing more important than the
speeding up of all industry and the increase of the national income.
It is possible that this can be done by direct legislation. lack of legis-
lation, or repeal of legislation. If ii can be done even by changes in
the tax laws, it might be that the ends would justify the means.

That is all I am prepared to -Ay, Mr. Chairman.
Senator HiRm-,o. You haven't considered particularly the tax in-

cent ive to encourage profit sharing ?
Mr. PARIKER. I haven't considered that, Senator. What little study

I have given to that subject caused me to only arrive at one pre-
liminary conclusion, that it was hard to make any one system that
would fit all kinds of industry. One system would be eiore applica-
ble to one industry than another. But I know nothing about tl 4t,
and I think my advice on that matter would not be useful. I

Senator IEtrRIN . Well, as usual, you have gone into the subject
all right in a way that would challenge all of us.

We are now permitted to deduct, as far as profit sharing is con.
cerned, any bonus that is arrived at in advance and definitely deter-
mined, are we not; that is, corporations are
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Mr. PARKER. Any bonuses are treated as compensation; that is
right. Yes; that comes off.

I did make one point previously, that there ale certain allowances
already made in the law which I call incentive deductions which
encourage people to do certain things, like making gifts.

Senator VANDENBERG. The point at which your formula chiefly
differs from the existing practice is in your creation of the so-called
supertax bracket: is it not ?

Mr. PARWE . That is correct. Of course, that may look compli-
cated. It isn't complicated. You just make one more computation.
But the trouble with most of these tax reduction plans is, that when
you first look at them on paper they appear to mnike such a tremend-
11s difference in the revenue that' you (lo't dare make that trial.

Now, ill connection with my plan- you can limit the theoretical loss
of revenue. But you should look at the proposition from a long-run
viewpoint. Now,'you might be able to figure that if we lo.-e two or
three hundred million tile first year, that would be all right, but if
you were facing the loss of a bi'llims, that would be another matter.
Under my plan you can adjust this proposition so as to give some
incentive'withoui taking very great chances. Your loss would be
absolutely limited. Your gain would be more uncertain, but it
might e"en make up the loss, and in the long run I am rather
inclined to think it would substantially increase your revenue.

Take the rich man-I have no great brief for the millionaire-but
here is a man that loses $1,000,000 this year. Now, he has got to
make $1,000,000 in three successive years to get even-lie doesn't
even get even then, he is still out $34,000. So that the man with the
capital that you want used in productive enterprises is being kept
out of business. Ile just can't make money if lie is investing ill any
business that has any chances or hazards to it, because lie is bound
to have losses, and thierefore, he would have a much better chance
at the race track-I mean if he didn't include his winnings in his
income--he would have nore chance to make money thanlhe would
in business.

Senator VANDENBERo. This is what I wanted to get at first, Mr.
Parker, while you call this new category a supertax category, that
might at first blush be misleading. It is merely a redivismon of the
existing tax collection, you are not proposing the assessment of a
supertax which would be a tax on top of the existing taxi

Mr. PARKER. No, I an l)roposing to keel) the tax at about the
present level, but instead of dividing it into two parts, divide it
)nto three.

Senator VANDENEzxo. And the supertax is simply the third and
final section of the tax as it now exists?

Mr. PARKER. That is right.
Senator VANDENBERo. And the purpose of the further division, as

you indicate, is to leave a ceiling on the Federal revenues
Mr. PARKER. That is right, it can't drop below a certain rate.
Senator VANDENBERo. Now, you have suggested that there might

be some original loss in revenue to the Treasury as the result of
these deductions, but that you would expect a logical result to be
an increase in this national income which would more than take up
the slack, is that right ?

Mr. PAmuxFR. That would be what I would expect.
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Senator VANDENBERG. Well, why isn't it just as logical to proceed
in that direction as it is to proceed by direct expenditures for the
purpose of taking care of unemployment. It seems to me that this
thing which, let us say we loosefully call "pump priming," takes
money out of the Treasury for the purpose of encouraging employ-
ment. I am not speaking of it critically, I am just speaking of it
analytically. It takes money out of the Treasury for the purpose
of encouraging employment.

Incentive taxation, of the sort, you discuss, merely stops, in the
first instance, a certain portion of the money going into the Treasury.
The net result to the Treasury is precisely the same. So that the
final question solely is, do you create more employment in the
American way by pump priming than by incentive taxation, and
the justification for it seems quite obvious if the result, of the
incentive taxation is to increase the national income, because as I
understand you, you feel that. the only possible hope of balancing
the Budget is through an increase in the national income--is that
right?

Mr. PARKER. That is right.
Take that first. deduction, about servants, that is a very heavy

cost when you figure how much a man has to make in the higher
brackets to pay that servant.

Supposing he lives in New York. He has to pay his 8 percent
New York State tax and he has to pay his Federal tax. Say that
he makes over $100,000-he is up in the 62-percent bracket. Well, we
will say he pays a maximum total rate of 66 percent in Federal and
State tax. Now, if he pays his servant $2,000, he has to make almost
$6,000 to pay that servant's salary, when you figure the tax.

Senator VANDENBERG. You were very much more definite in analyz-
ing your suggestions in respect to individual tax returns than you
were in respect to the corporate tax returns. Would it be correct
to say that. your analogy in the corporate-tax field would mean that
you would approve of the application of incentive taxation in the
supertax bracket for plant expansion and plant replacementsI

Mr. PARKER. I would have the same incentive deductions, and by
the way, I may not have listed all that could be used. I have a few
more that might be considered.

Only, in the ease of the corporation, you wouldn't have to have
this normal surtax and supertax, you would have a normal tax
and a supertax and you would divide it into two parts in that
case, because I don't think, in the case of a corporation, you have
any need for graduation. With corporations the size of their net
income isn't a good basis for a graduated tax because you can't
tell how many stockholders are in it. A corporation may have a
large net income but it may have a large number of stockholders,
and graduated taxes on corporations' incomes become unfair unless
they are based on some principle like excess profits or something
like that,

So that this plan with respect to the corporation, what I had in
mind, roughly, was to compute their net income as at present and pay
a certain rate, 121 2 percent perhaps; on the supertax net income, after
taking off these incentive deductions, perhaps 10 percent. Of course
that rate might be applied to zero, or it might be applied to part of
their net income, according to the magnitude of the deductions.
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Senator VANDENBERO. In your suggested deductions for corpora-
tions, would you specifically include in your suggestions allowance
for plant expansion and plant replacements?

Mr. PARKER. Yes; I would. In fact, I think if you are going to
apply this system you want to make it of general application. I
think that is one trouble with the allowances you make to oil and
mining businesses by way of percentage depletion. You stimulate
that industry but you want to stimulate all industries at the same time.

Senator VANDENBERO. Have you any figures at all which indicate
the extent to which the discovery depletion and so forth in the
mining field did increase the activity!

Mr.-PARKEn. I thought of that, and I thought probably you would
ask that question, but I didn't have time to assemble anything on it.
I looked over the statistics roughly. Of course, it is pretty difficult
to tell, on account of the depressions that we have been in and the
state of other industries and their purchasing power, and so fbrth.
The p rice of oil has been accommodated to tie great. production.
that has come about, and we have had some overi)pouction but we
wouldn't have had so much overproduction if we had had ail indus-
tries stimulated. I will try to furnish you some figures on this point.

Senator VANDENBERo. You are convinced that it did operate to
increase the productivity and thus to actually increase the income,
thought

Mr. PARKER. That is right, and I know it stimulated investment in
the oil business. A man got. the chance to make more money and
pay less taxes.

Senator VANDENBERG. Have you ever made any estimates on the
amount of expenditure which might be made in this country by way
of overtaking obsolescence in industrial institutions, if our entire
industrial equipment were brought up to par againI

Mr. PARKER. No, sir; I have no accurate figures on that. I think
vou could arrive at some basis for making an estimate through the
depreciation allowances to corporations. Depreciation allowances to
corporations alone are a little less than $4,000,000,000 annually, and
of course some of that is on buildings but a great deal is aso on
machinery. So that you can tell that there was a very large invest-
ment in plant and in machinery. I don't know what. that deprecia-
tion would run merely on machinery; it might run a billion and-three-
quarters, I would think, which would indicate an investment in ma-
chinery of perhaps $4,OO00; 0W000.

Senator VADZNBERG. lV eli that is a very interesting figure.
Mr. PARKEM. I am just taking these out of my head, I may be

rather inaccurate.
Senator VANDENBERG. Your head is the best source of that infor-

mation that I know of in Washington.
Mr. Sloan made the statement Friday, rather dramatically, that

the American industrial plant is virtually obsolete today, taken as a
whole, because of the failure to keep it up to date. Well, I have
heard estimates running all the way from 10 billion dollars up, as to
the essential expenditures that ought to be made for the sake of simple
efficiency in restoring the American industrial machine to a basis of
decent productivity. Well, if the total investment is $40,000,000,000,
taking your figure, and Mr. Sloan is remotely correct in suggesting
that it is substantially obsolete, and estimate $10,000,000,000 as avaif-

11031.3--39-32
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able for hnmcdiate expenditure under proper incentive, would not be
out of line, would it?

Mr. PARKER. I don't think so, because of course some buildings are
also obsolete and would have to be replaced in connection with the
installation and modernization of the plants. The old buildings
might not be adaptable to the heavy machinery, the floors might be,
wrong. Therefore, if you include what additional buildings are
necessary, I think $10,000,000.000 to modernize our indlustries would
probably be too conservative.

Senator VANIENBERO. Exactly.Now, how are you ever going to reach this national income of
$100,000,O00,000, which you deem essential to an ultimately balanced
budget; how ame you going to reach it except that you do it through
these preise fields of expenditure? Are not these'the chamels that
we must pursue?

Mr. PARKER. The income is going to come about through a more
rapid turn-over, which means a more rapid exchange. Everybody's
standard of living goes up. There is more production anl more
exchange of that pnduction. I have no panacea, Senator, for the
whole thing, but it does seem to me, from my engineering experience,
that this is a dynamic proposition. It is not 'a static one. The wheels
have to go around and they have all got to go around together, in
general, and everybody must produce more, thereby there will be an
exchange for those articles that are produced.

Senator VAxoxm,-maEo. And, in your judgment, it is a practical thing
to anticipate the stimulation of this increase to a ivoaomiable degree of
incentive taxation?

Mr. PARKER. I think it is well worth the trial.
Senator VANDENILRO. A suggestion has- been made by sie witnesses

that corporations should be afllowed to accumulate reserves in good
years for the regularization of employment in bad years, and that
those reserves ought to be entitled to some tax consideration. Would
yo u have any comment to make on that ?

Mr. PARKEE. It is a little difficult to handle on account of getting a
formula that wo'ild apply to all business. I think it ought to be
studied. I haven't gone into it enough to know whether you could
provide for a reasonAble formula for such a reserve, and, of course,
you might have tc put certain safeguards around it. You would have
to be earef al D-t to open up loopholes to tax evasion.

Senator VANDENRBRO. I think that is all I have to ask, Mr. Chair-
man. I am greatly indebted to Mr. Parker for his contribution. I
think it is thoroughly constructive and forward looking.

Senator EnRRmNo. It was suggested, Mr. Parker, that in comwection
with your general proposal we get your reaction as to whether or not
you could obtain the same results as you hope to obtain by limiting
the incentive deduction to a certain percentage of the net income.

Mr. PARKER. You mean abandon the surtax idea and limit this
deduction to a certainypercentage of the net income?

Senator HT InINO. I es; if you could obtain the same results.
Mr. PARKER. Well, it would be a very difficult thing. If you have

a different percentage for each deduction, you would have all these
percentages operating; howt-ver, if you lumped all the deductions
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together and st a percentage limit that would be practical, I believe
the results, though, would be, different than under my plan.

Senator HRmNo. Well, if you have any other suggestions you wish
to give us, we would like to have them. We appreciate very ikiuch
having your advice.

Mr. PASKER. I have nothing else I am glad to be here.
Senator V.ANDENBmto. I would like to ask you one more question,

Mr. Parker.
When the Tax Research Institute of New York City testified the

other day, they offered a specific proposed change in the revenue act,
dealing vith ihe particular thing you and I were discussing a few
moments ago, namely, the importance of stimulating plant expansion
and plant replacements. Evidently their suggestion also had in mind
the necessity for protecting, to somle degree, the existing Federal iev-
eunie. I would like to read to von-it is very brief-the proposed
change which they suggest in section 23-A of ihe 1938 Revenue Act.
They suggest it be aniended to 1wrmit tie deduction of-

lifty iwrcent of -i.y "ittomwt valmI out for itw I[nilIIhigs or for new machinery
aid equipmentt or for IWll lnHC-t Imnprovr-mentis or bettermits to be iisd In
the taxlmyer's trade or inushie. s, whether or not having the effect of increasing
the valne of any property or estate, and any amounts expended in restoring
the property or mnakJhig good the exhaustion thereof, whether or not allowance
k or his bei made, provided that the total of such amounts permitted to be
deducted during a given taxable year for any and anl of such Iurpmes may not
excxel 15 percent of the taxpayer's tiet income as oomputed without the benefit
of this deduction.

Would that provide the essential revenue protection that you have
in mind?

Mr. PARKER. That would provide protection. Of course, you have
one little difficulty there. We already allow the corporation 5 per-
cent as a deduction for charitable gifts--and it hitts got to be specified
whether you are going to consider the net income after that chari-
table gifts deduction, because you would have the two percentages.
You can do it, but sul)lse you wanted to give three or four more
deductions-they propose one deduction, en you have all these
different percentages and you are in more trouble. I think, unless
you provide that the total of all these deductions shall not be more
ian 15 percent-and you could work it out that way-you would
not gain in simplicity. This is the essential difference between the
two plans: Under the one proposed by the Tax Research Institute
you get no relief for spending for employment and plant expansion
more than 30 percent of your net income7 under my plan the relief
increases until you have used all the net income you have left after
payment of the minimum tax. Let me illustrate in the case of an
inividul. Under the 50-15-percent proposition, an individual hav-
ing a net income of $1,000,000 who spent $300,000 for plant expan-
sion would have his tax reduced from $679,000 to about $665,000.
If he spent more than $300.000 his tax would not be further reduced.
Under my plan if he spent $300,000 he would hitve his tax reduced
from $609,000 to about $540,000 (not a far different result), but if lie
spent $600000 instead of $,300000, his tax would be reduced to
$400,000. Mfy objection to the percentage limitation is that it will
discourage instead of encouage expenditures beyond the point of
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that percentage. That is what happened in the case of the percent-
age limitation used in the allowance for charitable gifts.

Senator VANDENBER0. WVell, it seems to me that your method of
categories is preferable.

Senator HERRiNo. Thank you, Mr. Parker.
Judge Fletcher. Judge it. V. Fletcher, general counsel, Associa-

#ion of American Railroads.
Judge Fletcher is going to discuss profit sharing fnd incentive taxa-

tion in connection with the testimony we had the other day of Mr.
Cherne.

STATEMENT OF JUDGE R. V. FLETCHER, GENERAL COUNSEL,
ASSOCIATION OF AMERICAN RAILROADS, WASHINGTON D. C.

Mr. FLETCHER. My name is R. V. Fletcher; I am a lawyer. I live
in Washington, and I ani general counsel of the Association of Ameri-
can Railroads.

I think I should say perhaps that the Association of American
Railroads is a voluntary association, and in its membership is com-
prised practically all of the class I railroads of the United States.

I think of those class I railroads something like 98' percent of the
mileage belongs to this association. A class I railroad, of course, is a
railroad which under the classification of the Interstate Commerce
Commission has a gross revenue of $1,000,000 or more per year. There
is also an association which deals with the so-calleJ short-line rail-
roads, which is something separate and apart from the association with
which I am identified. I think of the mileage of the railroads of the
United States, of all classes, something like 95 percent belongs to the
Association of American Railroads.

That association was organized and exists for the purpose of han-
dling, cooperatively, all or any of the problems that come along in
connection with railroad operation, railroad finance, railroad legis-
lative proposals, and the like. It has various departments, and I hap-
pen to be in charge of what is known as the law department of that
association, paying special attention to matters pending in Congress
which are of interest to the railroads of the country.

I appear here in regard to Senate Resolution 215, not so much
to discuss the profit-sharing features of that resolution, but another.
I call attention, simply to make the record complete, to subsection (c)
of the first section of the resolution, which reads:

To the consideration of any other recommendations which may prove desirable
in pursuit of the objectives-

And I refer back to one of the objectives mentioned in the resolu-
tion, which has to do with the grant of compensatory tax exemptions
and tax rewards when profit sharing is voluntarily established.

I should be very glad, indeed, to give some information to the
committee with respect to profit sharing except for the fact that the
railroads have had no experience in profit-sharing enterprises and
profit-sharing schemes; and indeed, in recent years, it is a matter of
common knowledge that the revenues of the railroads have been so
scanty that there were really no profits to share. But aside from that,
I think the committee will understand that the railroad industry is a
highly regulated industry whose rates are fixed by the Interstate Com.
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merce Commission, and whose expenditures are determined very
largely by the Interstate Commerce Commission, and by various other
governmental agencies, particularly those that deal with wages and
with working conditions, all of which are regulated in accordance
with law.

So that it is very doubtful indeed if the Interstate Conunerce Con.
mission would permit rates to be put into effect on the railroads of the
United States which would allow the accumulation of any amounts
that might be shared with the employees in accordance with a profit.
sharing scheme.

Theoretically the rates of the carriers are fixed in such a way as to
give no more to the railroads than a fair return upon the value of
their property. As a matter of fact, as I shall take the liberty of stat-
ing in a moment, the Interstate Commerce Commission has never been
able to establish and approve rates which would ve anything like
a fair return upon the value of the property, and I have no doubt that
the Commission would hold as a proper interpretation of the Inter-
state Commerce Act, under which it functions, that it would not be
privileged, in the course of protecting the public interest, to allow any
funds to accumulate to share with the employees beyond what would
be necessary to pay operating expenses and taxes and something like
a return upon the investment.

I think, gentlemen, that in considering profit-sharing plans, a dis-
tinction will have to be drawn between regulated industries, such as
the railroads, and private industries, where they are free to fix their
prices without Government interference as to the amount of the price.

And, in the third place, I don't think that railroad labor-I do not
hold any brief for railroad labor, railroad employees--but my ex-
perience with them would indicate that they would probably not look
with favor upon any established profit sharing. As I understand the
policy of theleaders of union labor, they think that whatever amounts
are left over and above such sums as are needed to sustain the industry,
that their reward should come rather by an increase in the wage scales
than by any profit-sharing plan. For those reasons I will ask the
Committee to excuse me from expresshig any views upon the subject
of profit sharing as such.

But I understand from what I have seen in the press, that perhaps
this committee would permit me to say something on the question of
tax incentives, which is one feature of the inquiry in which the
railroads are tremendously interested.

Now, two serious problems confront the railroads at the present
time, or perhaps I should say that there are many problems, but there
are only two that I need mention, because I think they are matters of
supreme importance.

In the first place there is the great necessity for the reduction of
debt on the railroads of the United States; and there is, in the second
place, the greatest need for the expenditure of very large amounts of
money ill the rehabilitation of the plant. And to those two I would
like to address myself.

I understand that the committee might not be interested so
much in the question of debt reduction as they are in the question
of plant expansion, and I can readily understand how that point
of view might prevail, for the reason that a sum spent in debt reduc-
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tion would probably not go immediately to the employment of the
unemployed labor, or to the relief of the unemployment situation;
whereas amounts spent in plant expansion, or in rehabilitation, which
is probably a more accurate term to apply to it, would go to the im-
provement of the unemployment situation, and in a very substantial
way, as I shall endeavor to point out.

On the subject of debt, reduction, which I will refer to rather
briefly, I call attention to the fact that as of January 1, 1937, the
amount of the outstanding capitalization of the railroads of the
United States was $18,319,000,000.

Of that $18,319,000,000, $11,250,000,000 is funded debt and $7,069,-
000 000 represents the par value of the outstanding capital stock.

Senator VANDFxByRo. Before you leave that figure, Judge Fletcher,
have you a comparable figure showing the market value of that
capital stock a's of that date

Mr. Fh igrdnu. I haven't that figure before me, Senator. I would
be very glad to supply it, It is a great deal less, of course.

Senator VANDENBER0. I think it would be a very significant figure.
Mr. FAwrciiza. Of course, that varies from day to day.
Senator VANDENBUro. How about the bonded debt?
Mr. FLrwnrIER. The bonded debt of the railroads, if you talk abott

market value, is very much less than the par value. the par value
is what I have given you of $11,250,000,000.

Now, the market va tie also fluctuates from day to day, but I could
give you that figure as of any diiy that you would desire, and I
should be glad to supply that in a letter to the committee if you
should like to have it.

Senator VANDENBEIG. Suppose you give it to us for the day coin-
parable to the day when you mad e your other calculation.

Mr. FLrvrciniz. That would be easily done. This figure that I
give you is of January 1, 1937, and the market value both of the
stocks and bonds is less at the present time than it vas then.

Senator VANDENnO. Suppose we have both figures, then and now.
Mr. Fzrciia. I shall be glad to give it to you ag of January 1,

1937, which is the date when I stated the par value of these securities,
and I will give you the market value as of December 1, 1938.

AsSOCiATION o? AUai(RAN IAILROADS,
11'asnhigton, D. C., Dcrember 14, 18.

MMMrTEX ON FINANCF,
Unitcd States ,¢enatc. lashlington, D. C.

OGMTLMEN : When I appeared on last Monday as a wituess before the sub-
.'ommittee conducting the hearing. purumant to Senate tesolutlon 215, I was
requested by a member of the committee to furnish figures as to the inarket
vahle of stocks and bonds as of certain dates. I stated that I would en.leavor
to supply the Information through the anedlium of a letter.

Our statistics cover only the market value of railway bonds li.ted on the New
York Stock Exchange. I uudertook to give the figures as of Jauuary 1, 1037. and
December 1, 198. I am compelled, however, to request that I be allowed to
substitute Novemberr 1. 1R38, for lDecember 1, 1f 3. T find that the figure are
not available as late n-: lDeen.ber 1 of th[, year.

The market value of listed railway bonds on January 1, 137, wits $9,049374,-
375. As of November 1, 1038, the market Tatne of lkted bonds wias $6,4w$,140,(00.
It will be noted, therefore, that my estimate of 00 percent as representing the
ratio of market value to par value was not very far wrong.

With respect to stocks, the market value of all railway stocks listed on the
New York, Stok Jisehauge as of January 1, 1937, was $4,4W,51,72.5. AA of
November 1, 1M8, the figure was 2,071,110,00),
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Asked by it moinlwr of the .onilitee to make a gmess a! the ratio of the

market ialne of the ito.k to par value, I sm igAted 25 1wrt'ent. The figure,
however. turns out to be more nearly 37% Ierkeut.

I A.hall be glad If thlt letter calk be made at tart of the record fit this proevolhig.
Very truly yours,

R. V. FTnmtH.

Senator VANDENBnito. Fine.
You wouldn't feel ftee to make 8 stab at that now?
Mr. FLIMER. I can guess at it, and I don't know that. my guess

would be so very far off.
My opinion is that in the case of the funded debt, the market value

at the present time is about 60 percent of the par value. In the case
of the capital stock, the market value is more in the neighborhood
of 25 percent of the par value.

Senator VANDENH ERG. In other words, the $11,000,000,000 bonded
debt was worth in the market value about $6,500,000,0001

Mr. Fzxarcnsu. Yes and the capital stock would be worth some-
where in the neighborhood of a little less than $,0,000,000.

Senator VANDENBERo. Compared with a par of what I
Mr. FLrrtion. The par valute of the stock is $7,069,000,000 as of

January 1, 1937.
You will observe that taking this capitalization at par, and com-

paring the bonded debt with the capital stock, the bonds constitute
about 60 percent of the entire capitalization, and the stock about 40
Krce)it. That is true of the clags I railroads, that ratio of 60 and 40

for the class I railroads. Taking the railroads as a whole, and basing
my stateinlent oi a report recently made by Dr. Splawn, who is the
chairman of the Intestte Comnerce Comnmtission. a very well in-
formed and a very worthy gentleman indeed, he figured out that
taking all of the railroads, the ratio of stock to bonds was about 55l,
percent of bonds and about 441/ percent stock.

That is generally conceived to be a rather unwholeso ne situation.
(ltat the bonds should be 60 or even 551/ percent of the entire capitali-
zation. Many people who have given sonle attention to this believe
that the bonded indebtedness of the railroads should not be more
than 50 percent of the entire capitalization.

I want to call your attention to the fact, however, that there may
be something a little bit peculiar about railroad capitalizatioai, that
this 55y, percent, or in the case of tle class I railroads, 60 percent,.
of the entire capitalization representing bonds, is money wlih has
been borrowed and spent in plant expansion, in the construction of
the plant. It doesn't represent accumulated deficits for which money
hash1ad to be borrowed. It rel)rekents really a part of the essential
calital structure of the railroads.

Senator VANDE'DF20. You inean you don't iuin the way the Gov-
erminent does?

Mr. F mimim. Well, I don't know about that, but I know that
sometimes private industry has to borrow money to pay expenses.
That isn't the case of the railroads. The truth about it is that rail.
roads were originally built out of money derived from the sale of cap-
ital stock, andis those railroads expahided andi extended and found
it necessary to double and treble their plant, they were able in those
days to borrow money so much cheaper than they could a quire
money by the sale of capital stock. That is to say, if you had a
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fairly prosperous railroad that was paying 6-percent dividend, the
,owners of that stock did not feel like selling stock and admitting
others into a 8-percent dividend-sharing program, when they could
borrow money at. about 3% or 4 percent. It was considered to be
'sound financing for them to expand their property through the salon
of bonds rather than through the sale of stock, and I think it is
worth remembering that the average interest rate now upon the
-bonds which the railroads have outstanding is 4% percent.

Well, in order to meet the interest on these outstanding bonds, the
annual interest accruals for the year 1937 amounted to $448,344 24.
I give you the exact figure for the year 1931, the latest year for which
-figures are available. That is the figure o interest accruals, that is
the amount. which the railroads would have to pay as interest upon
their bonded debt if in fact all of them were paying the interest on
their bonded debt. As a matter of fact, the interest payments for
1937 amounted to no more than $344,425,036. That is because about
one.third of the mileage of the country is in the hands of the courts,
undergoing reorganization either through the medium of equity re-
-ceiverships or through bankruptcy under section 77 of the bankruptcy
law. So that one-third of the mileage of the country is relieved from
-he immediate duty of paying interest on their bonds.

Senator VANDZNBEZR. How much of that one-third is in class I rail-
roadst

Mr. Ftrrciiu. I am speaking of class I railroads; I should have
Zaid that, I meant class I railroads-31 percent is now in the hands
.of the courts.

Senator VANDENBERG. How much of the other railroads is in the
hands of the courts?

Mr. FurHmE. I haven't that figure before me, Senator, but I think
it runs about the same proportion. It is worth remembering that at
the present time in the hands of the courts, under reorganization, are
such important railroads as the Frisco, the Missouri Pacific, and
the Chicago, Milwaukee & St Paul and the Chicago & Northwestern,
-and the Central of Georia, and tie Seaboard Air Line-and many
others that I could mention.

And I might say in that connection, that many other railroads
:beyond those would have been probably in bankruptcy but for a very-generous and liberal lending policy on the part of the Government
of the United States through its lending agency, the Reconstruction
Finance Corporation.

Senator VANwzxzm. Does that just postpone the time when they
-will go into the hands of receivers?

Mr."FxroHr. Unless things improve; yes.
Two important railroads are now undertaking the very diicult

task and the very interesting experiment of trying to get their capital
structures reorganized by the voluntary action of creditors, without
having to go through the long and expensive and tiresome machinery
of reorganization tinder section 77. I refer to the Baltimore & Ohio
and to the Lehigh Valley. It looks as if the Lehigh Valley were
going to make the grade all right. I hope the Baltimore & Ohio
'Vill also. Their structure, of course, is much Fnore complicated than
that of the Lehigh Valley, because it is s9 much larger.

Now as I have said, sound financing would probably require that the
funded debt should not be more than 50 percent of the entire api-
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talization. And that means, you see, that there should be a reduction
of funded debt amounting to at least $4,000 000,000, which would
bring this figure of $11120,000,000 down to about $7,25,000,000 an
amount equal to the par value of the capital stock outstanding.

Senator VANDENsiEo. And that would also bring it down about to-
your estimate of the market value of the bonds I

Mr. FLREC=z. Yes; that is not far from it, Senator. I think that
is a coincidence, but an interesting one.

Senator VANDzENmo. I think it is a very significant coincidence.
Mr. FtCHR. I think it is.
Senator VANDENmm. Because I have been tremendously intrigued!

by the idea that if the railroads were permitted to buy their own-
b-nds instead of letting the, speculator, and take advantage of the
shrinkage without a t a v " could rather painlessly
recognize their bo structure through ery simple tax incen.
tive. Are you to discuss that I

Mr. Fxrv . I ad not ha ,tt in mind to uss particularly
that which as so clearl bro t at an earli hearing by &
gentleman o appea ore e com ttee, but it I very inter-
esting a ractical Io it

Senate HzsmN o think th r is a ictal u ion, the,
one ma& by Mr. t L It

Mr. zvwr m. I thog o f crge e nds wou have to
be fo coming by the r ads, but to e that 'i he rail-
roads would go to the k using h*ust tion tha I think
was debefo 111 1i he ul bonds fo cents,
on th dollar, som tem n ought *without h ing the
n for pa tax ii an pjot, it would a veryg fo W,

gek centive to he an&a tirenient of these
If we uld re ce the fun debt $4 00, suming-

that 4 rcent is the ave int he railr ds' funded
debt, you ould the reduce eir char you see by
$180,00 00,M id that w #*r ry desirable th indeed.

th*e 1ters Commerce Commission proper ad wisely, as:
I think, is ende in to bring about a police heeby there will
be reserves set up raio s or e ent eiron
and in the securities whic cause the nterate C .
nerc Comrission ,you know as to approve the issuance of all

securities-in the orders which they make permitting the issuance of
securities (sometimes those are refunding'securities) they have very
generally, in recent months or in recent years, provided that sinking
funds sliall be set up for tl~e purpose of retirin., those bonds and put.
ting into effect a system of wholesome amortization of the funded
rai road debt.

It has been commonly said that the ideal situation would be to retire
these bonds, or to provide for future plant expansion by the sale of
capital stock, but that is of course impossible at the present time
because there is no market for the sale of capital stock except in the cse
of a very few railroads. In the case of thbse railroads that, could sell
their stock at a desirable re, their funded debt rests upon thlmei not
as a burden, no particular-urden, and therefore there would be very
little incentive to retire it. I refer to such roads, for instance, 4a the
Norfolk & Western, the Chesapeake & Ohio, possibly the Pennsylvania,
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which are in a fairly good financial condition compared with some
other railroads of the country.

And I know, Senators, no public opinion which is more pro.
nounced, more unanimous, than the view that there should be some
kind of a program set up for reduction of debt on the railroads. It
goes to the point, of course, of having many people advocate, to use
the common expression, that the railroads should be put through the
wringer. Personally, I don't have much sympathy with that view,
stated thus broadly and without exceptions, because if a nilroad
is insolvent and can't pay its debts, the court will put it through the
wringer all right through the medium of bankruptcy, the Babkruptcy
Act, and if the railroad is able to pay its debts, I know of no prin-
ciple of law or of morals, for that matter, which would justify
repudiating its obligations.

But I am quite sure that if some method could be found whereby
moneys could be secured for the purpose of relieving the burden of
debt that rests upon the railroads, it would go very far toward re-
storing its credit finl rehabilitating the industry.

Audthat is all I had in mind to say, unless there is some question
on the question of debt reduction.

Senator VANDENERO. Before you leave it, I would like to recur
once more to the suggestion we were previously discussing, because
I would like to know what is wrong, i anything is wrong, with this
notion that a railroad shouldn't be prmitted to buy its own securi-
ties at their market value and take advantage of the saving without
taxation on them. If the total debt reduction which the railroads
re uire is already represented by the total market reduction in the
vaue of railroad securities, doesn't it seem rather clear that there
ought to be a relationship between the two in seeking a formula that
you discuss, and would it not inevitably be to the advantage of the
situation if the railroads were permitted to take in these securities
without tax?

Mr. FLrcriy. Why undoubtedly Senator, I don't see how there,
can be any question about it. If there are other considerations of
public interest that. would permit it to be done.

Senator VAxDBzNBmo. Doesn't every public interest trend in that
directions

Mr. IL'[zroi . Well, it seems so to me. I have no thought of
-saying anything else except in commendation of such a suggestion,
because as you well say, Senator, the market reflects the views oi
the investors as to what is now the amount of reduction there should
be in -lebt, stating it in another way.

Seiintor VANDXWnERO. But meanwhile there is this further con-
siderat.on; let us assume that the Government by some heroic con-
tribution, makes it possible for railroads to be" rehabilitated; the
private speculator who bought these bonds at 20 cents on the dollar
thereupon becomes the beneficiary of the Government's activity in
cooperation with the railroads. Certainly it is to the interest of
the Government which furnishes the cooperation that the railroads,
backed by the Government's cooperation, should be the beneficiary
instead of the speculator.

Mr. Ftzwn xa. I think so.
Now turning to what. is my principal subject here, and about

which I want to lay the greater ,mphasis, namely,, the need of the
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railroads to spend money for their own rehabilitation, I would like
to call attention to the needs of the railroads in the matter of
equipment, both the amounts which they should spend for repairing
their equipment and the amount which they should spend for new
equipment.

I have before me a statement which was made up by our depart-
ment. of operation and maintenance, headed, as it is, by a very
competent man-I may mention his name, Mr. Symes---submitted at
one time in the course of a rate case to the Interstate Commerce
Commission, and now revised so as to reflect present conditions. And
with your permission I would like to put into the record a few
figures, with some comment of my own, with respect to what that
shows.

On November 1, 1938, which is a very recent date, the carriers owned.
1,689,782 freight cars.

Of that amount 234,926 cars were in bad order. That is too many
cars in bad order ior a wholesome condition. It is commonly believed
that not more than 6 percent of the freight cars of the country should
at any one time be in that condition which we call bad order; that is.
not available for immediate use. And therefore, of that number of
cars which I mention, the bad-order situation should be corrected to
the point where the bad-order cars are not more than 6 percent of the
ownership.

Senator VANDENBR0o. By your figures then. over 12 percent-
Mr. FLtTCnER (interposing). Yes; there are over 12 percent at the

present time, and upon my figures and upon my theory, they should
immediately put into gooa condition, or as soon as possible put into
good condition, as many as 133,540 cars.

Senator VANDENBERO. I1ave you any estimate as to what it would
cost to do thatI

Mr. FL-rCHE. That is what I was coming to next.
The average cost of repairs is estimated-at $400 per car and the

total amount that should be expended, to reduce the bad-order situa-
tion down to where it wouldn't be greater than 6 percent of the
entire ownership, would require the expenditure of $53,416,000. That
is the situation as of November 1, 1938, so far as freight cars are
concerned.

But I want to call attention to the fact that not only is there great
need for the repair of these cars, but the railroads of the United
States, if they are to perform their legitimate function, need at the
present time to buy new ears in an amount which ha's been con-
servatively estimated at 100,000 new freight cars per year for the
next 5 or 0 years. They ought to buy 100,000 new freight cars every
year for the next 5 or 6 years. .

(10,1someone will say, "how do y-ou reach an~y such conclusion
as that?" Well, one way to arrive at it is to examine what the rail-
roads did do in a period of comparative prosperity, and I refer
now to the period from 192 to 19, inclusive, a 7-yar period. In
that time, this table that I have before me shows that the average
number of cars added annually during that 7 years was 114,832 cars.
In that whole time from 192 to 1929, while the amount varied in
different years, being highest in the year 1923 and lowest in the year
1928, the average was 114,000 now cars everyyear, which the iraroads
added to take care of the traffic which was offered to them. '0 Coiurse,
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you understand why it was so heavy in 1923. That. was because the
railroads had then only recently emerged from the Government-
ownership period-Government-operation period, I should say-and
railroad equipment was run down dreadfully when the railroads came
out of the Government control. That is no reflection on the Govern-
ment; they had to run those cars just as long as they could to handle
the war traffic which was offered to them at that time, and with no time
to stop and keep the cars in repair.

In the period from 1930 to 1935, the depression period, instead
of buying 114,000 cars a year, they bought only 21,000 new cars a
year, for lack of funds, and partly because ol course, traffic had
fallen off. To show how responsive the railroads are to anything
like an improvement in business I call your attention to the fact
that in 1936, when things were looking a little better, they bought
43,941 cars; and you remember that at the beginning of the year
1937 when the picture was much brighter, before the recession set.
in, they had already contracted for and did actually receive and pay
for in 1937, 75 058 cars. Of course, if they could have stopped their
orders after the recession began to be so marked and significant,
along about August or September of 1937, it would have been a dif-
ferent story; but those orders had already been placed, and of course
delivery was being made.

So I think it is clear that the railroads ought to buy 100,000 new
freight cars for the next 5 or 6 years.

Senator VANDENBERO. You mean yer pearl
Mr. Fixrcin. Yes; annually. And that would cost about $300,

000,000 a year to buy those 100,000 freight cars annually so there is
an expenditure of $300,000,000 annually for the replacement of
freight cars.

And that means, too, if you continued to perform the railroad
business in the type of equipment which they have now-and I
would like to have permission if time permits to consider, with the
committee, briefly, in a little while, the necessity for spending a
great deal more money than that in buying a new-type freight car,
lighter cars, cars that can be handled more economically than the
present cars-but these figures are made upon the assumption that
the classic type of freight car, so to speak, will be continued in use.

Let us look at the locomotive situation, which is interesting.
On the 1st day of July 1938--that is the latest date that I have

the figures on that. particular type of equipment-the carriers owned
43,119 locomotives. Of that number, ,875 were awaiting repairs.
Now, that is an unwholesome situation. That is a greater percentage
of locomotives in bad order than should prevail if the railroad
business is to be carried on as it should be. The best judgment is
that the bad-order locomotives should not be more than 10 percent
of their ownership. That means that 3,54 locomotives should im-
mediately be put in good condition, so that the percentage of bad-
order locomotives would iiot be in excess of 10 percent.

That will cost, on the basis of an expenditure of $7,000 per locomo-
tive, which is conservative, about $'25,000,000 to repair, put in good
order, the locomotives necessary to produce a comfortable and whole-
some situation in the matter of power.

Not only is there the necessity for repairing these locomotives,
but it is well understood in the railroad industry that the railroads
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ought to buy 2,000 new locomotives per year for the next 5 or 6 years,
which would involve an expenditure of $200,000,000.

Senator VANDENBERo. Per year?
Mr. FLMIMR. Per year.
The reason why we say that they ought to buy that number of

locomotives is based largely, as in the case of cars, upon experience.
For the same years, 1923 to 1929, inclusive for that 7-year period,

the average number of new locomotives added per year was 2,075;
and it is for that reason, among others, that it is believed that 2,000
new locomotives should be added annually for the next 5 or 6 years.

Senator VANDENBERo. Are you still dealing with class I railroads
alone, or all railroads?

Mr. FLETCHER. I am still dealing with class I railroads alone.
From 1930 to 1935, inclusive, they added only, on the average, 174

new locomotives per year.
There were 2,000 new locomotives annually in the period from 1923

to 1929, 174 in the period from 1930 to 1935.
In 1936 they added 87 new locomotives. In 1937, for the same

reasons that I mentioned awhile ago, because business looked pretty
good at the first of the year, they added 373 locomotives.

So the best judgment is, 2,000 locomotives should be added each
year for the next 5 or 6 years, with an annual expenditure for that
purpose of $200,000,000.

Senator VANDENBERo. As you go along with these figures, Judge
Fletcher, would there be any general percentage that could roughly
be applied to project the figures over the entire railroad situation
of the country

Mr. FIXrCIER. You mean including the small railroads as well?
Senator VANDENBERO. Yes.
Mr. Fr rncER. I think there would be very little difficulty about

that. I do not happen to have that information because, as I said,
we deal only-directly with the class I railroads.

Senator VAND.NBERO. Would you hazard a general percentage
which we might apply to your figures to cover the country as a
whole?

Mr. FLMCIrIER. Well, I think 10 percent added to it wouldn't be
far wrong.

Not onry do we have this need for the considerable expenditure for
locomotives and freight cars but we have got. to look at the railway track
structure; that is to say, the condition of rails and ties and the ballast.

The railroads in the last 8 years, these being years of depression,
have laid something less than 1,000,000 tons of new rail annually. It
is believed that they ought to have expended, or at least they should
begin now the expenditure of 2,000,000 tons annually for the next
several years.

Again referring to experience, our tables show that in the period
from 1923 to 19"29, inclusive, the average per year of new rail was
1,977,000 tons, which is practically 2,000,000 tons. For that reason
we say they ought to put in 2,000,000 tons of new rail annually
for the next 5 or 6 years. That is only new rail. I do not encumber
this record-I don't think it would hardly be desirable-by men-
tioning the amount of second-hand rail which has been laid in that
time, because, generally speaking, that is rail which has been taken
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out of tile main lines and put into less important lines. I am con-
fining my" observations to new rail.

Ini the'6 ears from 1930 to 1935, they laid on tile aVealiff, annually,
instead of .2,000,000 tons of rail, only 751 000 tools of rail due to the
deression and tile lack of revenue to pav ior the new rail.

rl 9 they laid 921,000 tons anl 'in 1931 a little over 1,000,000
tons. But clearly, there is need for the expenditure of very coil-
siderable amounts of money in the laying of additional rail.

Now, to lay 2,000,000 tons annually of new rail would cost about
$l00,0002000.

Senator AVANDEXJERO. Is that the cost of the rail and the cost of
laying it, together I

Mr. FLTmCHER. That is the cost of the rail in place, as we call it;
the cost. of the rail and laying it, figuring it on the basis of $50 a ton.

Senator VANDEN BERG. Ihat would be $100,000,000 a year for the
next 5 or 6 years?

Mr. FLvIrnHE Yes; for the rail.
Now, $50 per ton-that figure is lpredicated upon the cost of

something like $40 per ton for the original cost of tile rail, phis $10
per ton for laying the rail.

There has been some advance in the price of rail recently.
Not only is there the necessity for this expenditure of no for

rail, but we have aot to consider the tie situation. In the T-year
period to which I 'have referred, the period of relative prosperity,
the railroads laid annually, from 1923 to 1929, inclusive 52 440,000treated ties and r7,606,000 untreated ties. By a "treated tie" ordi-
narily we mean a creosoted tie. The tendency in recent years is,
wherever it is possible, to lay down treated ties father than untratedl
ties, because they have so mlch longer life.

Those figures have fallen, in the 6-year period of 1930 to 1935, inclu.
sive, to 35,000,000 treated ties annually and 11,412,000 untreated ties
annually. Again we find that in 1936 the number had increased, par-
ticularly in the case of the treated ties, that figure going up to 36,771,000
for 1936 and 38,074,000 for 1937, although there had Ieen no increase
in untreated ties, the state of the art being such that untreated ties were
put in only in rather exceptional cases.

It is probable that due to the fact that treated ties have taken the
place of untreated ties, and they have so much longer life than un-
treated ties, it would probably not be necessary to lay more than
00,000,000 ties annually for the next 5 or 6 years, but that would cost
about $90,000,000, because the cost is about $1.50 to lay, put in place, a
treated tie.

Senator VANDEN15BO. That is $90,000,000 a year for 5 years?
Mr. FzxrcuERn. Yes; for the next, say, 5 years.
Now, ballast cannot be ignored. That is not as large an item as

the others, but certainly it is a factor of additional expense in order
to take care of deferred maintenance, so that there should be spent
say, $10,000,000 annually for the next 5 or 6 years, in repairs and
restoring the ballast conditions of the railroads.

But tflat makes a total if my arithmetic is not at fault, adding
up all these items, of $77,000,000--repairs to cars, new calls repairs
to locomoties, new locomotives, new rails new ties, ballast. I thiV
it is a very conservative figure to say $i,000,000, making all allow-
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once for possible error, and that figure of $C00,000,000 has been used
rather confidently by railroad spokesmen in recent months in public
statements, as to the, needs of t1ie railroads for the next few years.

Senator VANIE-,BERO. In your inventory, Judge Fletcher, you said
nothing about. passenger cars f

Mr. FxxrcuER. No; I have not; I have confined, so far. my state-
ment to freight cars.
"yr passenger-car situation is undergoing changes so rapidly that

it is a separate. story altogether, and a very intere-ting one, and that
brings me to mention one feature of this thing that I cannot state arith-
mietically or statistically but which nevertheless is one that ought to be
considered.

At the present time, due largely to the scientific use of alloys of
various kinds, it is possible, if the money were available, to discard
the old type of freight car and put in its llace cars niade out of these
light alloys, cars that are light III weight, in such a way as to reduce
tile total load which has to be dtn vn by a hoMootive, and thereby
add inmienseh" to the efficiency of tile railroads, and particularly to
the economy of operatioii.

I don't know that this connnittee would be interested in the detail
of just how those various alloys may be' used, but they are comlposi-
tions of ironic and chromium, nickel, manganese, silicon, and molyb-
denuim, mid others-of greatly increased strength of material, but
nevertheless they wouldlighteu the weight probably 50 percent.

A few of those cars have been built, and the, have been tried, and
if you could substitute for the present vooen freight cars, cars
Ialade out of these alloys in accordance with recent inventions, you
would lighten the load'of the equipment, which is a very important
part of the thing, so much that the tractive power of the loconiotive.-
would be tremendously increased, and as a result operating expensesF
would be much less than they are now.

That leads you to a conideration of the passenger-train situ-
ation, because here is a tendency, qs you all know, in recent years, to
substitute passenger cars of lighter weight for the passenger cars of
the heavier weight, which so long prevailed, and that has resulted in
a trenienlous increase ill the speed of passenger trains, and also
added greatly to the comfort of passengers.

Now, just how much money would be involved, Mr. Chairman, in
the substitution of the lighter-weight cars for the heavier cars, I am
.ure 1 couldn't give you a figure on, but it would be a tremendous
improvement in railroad operation if funds were available for that
l)urpose.

Senator VANDENBEG. low about the substitution of Diesel en-
gines and the electrification of railroads?

SMr. FLEIrIE. Of course, that is going oi all over the country, the
substitution of Diesel locomotives for steam locomotives. There is
some difference of opinion among the experts as to the relative value
and nierit. of those.

Electrification is going on on the Pennsylvania Railroad, perhaps,
more strikingly than any other railroad I can think of at the present
time. The capital cost of electrification . is high. The operating
expenses, however, are so much lower that it tas been considered
justified in many cases where the money could be found.
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Obviously, the railroads are passing through a transition stage,
and we need the lighter materials. Every effort, should be made
and every resource should be exhausted to reduce railroad operating
,xpenses.

I think it might be interesting to remember that even without the
substitution generally of the lighter equipment for the heavier equip-
ment, the improvements in the art of railroading have been such
that the speed of freight trains has been increased 50 percent in the
last 20 years. Our figures show that if it had cost as much per
unit of weight to move the tonnage of the railroads in the year 1937
as it did in 1921, the operating expenses of the railroads would have
been $1,500,000,000 greater in 1937 than they really were. In other
words, the present bad situation of the railroads would have been
much worse if there hadn't. been improvements in the direction of
economy, in the use of fuel and things of that kind.

I have a table here which shows that. I don't intend to put a
great deal of it into the record, but I think it is worth remembering
that whereas in 19,21, the freight-car-miles per train-mile were 37,
that means that. the average freight train had 37 cars in it; in 1937
that had risen to 46.6 cars. If you can haul, with 1 locomotive, a
train of 46 cars, whereas in 1921, you had an average train of 37
cars, you have made a tremendous improvement in the matter of
expense. That is attributable in part to more efficient power, and
part to the cooperation of shippelrs in loading the cars more promptly,
and a great deal of it is attributable to the fact that much oftlie
movement of less-than-carload freight, which goes for short dis-
tances, has gone to the trucks. And therefore the railroads have been
bulk carriers of freight to a greater extent than they were in 1921.

Senator HERINo. Do you have any figures as to the comparative
-cost of labor, per train-mile, as between 1921 and 1937?

Mr. FwrvmiR. Yes sir; I have a lot of that.
Senator HESmIo. i wondered if this decreased cost could in any

-way be ascribed to a decreased cost of labor?
Mr. Fwrcxmm. Labor is higher per hour-it isn't. higher per unit

of traffic handled, Senator, because of the increase in the case of
freight trains. I think the most significant. figure I have to show
on what economies have been brought about is that in freight service
in 1921, you had to burn 16-2 pounds of coal for each thousand gross
ton-miles that you operated on the railroad; that is to say, to move
1,000 tons 1 mile you had to burn 162 .pounds of coal in 1921;
whereas, due to improvements in the handling of fuel, fuel practices,
the consumption of fuel in 1937 it took only 117 pounds of coal to
move 1,000 tons I mile. Tat is in freight service.

In passenger service, to move a passenger train a mile, the number
of pounds of coal necessary per passenger-train car-mile was 17.7 in
1921, and it had dropped to 15.1 in 1937.

Taking those figures and applying them to the widely extended
railroad service throughout the United States makes a tremendous
amount of improvement in the matter of economy.

Gross ton-miles, locomotive and tender being excluded, gross ton-
mile for freight trains, per train-hour, in 1921-it was 16,555 in 1921,
and it had gone up to 30,349 in 1937.

I mention those economies. They may not have such a particular
bearing on the question before you, but it does answer the criticism
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which is often made that the railroads have not been alert to adopt
modern methods in the operation of their rairos.

I think they have made as much progress along that line as any
other industry. Of course, it is not spectacular, Senators, the public
doesn't see it; they are not offering a new locomotive for sale every
y,-ear, with a lot. of beautiful improvements and gadgets and the like
but the improvement has gone on there as shown by these rather du](
figures that I produce.

Not only' do we need to spend a good deal of money now to build
new freight cars of lighter weight, but we need to gear our loco-
motives to the demands of industry in a very significant way. We
are undergoing, as everybody knows-vou kiow it better than I-a
very great revolution iii the way in which business is handled in this
country. It is manifested in one significant, striking way, in the
relocation of illustry; that is to &ay, the relocation of manifactiring
plants so as to be in smaller units and nearer the point of consumption,
and thelxhy pIrevent tile necessity for such long hauls and tile payment
of large transportation charges. You have to gear your railroad
industry and every other form of transportation inmlustry to the
demands of the modern business, and that is going to require greater
speed and a greater number of locomotives, and locomotives fre-
quently of a different type.

That is the reason why I lay emphasis upon the need of improving
railroad credit so as to enable the railroads to tap sources of private
capital to allow this rehabilitation to go on in a significant way.

Not only (1o we need this improvement, but we need to spend a
great deal of money in the improvement in shop machinery. That is
a subject that might lend itself to a discourse all by itself, but a good
many people think that. a large amount of money ought to be spent
in sliop machinery.

I dare say that if it were possible to secure the capital, in order that
the railroads might function properly, they ought to spend $1 000,.
000,000 annually for the next few years. I mentioned the figure
awhile ago of $775,000,000, or $600 000,000 dealing with cars and
locomotives and rail and ties and ballast only, but if we were to go
into a policy of replacing the present type of equipment with modern
equipment, both cars and locomotives, and take into consideration
the necessity for rebuilding the shops, I believe that it would be safe
to say that $1,000,000,000 a year ought to be spent in the next 10
years for the railroads. They spent close to that, you know, in the
years 1923 to 1029, in the way of improvements, and I think it is
quite significant too, that while they did spend a large amount of
money i that time, they did not issue new obligations for all of it
either in the form of bonds or stocks. The amount of such issues
was not more than one-third of their total addition to their capital
account.

The rest of it was plowed back into the property and represents
in a way a sacrifice on the part of the stockholders in the way of
dividends to improve and rehabilitate the property.

That money wasn't wasted. If it had not beeen for that expen-
diture of large sums of money in the years 1021 to 1929, it wouldn't
have been possible to bring about the economies that I mentioned
awhile ago, because it was only by reducing grades, by enlarging
yards, by buying new equipment of greater power, and new cars ol

11013--39-5
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greater capacity, that they were able to make this great improvement
in the matter of fuel and other expenditure which reflected itself
finally in the operating results of the railroads.

Suppose we could spend that amount of money for the next year,
what would it mean to industry outside of the railroads? Well,
it seems to me that you may assume in the manufacture of cars, the
manufacture of locomotives, the manufacture of new shop machinery,
rails, ties 60 percent is labor cost. I don't know that I have any
accurate figures on that, but I think that figure is too low. On the
most conservative basis, 60 percent would be represented by labor
costs, either direct cost of laying the material, or the cost of manu-
facturing back of the line, so to speak. I know that in the case of
grade-crossing projects,, we made some studies on that subject, and
the labor cost. amounted to 80 percent of the total cost; but say 60
percent, in order to be safe. Then you would assume that the average
annual wage is $1200.

Now, that may be too low. In the case of the railroads, railroad
labor average cost is about $1,700; but taking it by and large, if
it is $1,200, $100 a month, on the average, that would put 500,000
men to work if the railroads were to be permitted to spend the amount
of money that I have stated, and I mentioned a while ago that it does
not seem to be extravagant to speak of $1,000 000,000 a year, in view
of the experience of the railroads in the period 1921 to 1930.

We have a distressing amount of unemployment in the railroad
industry, just as much so as in any other industry. I have a little
table here before me that shows'how many men were employed
in the railroad industry as far back as 1916, and how it stands now.

On November 15, 1938, which is the middle of the month-and the
Interstate Commerce Commission makes it count as of the middle of
the month-there was then on the pay rolls of the American class I
railroads 960,776 men. In 1926, which was the high year of rail-
road activities since the war, there were 1,779,000 men employed. So
that you see there has been a falling off, as between 1926 and 1938, of
three-quarters of a million employee by the railroads.

The hig'iest year that has ever been in railroad employment was in
1920, when there were 2,000,000 men employed, but that was a reflec-
tion of the Government-control period, when there was no necessity,
you know, for meeting the expenses from the receipts of the railroads.
The Treasury took care of the deficits, which ran about $1,000,000,000
a year or something like that, during the period of Federal control.

So there is a distressing amount of unemployment undoubtedly in
the railroad industry, and I certainly think it ;rould be in the public
interest to employ a greater number of men.

Senator HERRINo. This rehabilitation program, in addition to those
500,000 men, would put quite a number of these 800,000 back to work,
wouldn't it I

Mr. Ft o Ero. Well, I would think so. From now on the particu-
lar question that you have before you, namely, the tax situation, maybe
I would not be amiss to put into the record just how much taxes the
railroads pay and how that is distributed. It will take me only a
minute.

In 1937 the railroads of the United States--this is now the class I
railroads again-paid altogether in taxes $325,6^5,000. That was a
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lower figure than they had paid in many previous years. The figures
ran as high as 0396,000,000, back in the relatively prosperous year of
1929. Most of us making railroad speeches, and so on, commonly say
that they pay $1,000,000 a day in taxes, and under anything like normal
conditions they certainly do.

Senator HRmRiNo. That is all taxes, Federal and State?
Mr. Fwmimn. Yes; and I am talking about 1937 now.
Of that. amount they paid $29,98,000 in social-security unemploy

lnent taxes to the States, and they paid $10,286,000 in social-security
unemployment taxes to the Federal Government.

You understand how that law stands now. Ninety percent of it is
suppose to be paid to the State and something like 10 percent to the
Federal Government, the 10 percent to the Federal Government going
largely to pay operating expenses of the Social Security machinery
that operates and applies the act.

Now, from and after July 1, 1939 the unemployment taxes paid by
the railroads will no longer be paid to the States because, by an act
of Congress passed this year, at the last ,vssion of Congress, the
whole matter of unemployment insurance taxes as far as railroads
are concerned, is transferred to the Federal Government and the
States will relieve the railroads from that tax. But to get the total
amount of taxes you have to add those two figures together. It
amounts to about $40W 000,000,000.

The railroads in die year 1937 also paid $25,289,000 for their
railroad pensions system, which has now been taken over by the
Federal Government and is administered by the Government. That
figure is not a normal figure. For 1936 the amount paid was
$47,298,000. You may wonder why it is that between 1936 and 1937
the amount was reduced from $47,000,000 to $25,000,000. That was
due to a certain readjustment which was made in the year 1937
in the accounts of the carriers, due to the fact that the first pension
act, passed in 1935, was declared unconstitutional by the Supreme
Court, and the amounts of money which had been paid under that,
were refunded to the railroads by the Federal Government under
a decree of the Court, and credit was given on that account. I think
normally you could deNnd upon something like $50,000,000 being
the tax bill of the railroads for this retirement system.

Outside of the Social Security unemployment tax, there was paid
in 1937, to the States, $222,558,000. The income taxes, ordinary
income taxes, paid to the Federal Government for that year,
amounted to no more than $32 000,000 because of the fact that rail.
road operation had been so bad that there were not many railroads,
not a great many railroads, that had any taxable income after mak.
ing deductions for their expenses and their fixed charges. Their
capital stock taxs were $4,824,000, and some certain miscellaneous
items of small dimensions, such as taxes on liquors sold in dining
cars, and club dues, and so on, made the total amount paid to the
Federal Government $72,700,000.

I am not at all certain, gentlemen, that if tax incentives are
to be applied to the railroads, that you could do anything about
this railroad retirement tax. You see, that has got to be self-
supporting. That is a tax upon the pay rolls to pay pensions to the
railroad employees, and the amount required and the amount that
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will be expended, the amount that will be collected from the tax on
the pay rolls, has been rather carefully worked out on an actuarial
basis. 'But I do think, I don't know whether this is the time to make
that statement or not, that the present unemployment tax as ap.
plicable to railroads, should take into consideration the merit prin-
ciple, which has been so largely adopted by the States. I think that
41 States out of the total that we have in this Union have some kind
of a merit-rating principle in their unemployment taxes. which
means, translated into the simplest language that I can think of. that
a man who has so handled his business as to have little or no unem-
ployment, gets a credit for that fact so that he doesn't have to con.
tribute, by taxes on his pay roll, to the benefit of the unfortunate
employer who has so hanlled his business, either deliberately or
through the accidents of fortune, as to have a great (teal of unempdloy-
ment in his particular business.

I don't know whether this committee could do anthing about
State taxes. It is the heaviest tax burden that rests upon tie rail.
roads at. the present time, but I take it that the Congres should
build for the future. If the railroads are to be rehabilitated and
to be reinstated to a Imsition where they will be able to earn enough to
establish their credit, undoubtedly this figure of income taxes will go
up very rapidly. As a matter of fact, they have paid income taxes
in the past, ordinary income taxes, as high as $88,000,000 a year, that
being the year 1929.

If this committee should see proper to present a report to Con-
gress along the line of giving some credit on taxes, for the amounts
which the railroads spend in the rehabilitation of their piropertv, it
certainly 'would have, I think, a wholesome effect upon the policy of
the States in the matter of taxation of railroads, because there* are
instances, I venture to say, where it would seem that the policy of the
States in connection with railroad taxes has been very short-sighted.

I don't want to mention the States, I don't think it would be proper,
but there are States in the Union where, while consideration has been
given to the losses that ordinary property has sustained and to their
inability to meet a heavy tax burden, that same consideration has not
been given to the railroads. Railroad property, you know, is pretty
hard to escape taxation. It spreads out before the tax assessors in a
very conspicuous way. There are their tracks, and there are engines,
and there are their operations-and there is no way of having securi-
ties in your portfolio wNhich the tax assessor never hears about.

I would like to ask that-I believe there has already been made
a part of this record a very thoughtful memorandum submitted by
Mr. F. J. Fell, of the Pennsylvania Railroad. I do not need to
more than refer to it, but I do want to say a word, if I may, upon
the special situation of the railroads in connection with what is left
of the undistributed-profits tax. It is still on the statute books, it
is still, I believe, the policy of a good many people in authority who
cling to the principle of an undistributed-;i-ofits tax. We worked on
that good deal. I have had the privilege of making rather extended
statements before the House Committee on Ways and Means, and the
Senate Committee on Finance, with reference to the hnrdshlp of the
undistributed-profits tax as al)plied to railroads, and I have a meno.
randum here that a committee of ours prepared for the use of the
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Secretary of the Treasury on that subject, and I wonder if I might
file that with the committee, rather than try to go into it in detail
and take your time in trying to rehearse a Ithe arguments therein
'et out I

Senator lEaINo. It may be included in the record as an exhibit.
(The ducinent referred to was received as an exhibit.)
Mr. FL iiCER. Briefly, it amounts to this: That there is a great

necessity for reduction 'f debt, as I have tried to show, and there is
great necessity for the ex pendittie of a very considerable amount of
money in rehabilitation of the railroads. There is no way by which
that money can be obtained, as far as I know, except by having some
profits over and above the cost of operation.

It did seem to us, with special reference to that particular type
of tax, that the public interest would be greatly improved or increased
if it were possible for the railroads to apply, those profits to those
wholesome ends rather than to the payment 'of undistributed profits
tax.

I think that is all that I have, Senators. unless there are questions.
Senator VANDENBERO. Well. as I understand y'our general conclu-

sion, Judge Fletcher. you think that if the railroads return to solvent
operation, the princii~e of incentive tax, as appropriately applied,
would go a long ways toward releasing this tremendous buying power
to take up this'building necessity for replacement and expansion that
the railroads are confronted with

Mr. FtxrrtER. I think there can be no serious doubt about it. by
anybody who looks into it. The railroad industry not only is a great
industry so far as transportation is concerned, Nhich is its principal
function, but in normal times it spends $1,500,000,000 for materials
and supplies.

Think what that means. I think if the railroads could have con-
tinned to buy as much material and supplies through the depression
as they did before the depression, there would have been no necessity
for such a tremendous expenditure of public finds for relief. They
would have spent $1,000,000,000 a year more than they did.

Senator Himao. Thanks very much, Judge Fletcher. That has
been very helpful.

Senator VANDENBERG. Mr. Chainian, before we recess, I would like
to refer, for the record, to the estimates which were made when Mr.
Parker was on the stand about the deficiency of durable-goods pro-
duction in the United States.

One of the leading economists of the country, whom I am not at
liberty to identify at this moment, but shall later, and who is as re-
liable'as anyone could be upon such a subject, finds that the deficiency
of durable-goods production, estimated in present dollars, is in excess
of $60,000,000,000, anli he makes the very interesting comment that
if this country is not. to go down hill in the economic senw, but. is
merely to hold its own in a modest wav. there are probably jobs for
at least 7,000,000 more able-bodied workers of all types other than in
aricultural pursuits than were on the averaged employed in the year

I am inserting that estimate in the record simply because it bears
upon the possibilities of the results that might be encouraged through
incentive taxation.
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I should like also to present for the record a letter from P. W.
Homer chairman of the National Council of Independent Unions,
dated December 7, 1938 whose headquarters are in Canton, Ohio.
He refers to the fact that the labor spokesmen of the American
Federation of Labor and the C. I. 0. have been somewhat critical
of profit sharing, and he asks that in behalf of his so-called National
Council of Independent Unions the records indicate that his member-
ship is completely in favor of the principle of profit sharing. I will
ask that this go into the record.

Senator HERRINo. Without objection, it will be included in the record.
(The letter is as follows:)

NATIONAL COUNCIL OF INDEPENDENT UzuONS

DEcLIIBER 7, 1M.
senator AaTuuB H. VANssENE,

Subcommittee on Prolft Sharing of Senate Finance
Committee, Senate Ofce Building, Washington, D. 0.

Dza SENATOR VAKsEisEZo: As chairman of the National Council of Inde-
pendent Unions I would like to make known to your committee and to have
incorporated in the record my views of the general idea of profit sharing by
industry. It seems to me that the principle Is sound. Any device which works
to provide a more equitable division of the wealth created by industry is good.
Any device which fosters harmony in industry, which lays emphasis upon those
interests which are shared by the owners, the management and the employees,
and which gives the workers an additional stake in the well-being of the
business, is good. This is not to say that I endorse all profit-sharing plans.
Nor do I mean to endorse this idea of penalty or Inceztire taxation. That
seems to me discriminatory. But the basic idea of sharing the profits of in-
dustry with the workers, entirely apart from their normM.1 wages, is good.
Your committee is doing a real service in investigating the many plans now
In operation, in bringing together in one place information which will throw
light on those plans which have worked best, and in drawing attention to
this method of improving the economle conditfon of the workers and placing
the employer-employee relationship upon a sounder foundation.

The National Council of Independent Unions is devoted to the advancement
of the workers themselves, rather than the advancement of the professional
union leaders. Therefore, the National Council is not forced to take the narrow
view that anything that is got for the workers by any action except union
action is not good for them and should be opposed. The National Council
of Independent Unions favors those things which Improve the real condition
of the workers and which promote harmony, prosperity, and Jobs for all those
engaged In industry.

I shall appreciate it if you will put this letter before your committee and
incorporate it in the record.

Senator VANDENBUO. I also have a letter from Morris S. Tremaine
the State comptroller of the State of New York, who had expected
to be a witness, but is unable to do so for personal reasons, in which
Mr. Tremaine endorses the general principles of incentive taxation,
and I ask that that letter go into the record.

Senator Hr.Nuo. Without objection, it will be included in the record.
(The letter is as follows:)

STATE or Naw YORK,
D PAsrmsTvT Oir Auenrr AND CONTmoc

Albany, December 9, 1938.
Hon. DONAm DEsPAINx,

Room 317, Senate Oice Building,
Waahingt on, D. (7.

My Daka Six: Referring to your telegram, I am very sorry that I cannot be
available for the next 2 weeks-doctor's orders.
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For the record, however, may'I say that, in principle, I believe in incentive

taxation as compared to punitive taxation.
It is my opinion that a great many of our present tax laws are punitive in

nature and do tend to reduce the net money received by the Government.
There is only one real virtue and that is moderation, and tax bills that go

to extremes or tax bills that retard business become dangerous and undoubtedly
add to depression.

There seems to be much of merit In Mr. Hazelett's theory "incentive taxa-
tion," but it would have to be worked out by Washington experts. A man like
Mr. Lovell Parker probably could adapt a good deal of the Idea and it could be
worked into the tax law gradually.

Of course, any revolutionary plan might create additional difficulty and cause
too much of a shock.

The capital gains and loss tax, because of its extreme provisions, and because
of the time of holding, unquestionably has done a great deal to retard trade. I
do not believe that this tax has ever produced any net revenue, but the harm it
has done has more than counterbalanced the money collected. To phrase it
another way, it has retarded a great deal of buisinebs that would have paid reve-
nues to the Government in far greater amount than the revenues actually col-
lected under this tax. Therefore, I call it a punitive tax.

The extreme upper brackets of the incoinc tax have tended to retard business
and trading so that the net result of these high taxes Is undoubtedly a draw-
back and hindrance to business and employment.

I feel sure this tax would produce more revenue if it were sharply modified.
All of which is respectfully submitted.

Yours very truly,
(Signed) X. S. TmsAaiN,

Slate Comptroller.
Senator HERRING. We will recess until 1: 30, slid then hear Mr.

Brown, chairman of the board of Socony-Vacuum Oil Co.
(Whereupon, at 12 noon a recess was taken until 1: 30 p. m. of the

same day.)
AFr0NOON SESSION

(The hearing was resumed at 1:30 p. M., pursuant to the recess)
Senator HuiINo. Mr. John A. Brown, chairman of the board,

SoconyVacuum Oil Co., New York City.
As I understand it, you have an annuity system of some kind in

your business. Please go ahead and tell us about your experience;
give us the benefit of your advice.

STATEMENT OF TOHN A. BROWN, CHAIRMAN OF THE BOARD,
SOCONY-VACUUM OIL CO., NEW YORK CITY, N. Y.

Mr. BRowN. I hardly feel competent to give much advice, but I
will be glad to explain what our annuity plan is, and something of
our experience

The question, as it came to me first, was in regard to profit shar-
ing. In our view, any contribution from the earnings of a com-
pany that goes for the benefit of the members of the organization,
above the regular wage scale, is a form of profit sharing. It may
take a variety of forms.

In our own experience our company was incor rated in 1882 as
the Standard Oil Co. of New York. It changed its name when it
was combined with the Vacuum Oil Co., which was a similarly old
company. So that the history of the personnel and the organization
goes back quite a few years.



514 PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION

We have had a pension plan operating as far back as 1903, which
was entirely a company-administered plan, paid for by the company
and not placed in any way with insurance companies. We carried
on in that. way until the beginning of 1931, when there went into
effect a more formal, definite type of plan, placed with the Metro-
politan Life Insurance Co., and in our contract with them we made
provision for funding the past -ervice liability and carrying on in
the future.

That plan is rather simple. It is a contractual plan, jointly financed
by the coin pany and the employees. A subscribing employee is eligible
for normalretirement at 65 for men and 55 for women, or after 40
years of service, regardless of age.

The retirement annuity is ba~cd on 2 percent per each year of serv-
ice, based on actual salary classification from year to year for service
since the present plan was established, and for the past service on the
basis of whatever their return was at the end of 1930 when this con-
tractual plan Went into effect.

The past service liability the company has paid for entirely. The
current service, since this plan went into effect, is paid jointly, the
employee contributing 3.6 percent of his salary classification, 3 per-
cent for annuity and 0.6 percent for insurance, this being both an
annuity and an insurance plan.

The company makes up the difference in the current cost which is
on the average of about 4i, percent. There are various details in
the plan for earlier retirements with reduced annuities with com-
pany approval. An employee may retire on a discounted annuity at
age 60 after 20 years of service, or at age 55 after 30 years of service.

We also have provision for joint and survivorship annuities where
an annuitant may have a reduced payment during his life with an
annuity paid to his beneficiary or widow, for life, after his death.

The insurance feature of the plan is approximately a year's pay. It
includes double indemnity in case of accidental death, total and per-
manent disability benefits and benefits for dismemberments.

If an employee dies beoore reaching the retirement age, his benefi.
ciary receives, in addition to the life insurance provided in the plan,
a refund of all his contributions to the annuity plan. So that he
doesn't lose what he has paid in, if he doesn't live to enjoy it.

If an employee leaves the company after 25 years service, he is
entitled to a paid-up, deferred annuity, payable as at his normal
retirement date. That is based on both his and the company's con-
tributions.

We have also a provision that in case of an employee dying after 20
years of service, that in addition to the ordinary insurance provided
in the plan, there is an additional 2 years vages or salary, which
go to his beneficiary in addition to the other be nefits, on the theory
that after that many years of service, and before being able to enjoy
the full fruits of the plan, something should be provided in there to
take care of that kind of a situation.

I think that briefly is about all the features of the plan. We con-
sider it a form of profit sharing.

The cost to the company, as we are going today, for the old plan
that was self-administered and the past service funding which we do
from year to year, and the current liability, brings us in the neigh.
borhood of a cost of about $7,000,000 a year. That, on the basis of
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last year, would have been over 11 percent of our earnings. It will
be a greater percent of our earnings this year because the earnings
are going to be less.

Senator VANDENBERO. How does that figure compare with your dis-
tribution in dividends on stocks

Mr. BRoWN. Our dividends on stock in 193 were approximately
$25,000,000. The cost of this plan was about $T,000,000.

Senator VANDENBERO. How many employees have you?
Mr. BROWN. About 35,000 in the United'States.
Senator VANDENBao. Does this plan cover them allI
Mr. BRow.N. This is entirely a voluntary plan. It covers all who

wish to participate.
Senator VANDENBERO. And that is how many?
Mr. BROW,. About 92 percent.
Senator HERINGo. In 1937 it shows "$4,747,000, or about 11.8 per-

cent of the net profitsI
Mr. BRowN. Approximately; yes; that is the figure. I was just

quoting from my memory.
Senator HERRiNo. Unemployment-insurance and old-age payments

were $2,168,000, or nearly 4 percent of the net profits.
Mr. BRoWN. Yes.
Senator VANDENBERO. What is your experience as to the employee

reaction? Do you consider that this is helpful in establishing loy-alty and efficiencwkr. Bow.. INe think that it is helpful; yes. To what degree one

would find it difficult to say. The fact that 92 percent of the em-
ployees are in it, entirely voluntarily, contributing part of their pay
to the plan, I think is fairly conclusive evidence that they like it and
that it means something important to them.

Senator VANDENBERO. Probably neither they nor you would want to
give it up?

Mr. BROwN. No, we would not want to give it up, and I am quite
sure the employees would not.

Senator HmINo. There has never been any question, Mr. Brown,
but what the base wage was as high as any other company is paying
for similar service, before these special benefits were given to the
employees?

Mr. BROWN. No plan, either our old plan or the present plan, has in
any way had any bearing on the question of what a proper wage
remuneration was. They go along on their own basis and own
merits, and I believe they are at least as good as any in our industry.

Senator VANDENBEo. Didn't you inaugurate a new so-called 20-
year survival plan in 1936, which is in addition to what you have
reported to the committee i

M|r. BRowN. I think I referred to that when I was speaking. That
is the plan whereby, after 20 years of service, there is an aditional
2 years' salary or wage benefit provided, if a person does not live toenjoy the annuity.senator VanTnut . Have you any thought on the subject of in.

centive taxation in any of these connections, Mr. Brown?
Mr. BROWN. I perhaps got a little misunderstanding of what I

was going to be asked to speak about. I was thinking of incentive
taxation in respect to such things as encouraging profit-sharing
plans. And on that, my mind naturally went to the thought that
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they might better be left to the different employers, and industries,
to work out according to their own disposition and wishes of the
stockholders and the character of their business, and its varied success.

Incentive taxation, in its broader phase, for the encouragement of
employment, is quite another matter and unemployment being our
most serious problem, I would certainly not want to say that I would
be opposed in principle to anything that could be devised to improve
employment in private industry.

Senator VANDENBUO. Well, you have had a very large and broad
business experience and responsibility, Mr. Brown; would it not
appeal to your business sense that a series of tax exemptions or tax
rewards for plant expansion, plant replacements, regularization of
employment, and so forth, that such encouragements would be well
calculated to stimulate these methods of essential attack upon unem-
ployment?

Mr. BROWN. I think they undoubtedly would. It is a question of
each particular industry trying to answer that question as to degree.

Senator VANDENBERG. Well, we quite concur in your thought that
no standard formula of profit sharing, direct or indirect, can be
dictated from one central point to the ramifying, complex business
of this country, but incentive taxation, it seems to me, might be
offered by way of option to the employer who voluntarily does par-
ticipate in this sort of thing, without any necessity for attempting to
standardize on a national formula.

Do you think that there is a great retardment during the last
few years, in America, of plant maintenance., up to a degree of
maximum efficiency in industry?

Mr. BRowN. I don't think I should take it upon myself to Answer
that question with respect to industries other than our own.

In our industry I don't think that that has been such an important
factor because we have not suffered such a great decline in the
volume of our business during these years. The oil industry has
gone on with a moderate decline in its total volume, and a coming
back of part of it in its main products. It has a constantly shifting
source of supply. Competition is keen, technological improvements
are on the way all the time, and companies have, perforce, been more
or less obliged to keep going along on those things which they,
of course, would not have been able to do if the volume had gone
way off and they couldn't operate.

Senator HERRINo. The transition from the use of coal to oil and
Diesel engines, and so forth, has helped somewhat, has it noti

Mr. BRowN. The growth in volume of heating oil for household
Las been quite a feature of the past few years, but of course the
consumption of gasoline, for example, has kept up in great volume
and kept us going.

Senator VANDENBEO. Have you any figures showing how much
has actually been paid out to employees under your annuity plan?

Mr. BROWN. How much has been actually paid out? I don't think
back through all the years, that I have any figures available.
think I have some figures here. The amount paid out by the com-
pany, part of which went to the insurance company for refunding
past service liability, and part for current service and part going
out in pensions and insurance, in this experience of 7 years we have
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paid out some $58,000,000 in this plan; that is, the combination of
plans.

Senator Hzmxo. Well, unless you have something else you would
like to put into the record, or some suggestion you want to give1
Mr. Brown, I think that is everything.

We appreciate your coming.
Senator VANDENBERo. Thank you very much, Mr. Brown, we are

much obliged.

STATEMENT OF ALLEN W. RUCKER, PRESIDENT, THE EDDY.
RUCKER-NICKELS CO., CAMBRIDGE, MASS.

Senator HIuUmNo. Mr. Allen W. Rucker, economist, writer and
author of Labor's Road to Plenty, of Cambridge, Mass.

Mr. RUcKxn. How do you do, sir?
1 am going to read to you gentlemen a prepared statement, but if

you would like to ask any questions at any point, please do not hesi-
tate to do so, and I don't think it will make any great difference in
the context.

Senator VANDENBERO. I have heard it said that this new book of
yours is the best. thing on the subject in 20 years. Do you agree with
that I

Mr. RUCKER. I would hesitate to do that, offhand. Perhaps mod-
esty might prevent me. But possibly it is one of the few in which
we are looking at the manufacturing economy as a unit rather than
as a collection of parts, and I will ask you, when you listen to this
particular statement and in asking your questions, to realize that we
are taking a perspective or telescopic view rather than a microscopic
view in this case.

Your committee, through its director of survey, extended me an
invitation to appear here chiefly, I think, because our studies of the
end-results of the operation of the manufacturing industry as a
whole offer some definite suggestions whereby government and indi-
viduai business management may encourage an improvement in the
relations between employer and employee, an increase in industrial
production t a wider distribution of that production among wage
earners ana consumers.

These studies of what actually has happened in our economy are
based wholly upon the records of the Biennial Census of Manufac-
turers, the Bureau of Labor Statistics, and the Income Tax Division
of the Treasury Department supplemented by audited reports of
individual firms. As much oi the data and all of the detailed study
have been reported in a book, Labor's Road to Plenty, under I the sub-
title, "The Return of the American System of Productivit , I shall
not particularize them here. The following summary wifl indicate
their nature, and I shall be glad to answer questions which arise from
this description of the conditions found and the employee compensa-
tion plan suggested by them, as that plan is currently being applied.

I should like to suggest to your committee that the seeds of indus-
trial unrest were pro ably sown during the years 193 to 1927. The
harvest reaped in the past 5 years, 1933 to 1937 inclusive, justifies a
brief summary because it points directl toward one basic industrial
shortcoming which has not heretofore been given attention. In the
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past 5 years, according to the records of the Bureau of Labor Sta-
tistics, there have been something over 12,000 labor disputes and
strikes; these disputes involved 6,469,331 employees and occasioned
the loss of 96,005,400 man-days of work.

In from 55 percent to 65 percent of such disputes, the percentage
varying somewhat from year to year, and in the case of from 65
percent to 75 percent of the employees concerned, the-ma.or issue was
wages and hours of factory labor.

I- do not think it farfetched to conclude that when such a high
percentage of total disputes and total workers involved concerns t lie
compensation problem there is very definite evidence that business
management has not yet developed a fundamental principle of group
compensation. And that neither labor leadership nor government has
yet contributed anything material to such a development.

As yet, relatively few seem to appreciate that unless a construc-
tive working principle of compensation is devised by industry gen-
crally the next depression almost certainly will see the Federal Gov-
ernment in full control of industry. It natters little that a Fascistic
social control will serve only to do what it has done to nearly every
important nation abroad, bring us to financial or social bankruptcy,
or both. Unless business management can advance and establish a
fundamental principle of labor relations which will win public sup-
port, that development seems almost inevitable. We have been tend-
ing in that direction since the Federal Reserve Board undertook in
1921 to stabilize the general price level and the Federal Government
in the same period undertook the regulation of wage rates and work-
ing hours of railway employees. Ever since we have proceeded
apace along the path leading to regulation of labor policies in all
industries, each legislative move resulting in new failures that created
new problems seemingly requiring new regulation and a new exten-
sion of Federal power. The resultant symptoms of large-scale unem-
ployment, widespread labor disputes, and cessation of our long-term
economic progress are all too plain in their meaning. The threat
of a coming fascistic control of industry is a very real one.

I am convinced, in common with other observers, that the crux of
this matter lies in the development of a rigid price economy born of
an inflexible cost level arising in part from arbitrary determination
of wage rates and working hours. And I think that growth of
arbitrary practices is traceable to our failure to develop a funda-
mental principle of labor compensation which will make our capi.
talism intelligently democratic and our democracy intelligently
capitalistic.

This absence of a fundamental principle of compensation appears
to be due to a general failure to realize that labor's compensation
involves both individual and group income. Our studies strongly
suggest that satisfactory adjustment of compensation differences
before they arise requires a dual and not a single-phased compensation
plan, viz:

1. A method whereby individual skill and merit may be rewarded
inpropoction to individual skill and merit; and

.A~n allied principle whereby factory labor as a group, that is
collpetively, may be assured a group income in keeping with its con.
ttibution to industrial income.
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The first of these two requirements is well served by the differential

wage rate, hourly, piece, or daily. Through this deice, a machinist
may be paid $1.60 all hour as contrasted to, say the 80 cents an hour
paid a truck driver. The difference in the valie of men on the same
job, or different jobs, is thus expressed b' a compensation differential.
The differential wage rate is one of civilization's great inventions; it
enables management to reward individuals according to their relative
skill and merit and to do so without impairing the earnings of fellow-
workers. Even though its application can still be improved, theprinciple of the differential wage rate takes first rank among indus-
try's great Accomplishments.

Any attempt, however, to use this remarkable device as a means ofenlarging the total collective or group income of factory labor is
almost certain to be disappointing or even disastrous in its results. A
few brief illustrations:

Average hourly wage rates in industry increased 10 percent between,
19'23 and 1929; the total income of factory labor, yearly, with adjust-
ments for the number of persons employed, increased about 5 percent;
between 1929 and 1933 average hourly rates declined about 20 percent
only, whereas annual income declined some 34 percent; between 1933
a nI1937, average hourly wage rates were increased 41 percent whereas.
incomes rose only 21 percent in round figures.

This 15-year movement was accompanied by an increasing rate of
decline in job opportunity in industry as a whole, suggesting that therate of increase in wage rates was in excess of that justified by in-
creased productivity-and probably that. even the slight gains in the
average income of employed workers were made at the expense of
those disempoyed.

Evidence that the wage-rate device cannot safely be used-through
an arbitrary increase in the average level of rates-to expand the
total income of factory labor, is strengthened by the fact that inindividual instances coming under my observation, the result is
equally as unfortunate:

In one firm, the 1930 average annual income of identical employees
was $1,226.72; wage rates 'were then increased 15 percent for the year
1937; b~ut annual incomes became only $12 higher, or $1,34.13, just
short of 1 percent increase.

In a second firm, average annual incomes were $1,245 for 1936; in
193?, after a wage rate increase of 10 percent, average incomes were
only $1,236, a shrinkage of $9, or about I percent,.

Such misuse of the wage rate in an effort to enlarge annual incomes
is often carried to ridiculous extremes, creating intense antagonism
and distrust. For instance, repeatedly in 1937, we noted press reports
of wage disputes settled by a 10 percent increase in rates and a reduc-
tion of hours from 48 to 40 per week. Without considering the effect
on annual income, you will.perceive at once that the 16 percent redue-
tion in weekly hours requires a 20 percent increase in hourly rates,
simply to maintain the weekly pay at the former level. The mere
10 percent increase in rates leaves the employee worse off than before-
and he not unnaturally feels that he has been betrayed.

Senator VANDENERta. And that calculation takes no account the
increased cost of living and the decreased buying power of the dollar
involvedI
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Mr. RUcKEE. Not at all, Senator, that is purely in current dollars.
It would require a 20-percent increase in wage rates to offset a 16-
percent reduction in hours, and of course there are corresponding
percentages for any other hours that might be used as an illustration.

Senator VANDENBERO. Then there is the added factor, is there
not-

Mr. Rucm (interposing). Without. a doubt. I am going to have
a little something to say on that score just. shortly.

That such results are rather widespread is indicated by the facts
previously cited, showing that average annual incomes of factory
labor do not show increases proportionate to increases in wage rates
and by the steady increase in wage disputes. That such results per.
sist seems rather definite evidence that management, labor, and gov-
ernment have all been remiss in failing to develop a fundamental
principle of group labor compensation, one which would determine
more or less scientifically the proportionate economic share of indus-
trial income due to factory labor collectively, just as the differential
wage rate determines the relative compensation of individuals.

The cumulative consequences of the lack of such a principle are
today everywhere visible; they are perhaps our most fertile source of
distrust., suspicion, and unrest. Labor, led to expect a larger income
from higher wage rates, and receiving in fact little more, and often
less, naturally feels that its only recourse, is a demand for still
further increases. And any resistance is often construed as a desire
on the part of management to defraud the wage earner. Manage.
ment, on the other hand, realizes that even though increases in the
level of wage rates do not appear in labor's income, they do appear
in production costs and prices, making those costs relatively high and
rigid; in consequence, as prices exceed the purchasing' power of
buyers and costs cannot promptly be adjusted to the ebb and flow of
that purchasing pow.r, the annual total of saleable production values
tends to shrink. That means a reduction in the income of both labor
and capital and consequent bitterness on both sides.

Senator VANDE 2IERO. And also reduces the national income for the
yearI

Mr. Rucs.. Correspondingly.
Here in those conditions is what our study shows to be a com-

pelling demonstration of the unfortunate results of neglect to find a
fundamental principle of group compensation.

The situation toay in industry generally has become, as you
know, one closely resembling two opposing camps, both peacefully
inclined but deeply fearful of one another. Labor fears that man-
agement may arbitrarily reduce wage rates in times of stress or
fail to raise them in times of prosperity; management fears that
labor may arbitrarily demand rigid wage maintenance or wage-rate
increases at just the time when market conditions require flexibility
of costs and prices. Where either labor or management has the
power to change wage rates without some economic "governor" auto.
matically oming visibly into play, that power soon appears arbitrary
by whomsoever exercised.

I do not think we can substantially improve industrial labor rela.
tions until we remove the question of wages and incomes from the
influence of arbitrary changes at the hands of either employees or
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employers. And in that way remove the basis for fear of injustice
to one party at the hands of'the other. That means a fundamental

p le of group compensation distinct from the principle of dif-
ferential compensation for individuals.

Before going into this matter of group compensation more fully.
I should like to say that I believe such a principle can and should[
be developed by management. As things now stand every change
in wage rates made by management is too readily interpreted as a
wage increase unwillingly conceded or a wage reduction unjustly
enforced. For the want of a principle by which to make clear
the economic fairness of wage changes management is accused and
condemned for arbitrary practices; and on the other hand, labor
for want of just such a principle to justify its position, is as heartily
condemned by management for the arbitrary demands which it makes.
If management can advance a principle which will remove wage
changes, and the total compensation of labor from the realm of arbi-
trary action, it will automatically remove the reason for much of
the mutual fear and distrust now prevailing. And management
can find such a principle and apply it quite readily.

From our studies of the end results of industrial operations, I
do not feel that profit sharing as the term is usually defined will
provide such means of group compensation, insofar as industry gen-
erally is concerned. There are, of course, exceptions among indi-
vidt. l concerns. Our studies, however, point out more comprehen-
sive principles. Before I can describe it. and how it has been applied,
I perhaps ought to say now why I feel that profit sharing is not an
adequate solution insofar as the majority of employees and employers
are concerned. The reasons are chiefly two, as they concern manu-
facturing industry:

1. The percentage of active manufacturing corporations actually
earning a profit is far too low, and has been too low, to encourage
confidence in the adequacy of profit sharing. It is not generally
appreciated that in 1923 only 63.1 percent of active corporations
earned any taxable profit whatever; by 1929 that percentage had fallen
to 57.5 percent; in 1932 it was 16.3 percent; by 1033 it was 28.1 per-
cent. Even in 1935 the percentage of profitable corporations to total
active was only 41.4 percent, and in 1936 the profitable ones were
fractionally over 49 percent of those active. It is evident that even
in the best of times the number of wage earners who would share
in profits would be limited.

The limitation would be greater than these figures suggest, inasmuch
as less than 50 percent of those firms making a profit make more than
$10,000 net annually.

2. The second deficiency of profit sharing, which our studies indi-
cate, is that such a move might, in the aggregate, though there would
be individual exceptions, actually operate to create new unemploy-
ment. Briefly, our studies show that total job opportunity in manu-
facturing year by year rises and falls with the number of going
concerns, and these, in turn, with the number of profitable concerns;
that is, with the chance to earn a profit. That fact appears to show
that any further prospect of a drain upon net profits directly might
well make many operations so unattractive to capital as to result in a
severe shrinkage in the number of going concerns. The importance
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of the number of going concerns to the relative plenty or scarcity
of employment opportunity has never been appreciated. I think
your committee should be apprised of the fact that the greater part
of the loss of factory.employment opportunity between 1929 and 1933,
and the failure of employment to recover, has been accompanied, if
not caused by, the enormous shrinkage in the number of going con-
cerns, and the failure of the subsequent recovery to restore the losses.
For instance:

Between 1929 and 1933 the number of going concerns declined by
68,00, or 32.4 percent-the number of job opportunities by 2,800,000,
or 31.2 percent.

If I may do so, I should like to emphasize that there has been virtu.
ally no change in the average number of jobs per going factory
throughout the period 19"23 to 1935, inclusive. The official records
of the Bureau of the Census, Census of Manufacturers, shows the
following average jobs given per going firm for pivotal years:
Jobs per going business : I Jobs per going business-Contd.

192 ---------------------- 44.8 1933 ------------------- 425
19 -------------------- 42.01 19M5------------------------ 43.7

Of course, these figures must not be confused with total work per
going business. Total work given is best measured by total man.hours
of labor provided. In that there has, of course, been an enormous
change. "I can give the committee our data in this respect, if desired.
But there is virtually no change in the average employment oppor-
tunity or jobs per going firm. Hence, the number of persons getting
some work is seemingly closely related to the number of going busi-
nesses. That is why I think it is important that nothing be done to
reduce the percentage probability of earning a profit in manufac-
turing; to do so may result in a shrinkage in the number of going
concerns and total employment opportunity, or, as apparently occurred
in the 1933-37 period, a failure of the number of going concerns to
expand any faster than the chances of earning a profit, thereby limit-
ing employment opportunity quite seriously.

For these two reasons, it may be that profit sharing generally will
be unattractive to both labor and management; and if attempted on
a broad scale, might conceivably be harmful to the interests of both.

Senator VANDEMNBRo. Before you leave that comment, returning to
the bottom of the previous page, you say that it is important that
nothing be done to reduce the percentage probability of earning a
profit in manufacturing, inviting the inference that a profit-sharing
plan would reduce the percentage probability of earning a profit..

Mr. RucRm. I don't mean to give that inference at all, Senator.
The difficulty, I imagine, would be that a good many people would
suppose-I am speaking now of management-that if they must take
some of their profits and pay them to labor as a part of profit shar-
ing it would reduce the incentive to go into business. As you know,
we have today all sorts of charges oni profits, and an additional one
might be harmful.

Senator V. NDENBERO. I can fully understand your point expressed
in that language, but I don't believe you mean that profit sharing
would reduce the percentage probability of earning a profit.

Mr. RUCKER. I think you are quite eight; I don't mean that, and
the wording is certainly ambiguous at that point.
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Senator HRRINo. In addition to that, I note you say that there-
fore the situation in 1923 An( 1924 was so and so. We have evidence
here from one concern that in 1919, up to 1923, they were losing money
and put in a profit-sharing plan, and they have been making better
than a million dollars a year ever since. 4o possibly putting in profit
sharing didn't have that effect on them.

Mr. RUCKER. I think if they have an incentive plan which might be
termed profit sharing or otherwise-and I want, to stress that later-
but the incentive plan I am heartily in accord with. I am thinking
of profits in the narrow accounting sense as the term is likely to be
interpreted by management.

Senator HERRIN(;. Then you have given some thought. to profit
sharing as a producer of profits; that it might rescue businessI

Mr. RUCKER. As an incentive, yes, sir; and the difficulty has been
that in applying it in such a way, and getting around some of the
inhibitions perhaps that management and abor both have, I am going
to give you a little bit later a somewhat broader principle which might
not be subject, to some of those limitations.

Senator HERRINo. Fine.
Mr. RucKE. On the other hand, our studies do indicate that there

is a principle of group compensation which will enable labor collec-
tively automatically to share in any expanding prosperity and be
protected in any period of adversity. As far as we can judge, this
principle is open to none of the objections which can be raised
against sharing of net profits; and, equallyor more important, it is
not susceptible to arbitrary influence by either labor or management.

From our study of the end results of industrial operation, all of
which studies have been based upon either the official records of the
Bureau of the Census or the audited operating statements of indi-
vidual firms, it appears that there is one factor which determines
the aggregate yearly income of factory labor. That factor is the
total sales value of factory processing as distinguishable from either
product values or business profits. This total of processing sales
values is definitely known for industry as a whole, and for separate in-
dustries: it is described by the Census of Manufactures as "value
added to raw materials" by manufacturing process. It represents,
as you know, total product sales values less the cost of raw materials,
containers, purchased power and supplies. It is, in other words, the
sales value of factory productive effort added to the cost of raw
materials.

Now, the remarkable fact unearthed by our study is that the per-
centage of yearly pay rolls to the total of values added by manu-
facture, that is to total productive sales values tends to be relatively
constant year after year. That percentage diAers, of course, among
the various industries and firms according to the nature of the
product productive efficiency, marketing customers, and local condi-
tions. For the most part., though, there are exceptions. The per-
centage in successive years tends to fluctuate within narrow limits
around a 5-year average. The result is that total pay rolls, that is the
collective or group income of labor in each industry and firm, rises
and falls almost directly with the yearly dollar total of productive
sales values, regardless of the level of wage rates or corporate net
earnings. Labor as a whole is literally paid proportionate to salable
productive effort.

110313--3-----84



524 PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION

It is of interest and a significant empirical fact, that this remark-
able relationship is maintained for manufacturing industry as a
whole at almost the same percentage for a long period of years. The
national averages are informative and I give them:

All manufacturing industries

[foazte: U. 9. Census of Manutsatures]

Productive Total fa,- Percent pay Productive Total fs,- Percent pay

sales vao rolls to saesvalun Iolls to
!. e. V tue' rlls productive I. e. value to y p r c

added values adde I[ values

Bme DBee Billion Bioe Bisa
1929....... ... .9 $11.62 X 4 1933.......... 54 S. 26 2
1931 ......... 19.33 7.17" 37.0 193. X ......... .2,83 7.5M 31

SExchlre CI ceomensstion of superviscy, clerical. and executive emplo)-ee.
The raw, data show a -ligbtly different figure, due to the fact that in 193 the census excluded '",ppl"es

as one of deductkons from rcoduct alues. The figure In this tW'le has been adjusted to mate IC eo-n.
parable to prec*ding years when "supp;es" wore deducted from product values In computing value added
by manufacture.

This rise and fall in the total income of labor with the rise and
fall in total marketable productive values, has been the real funda-
mental factor determining the collective dollar income of labor.
When we examine the record of separate industries, the identical
result appears: total pay rolls tend to go up and down, more or less
directly with total salable outpt values. And again, in examining
the re ord of individual firms a similar result is apparent.

In brief, regardless of what anyone does, the total income of
labor-exclusive of course of supervisory, clerical, and executive al-
aries-is only that permitted by total marketable output values.

To supplement the foregoing I am appending to this statement
a chant showing average annual salable productive value per worker
and income per worker for all manufacturing for the $5-year period
1899 to 1935, inclusive.

Pay Proportionate to Productivity
$3000- F - 5--m i -1 - 00o

Dollr routLVty Rate ..--,000 Aver agerworlter_ - toO0

0nAverae Per rer

s" I Gr M to1
Itabe ! It
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That chart is a ratio chart in order that the percentage changes
may be shown, which wouldn't be possible with the straight arith-
metical chart.

It is significant that in 1923, when wage rates were relatively low
as compai-ed to those now prevailing, and profit probabilities were
relatively high, the aggregate dollar income of labor and the average
annual income per wage earner were both higher than today. That
is true though now the situation is reversed and wage rates are rela-
tively high and profit probabilities are relatively low. It is highly
signifficant that the changes in labor's income are determined, seem-
ingly entirely, by changes in the annual total or productive sales
valueS.

This appears strongly to suggest that there is nothing economi-
cally arbitrary about the collective income of factory labor; it rises
and falls in dollars quite constantly with the rise and fall of pro-
ductive sales values, for industry as a whole and, for the most part,
for individual firms.

Our studies thus point out that a nonarbitrary principle of group
labor income can be developed and made to improve the relations
between employer and employee by diminishing wage disputes.
Specifically, l)erhal)s the greatest single contribution which manage-
ment might make today would be to take the initiative in doing two
things:1.Demonstrating to employees, forcefully and factually, that the

total pay roll of the firm is dependent upon the yearly total of pro-
ductive sales values, and hence that it is to the joint interest of ema.
ployees and management to cooperate in making that total the highest
possible.

2. And then give significance to the fact by guaranteeing employees
that in return for full cooperation, they as a group will receive a
fixed percentage of total productive sales'values, the percentage beiig
that determined by the preceding 5-year average of the individual
firm.

Such a move would give every employee an immediate and direct
interest not. only in the profits of the firm but in the production oP
goods. An assured percentage share of production for labor as a
group means an automatic increase in income with every dollar of
increase in the firm's productive sales values, whether that increase
arises from price inflation, ,xpanlding physical volume of sales, pre.
vention of waste of materials, increased labor and machinery effi.
ciency, or the reduction of "seconds" and "rejects" in the factory.
Laborls interest becomes identical with that of management.

I can perhaps best illustrate the operation of the principle of group
compensation by showing how it is applied in an actual case, that of
a New England manufacturer.

In the instance in point, the firm's operating records showed the
5.year average of pay rolls to productive values to be 34.79 percent.
This average represents the firm's experience over a business cycle,
good times and bad alike. For convenience, the management has de-
cided to pay an even 35 percent of productive sales values as labor's
group income. Clerical supervisory, aid executive salaried employ-
ees are not included. In addition, the management has decided,
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though it is not necessary to the operation of the share of production
plan, to pay an equalized weekly advance wage in order to even out.
the season! fluctuation in the income of its employees. The weekly
advance wage is individually determined according to the job evalu-
ation and the efficiency of each employee. In other words, the differ-
ential wage -ate principle comes into play in determining the indi-
vidual's compensation. The total of all weekly pay-roll disburse-
nients is debited to a share of production ledger account.

This account is credited each month with 35 percent of the month's
productive sales values: that is, the value added by manufacture to
raw materials. Each $100,000 of such values produces a credit of
$35,000 to the share of proIuction fund. Employees will know each
month how the fund stands. At the end of each 6 months' period,
the fund is balanced and the excess over weekly wage disbursements
is paid pro rata to qualified employees. Put anot her way, actual
wages are adjusted each 6 months to bring the aggregate total up to
35_percent of the period's productive sales values.

Your committee will be quick to appreciate that each employee
will have a direct, personal interest in enlarging the total of pro-
ductive sales values, an interest that can be translated into active
personal effort. For instance:

Every hundred dollars saved by avoiding the waste of raw mate-
rials, containers, power, and supplies means an additional $35 for
the share of production wage fund. Every reduction in losses due
to factory damaged goods, "rejects" and "seconds," results in a
credit of 35 percent of the saving to the fund. Any increase in the
volume of sales directly has the same effect. Should prices be ad-
vanced to consumers,. labor as a group is automatically advanced
in income and to exactly th,_t same proportion. In any and every
way by which the dollar total of productive sales values is enlarged,
labor's group income is correspondingly enlarged. Increases in ma-
chine, process, or labor efficiency all react to labor's immediate bene-
fit. The share of production principle thus gives labor a more con-
crete and direct interest in industry than might be possible under
the more limited profit-sharing principle.

Senator VANDENBERG. In a broad sense, it is a profit-sharing prin-CipleIfir. RucuER. Of course it is, because it operates whether or not

there are profits, and of course it would come out of profits before
there would be any available to the stockholders.

Senator VANDzEBERo. Are you fAmiliar with the Westinghouse
plan I

Mr. RucRu~s. Only partially and not well enough to discuss it.
Senator VANDENBERO. It would seem that it contains something of

the same principle, with a different index.
Mr. Rucxr. It approaches it; yes sir. I believe that plan is

geared to the price structure, is it notd
Senator VANDENE0. It is geared to the net earnings.
Mr. RucxER. In this particular application, as would be the case

in all instances, labor's collective income is removed from the arbi.
trary determination of wage rates. Under this plan, the level of
wage rates is comparatively unimportant so long as differentials are
maintained. The wage-rate level can thus be allowed to flex up and



PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION 527

down in order that unit production costs and prices may adjust
themselves to the ebb and flow of consumer purchasing power.

It perhaps is unnecessary to summarize the economic and com-
mercial advantages of this'plan at greater length. If such a sun-
mary appears desirable for the committee's records, I suggest that
the 'committee's record include the summary contained in pages
190-192 of Labor's Road to Plenty. Meanwhile, it is perhaps more
pertinent to point out that the share of production plan offers for
many firms, and perhaps most, the means of accomplishing two
ends in which your committee is especially interested:

1. It establishes a nonarbitrary basis for determining the collec-
tive or group income of frctory wage earners, which will automat-
ically distribute the fruits of industrial effort to those who create
them, according the fair economic share to each.

2. It removes the level of wage rates from the arbitrary real of
"rule of the thumb" compromise or coercion on the pait of anyone.
When labor collectively receives its economic share of productive sales
values, it makes no difference what the level of wage rates is; dollar
income proportionate to production is assured.

Under such an arrangement, I think it conservative to say that,
with due study and education on the part of all concerned, it will
speedily become appreciated that management is assuring employees
by this plan that no changes in the level of wage rates will be made
which will have the effect of causing the percentage of yearly pay rolls
to productive sales values to become less than the preceding 5- or
1-year average for the concern, and that any changes necessitated will
preserve the relative compensation differentials between individuals.
And, in turn labor is assuring management that it will make no de-
mands for changes in the level of wage rates which will have the
effect of raising the specified percentage share of productive values,
or which might so affect costs and prices to the consumer as to cause a
diminution of demand and a consequent shrinkage of productive
values and employment.

With suc4i mutual assurances, there is reason to believe that in time
the wage-rate level will be eliminated as a major source of industrial
disputes. The differential wage rate would simply be confined to its
proper sphere of determining the relative compensation of individuals
according to skill and merit. Industrial management would supple-
ment the principle of individual compensation with a principle of
group compensation, an assured percentage or share of production
values regardless of business conditions.

There is reason to feel that by these twin principles of compensa-
tion we can remove the collective income of labor from both the arbi-
trary determination of the wage-rate level and the uncertainties of
business profits. As I have previously said, our studies of what has
actually happened in industry point oilt that the great deficiency now
is the lack of a fundamental principle of group compensation. The
share-of-production plan provides that principle.

With due appreciation for the time required for recognition of the
need and the value of a principle of group compensation, and with
full realization of the technical difficulties to be overcome in individual
application, I nonetheless feel it. conservative to say that the twin
principles of group and individual compensation together will do
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much to make capitalism intelligently democratic and democracy in-
telligently capitalistic.

For many and perhaps the majority of the firms, this can bring
about in time a rebirth of confidence between employee and employer
the stimulation of the productive effort of labor and the generation oi
new encouragement to management to go ahead once more in the
American way.

Those things we must have if we are to avoid the coming of fascism
in this country. We can have them by widely applying a fundamental
principle of compensation that rewards labor collectively in propor-
tion to its contribution to the general industrial output,

Adapted to individual enterprises and soundly presented by man-
agement to labor and the public, this principle offers the means of re-
storing to private business the confidence of employees and the freedom
of initiative it must have if the American system is to continue.

That is all of that statement, sir.
Senator VANDENBRG. What would organized labor say to the share

of production planI
Mr. RUCKER. I should say that the C. I. 0. and perhaps also the

A. F. of L. would oppose it.. Now, that, of course, is purely an opin.
ion, Senator, and is not based on any information which I have.

Senator VANDENBzR. Have you given any thought to incentive
taxation in connection with this theme? Is there any way that the
tax power could be used to encourage this regularization of the re-
lationship between capital and labor I

Mr. RucKza. The thought which I have given to it does not enable
me to think how, directly, it can be done. Undoubtedly there should
be a connection, there is between all things in economy, but its direct
connection isn't apparent, and I haven't studied it enough to know
just where it would come in.

Senator VANDENBERO. Of course, even under your theory of sharing
production, the final and fundamental thing is to increase the pro-
duction I

Mr. RucEr~a. That is right.
Senator VANDENBERG. And anything that increases the production

encourages the validity and success of your plan?
Mr. Ruc.En. Correct.
Senator VANDENBERG. Well, isn't it quite obvious that in the field of

plant equipment and plant expansion there is great need for a very
great increase in productivity?

Mr. RucKER. Without any question, or in gross production as well.
Senator VANDENBERo. Yes; and wh' isn't it logical to contemplate

that tax rewards, compensatory tax allowances, would stimulate that
sort ofproductivity I

Mr. R1ucKm. I think unquestionably that would be an encourage-
ment to management in this respect. In a good many businesses-
and particularly those just on the border line between profits or
relatively minor profits-they must allow cash for the payment of
taxes, and frequently that cash represents a very sizable reduction
in the available liquid resources of the concern. Now, I can tell you
of a good many instances when, as management counsel, as I am,
I have been compelled to recommend that no expansion or moves
in that direction be made, in order to conserve cash so that taxes
might be met.
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I can tell you that between income taxes which are for so many
concerns not particularly serious, but local taxes, real-estate taxes
and the like, and Social Security taxes, that is a severe burden on
the liquid resources of a concern. If you were to look over a group
of balance sheets you would see that very few concerns, considering
the aggregate, have sufficient cash to pay all of their outstanding
current liabilities. The exception will, of course, but comparatively
few of the rank and file will, and those are the people whom in the
aggregate can contribute very materially to an expansion of produc-
tion and productivity, if they are given an incentive in that direction.

THE EDoY-RuCKE-NICxELS CO.,
Cambrtdge, Mass., December 13, 1938.

Hon. ARTHUR H. VAxDIBERO,
Senat Office Building, Waahingltn, D. C.

Drs SENAORo VANMNxR Es : May I supplement my testimony of yesterday with
reference to tax incentives by these two suggestions?

First, It may prove feasible, and I believe it would prove most welcome to
business, if under a new law corporations might set up a reserve account against
which could be debited losses on inventories in the years In which they occur, with
credit for inventory gains In the years in which such gains occur, the inventory
gains to be free of taxation. It has been my experience over the past 15 years
that the current level of profits Is either unduly inflated by inventory gains due
to rises in raw materials and the like and, conversely, in times of adversity
unduly deflated by inventory losses. If a formula could be found for permitting
corporations to throw such gains and losses into a special reserve account, which
would be untaxed within a reasonable period of years; that is, the reserve
account's net credit balance might rise to a certain proportion of total assets
before a tax would apply on such additions to the account due to inventory
gains, I think it would be constructive.

My second suggestion is that In allowances for depreciation it is now cus-
tomary to deduct depreciation on plant equipment an equal percentage amount
year by year. I believe that it would be useful to permit business to charge off
depreciation at so much per unit of products. The effect of this would be to level
off some of the peaks and valleys In the tax income of the Government and also
to restrict the fluctuation of the profits of Individual firms.

The second of these suggestions would be a definite incentive for corporations
to increase the physical volume of output in each year, inasmuch as that would
permit a larger deduction for depreciation. Many corporations, particularly in
times of depression, might thus be encouraged to offer their product at lower
prices than they otherwise might do simply because the larger volume would
permit some price concession to be made up in depreciation deductions. Inas-
much as total man-hours of employment vary almost directly at any given level
of efficiency with the physical units of production rather than their dollar value,
the move would be constructive from that viewpoint.

I offer these suggestions in the hope that they may prove useful to your
committee.

Let me thank you for the courteous and friendly hearing yesterday and to say
again that I feel privileged to have had an opportunity to take a part in the
splendid effort which your committee is making.

Cordially yours,
A. W. Rucxu.

Senator HrmmNo. I am still interested in your observation as to
those 2 or 3 years when 64 percent of the corporations made no
profits. We have had several witnesses here that went through that
period when their competitors had no profits. These concerns hap-
pened to have had a profit-sharing plan and theydidn'thesitateto
state that they thought that one of the principal reasons why they
continued and made profits was the fact that they had this loyal
support of their employees, they had these efficiencies and economies
which they thought were in no small part due to the fact that they
had a profit-sharing system.
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Mr. RUCKEB. And I think they were probably right in that respect.
I know of one concern particularly, in which a profit-sharing plan
has been in operation since 1901, which makes it one of the oldest
in the country so far as businesses now in existence are concerned.
And they had, while some bad years, they feel that that has con-
tributed a great deal to the stability, the good will, and the mutual
confidence between themselves and their employees. They would
tell you, I think if they were careful, that that had been a contri-
bution to their profits, but not the sole cause.

Senator HnRNo. I think that is true.
Mr. RUCKE. And that probably would be the case in other in-

stances, I should say, from what I know of those things.
Senator HoRING. I think that is all, Mr. Rucker, unless you have

something else you wish to put into the record.
Mr. RuoxER. No, sir; except that I wish to put into the record a

copy of my book.
Senator HERRINo. I wish you would tell me where I can buy a

copy-I tried all over Chicago to get one.
Mr. RUCKER. I would be happy to send you a copy.
Senator IlERixo. That is what I was leading IT to. [Laughter.]
Mr. RUOKER. I will leave this copy for the record.
There is one other fact that possibly, on second thought, might

be included in your record. That is the fact, a rather peculiar one
in our economy, that the total of industrial pa' rolls has steadily
since 1921 maintained a 1-to-1 ratio with gross farm income. Now,
as to which is the hen and which is the egg I am not prepared to
say, but I want to call attention to that fact. We ran on it, I think,
originally-but it doesn't matter--some years ago, and I waited -for
some time before basing any public predictions on what would be
the outcome. But as far ago as in the fall of 1936, it was evident
that we were going to have a decline in aggrgate farm income.
I tentatively, at the time, put the period as possibly 1937, and almost
certainly 1938. I won't go into the reasoning back of it, And I
predicted that factory pay rolls would come down to the same
percentage and degree.

Of course, that is what has occurred. Now this is not from a
matter of my ability as a prophet, and I disclaim any ability in that
direction, but merely to point out that apparently those two funda-
mentals are tied together and they go up and down together.

Now, the significance of it is that our assumptions that we can
expand the total dollar income of labor are simply assumptions. If
that total is restricted or limited by some other economic factor,
maybe farm income or it may be the factor which limits both it
means that we can raise wage rates to $2 an hour, if we wish, but
the income will be no more.

Now, it apparently has worked that way. It is interesting to note
that the relationship has persisted since 1849, though not always in
the same ratio, but the changes in the ratio are very slow and coma-
paratively minor from year to year. So apparently we cannot arbi-
trarily expand anyone's dollar income insofar as factory labor is con-

Senator HERRNO. Have you found that labor income of the fac-
tory precedes farm income, or is it the other way? They follow
each other, do they not?
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Mr. RUCKER. They go so closely hand in glove that it would be

hard to say whether there was a lag in one or the other, and which
one would be behind. Of course, you realize that our division of
periods into a calendar year is purely arbitrary, and we couldn't say
that economic forces would adjust themselves at once to that sort of
meauring. But say from 1921 down to 1935, if you total the
cumulative total of both incomes, there is less than 5 percent differ-
ence between the two, and year after year the differences are very
minor.

Senator HERRING. I was interested in your observation as to the
action of the Federal Reserve Board in 1921, because that was very
definite in the agricultural actions of the country.

Mr. RcCKrE. Yes. Of course there was some sporadic attempt,
prior to that time. I think Governor Strong was primarily respon-
sible for that policy, though I would hesitate to state that definitely.

Senator VANDENBERG. What conclusion is to be drawn from that.
experience I

KMr. RucKER. In a few words I would say we have got to let values
be determined by the market, and do nothing to clog the market.

Senator VANDENBERO. We can't run this show by rule from Wash-ingonAir. RucK". Definitely not, Senator.

Senator HERRINo. Thank you very much.
Mr. Rucwxam. You have both been very patient and kind, and I

thank you very much.
Senator HEImNo. Tomorrow we have Mr. Teetor, of the Perfect

Circle Co., Hagerstown, Ind.; Mr. Cooper, vice president of the
American Telephone & Telegraph Co.- ir. Mores, president of the
Simplex Wire & Cable Co. of Cambridge, Mass.; Mr. Reading, vice
president of Leeds & Northrup Co., Philadelphia; and employees of
a number of companies who have asked to come down and make a
statement in behalf of the systems that are employed in their fac-
tories or in the factories in which they work.

So we will recess until 10 tomorrow morning.
(Whereupon, at 2:35 p. m., the hearing was recessed until 10 a. m.,

Tuesday, December 13, 1938.)





SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

TUESDAY, DECEMBER 13, 1938

UNITED STATES SENATE,
SuBcoMMitrru OF THE COMMIrrE o-- FINANCE,

Vashington, D. (7.
The committee met, pursuant to adjournment, at 10 a. m. in room

312, Senate Office Building, Senator Clyde L. Herring presiding.
Present: Senators Clyde L. Herring and Arthur H. Vandenberg.
Senator HRmixo. The committee will be in order. We will hear

from Mr. Lothair Teetor, president of Perfect Circle Co., Hagers-
town, Ind.

STATEMENT OF LOTHAIR TEETOR, PRESIDENT, PERFECT CIRCLE
CO., HAGERSTOWN, IND.

- Mr. TEErOR. Inasmuch as our company is a rather small company
and unknown, I thought perhaps it would be better to start. out with
a short history of the company.

The company which I represent is the Perfect Circle Co., of Hagers-
town, Ind., manufacturers of piston rings, employing at the present
time approximately 1,100 people, with plants in Hagerstown, New
Castle, and Tipton, Ind.

The company was organized in 1895 by the Teetor family and Mr.
Hartley, with paid-in capital of $2,500." No additional capital has
been paid into the company since its organization-its growth and
expansion being financed entirely from the profits of its operations.
The company has changed its name several times, starting as theRailway Cycle Manufacturing Co. changing to Light Inspection Car
Co., Teetor-Hartley Motor Co., Indiana Piston Ring Co., and the
Perfect Circle Co., but always continuing under the management and
virtual ownership of the Teetor family. During the company's his-
tory it has manufactured and sold various products, the most impor-
tant of which have been small velocipedes for the use of inspectors
and maintenance men of railroads, stationary gas and gasoline en-
gines, air compressors, automobile and truck engines, piston rings
and piston expanders. For the last 10 years piston rings and piston
expanders have been practically the only products manufactured and
sold by the company.

During the entire history of the company its relations with em-
ployees has been personal, informal, and friendly--a relationship
which is undoubtedly characteristic of small-town industry. Wage
rates have always compared favorably with the wages paid in the

533
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central Indiana manufacturing district. For many years the corn-
pany has carried and paid for group life insurance of! from $500 to

,000 on each employee. Group accident and health insurance is also
carried on all eml)loyees but is paid for by the employees. A credit
union sponsored by' the company but managed by employees has
deposits of $65,000, representing savings of employees, and annually
loans $110,000 to its members. One week vacation with pay has been
given to employees for years. The personnel activities such as insur-
ance, safety, credit union, personal consultation, recreation, and
records are supervised by a'personnel director and staff of five.

In 1935 the company encouraged the formation of employee council
groups in all plants. The councils were formed and periodically had
meetings with the management, at which meetings all subjects of in-
terest to employees including wage rate., hours, and working condi-
tions were discussed. The council meetings contributed to the general
welfare of employees; however, the management was disappointed at
the general lack of interest of employees in the council meetings.

In the year 1936 the company instituted a plan of profit sharing and
announced the plan to all employees. The plan was simple, definite,
and, we believe, understandable: Briefly, it was this: The rate at
which all employees were then being paid was established as a normal
wage. A dividend rate of $2 per share per year was established as a
normal return to stockholders for their investment. Whenever the
company paid an extra dividend to stockholders, it paid to employees
an amount equal to 75 percent of the extra dividend. The total sum
paid to employees was apportioned among them according to wages
received and length of service with the company. The oldest group
received twice as much bonus, based on wages received, as the youngest
group.

Theplan apparently was well received by employees. We felt thatwe had startedfa plan about which there could be little controversy.
If the company made abnormal profits and was able to distribute
extra dividends, then the employees would receive three-fourths as
much as the stockholders. The wage rate would be kept constant to
discourage increased living standards that could not be maintained
through unprofitable periods, and yet periodically employees would
receive sizeable bonuses which could be used in making important
purchases or invested in savings accounts or securities.

Three profit-sharing payments at 6-month intervals were made-
each payment approximating 10 percent of the pay roll for the profit-
sharing period-and then the plan was discontinued-discontinued in
June 1937, after 18 months' experience.

Discontinuance of the plan was the result of a demand on the part
of a majority of employees for higher wages. We had a sit-down
strike in the New Castle plant. After an election conducted by the
employees, a C. I. 0. union became the bargaining agency in that
plant. They demanded an increase in wage rate approximating the
amount they had been receiving in profit-sharing bonuses. We granted
their demands under condition that the profit-sharing plan would be
withdrawn. The union accepted and the strike ended.

Employees' unions were then organized in the other plants and
similar wage increases were made. In each case the profit-sharing
plan was withdrawn, it being impractical to have profit sharing in
one plant and not in another.
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The natural question is, "Why did the employees reject our plan?"

As we see it, there were two principal reasons. First, our labor con-
troversies occurred at the height of the "hatred campaign." Strikes
were the fashion, issues were confused, perspectives were distorted.
Few manufacturers, regardless of past records of fair dealing, were
viewed by their employees without suspicion. Second, the employees
failed to recognize the fairness of the plan to both themselves and
their employer. They felt that if they could get an increase in wages
that would be in the )ay envelopes every week, the element of proba-
bility which exists in any kind of profit -sharing system would be
removed. Whether or not the company could make a sufficient profit
to continue a normal return on capital invested seemed to be of little
interest.

Yet, we still believe in the principle of profit sharing. We believe
it is the only method of remuneration that can be made absolutely
fair to both employee and employer. But we cannot reinstate profit
sharing in our plants now. The wage rate is at high-profit levels
in a low-profit period. Stockholders asve earned less than a normal
return, while employees have received a higher-than-nornal wage.
Profit sharing cannot work where such a condition exists. Stock-
holders will refuse to invest their money in business where wage
rates are so high that dividends can be paid only in boom times, and
at those times make a division with employees.

Profit sharing can exist only when there is a complete realization
on the part of the employee that his hourly or weekly wage rate can
never be at the top. He must depend ulon the profits of his firm
in p-,*tds of good business to raise his wage to maximum levels.
This means embracing a new principle of remuneration. It means
that the employer shall not be forced to pay the maximum wage for
any given period; but rather, the employer and employee shall work
out together a normal wage that can be maintained throughout good
times and bad.

The principle of profit sharing is undoubtedly right, and in the
years to come we hope that employers generally will be able and
willing to adopt some kind of satisfactory plan. However, the plan
or enforcement of a plan has no place in the legislation of this coun-
try. The idea and ideal for which we are striving requires education
and must have time to grow, both in the minds of employees -and
employers. It might be possible to legislate employers into offering
a plan acceptable to Government, but will employees accept at this
time a new principle of remuneration which, of necessity, must con-
tain the following fundamental tenets:

1. Payment of a normal wage for the community and industry
which calh be maintained over a reasonably long period of time.

2. Payment to stockholders of a normal return on invested cap.
ital-due account being taken for individual risk involved.

3. Acceptance of that percentage of excess profits that can be paid
in cash after retention of sufficient profits for business expansion
and financial security.

To treat the problem as a legislative matter would be to bring
fresh turmoil to business further hampering recovery and progress.
We all must realize that I)oth business progress and business reforms
ar a matter of growth, slow but absolutely sure, and there is no
golden, legislative road to either.
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Our company will probably adopt a profit-sharing plan again. We
believe in the principle. But we want our own plan, according to
our own ideas; and we will want it when we think we can have it,
not when government thinks we should have it.

There is something, however, that government can do. Govern-
ment can encourage the adoption of profit-sharing plans through tho
dissemination of educational literature on the subject. The printing
and circulation to companies of the various profit-sharing plans now
in use would be of very great help in assisting companies to work out
their own plans in keeping with tre conditions that prevail in their
own individual businesses. Many companies today are successfully
operating profit-sharing systems. In time, there will be many more.

And now, just a wo abut incentive taxation-whether in connec-
tion with profit-sharing legislation or any other kind. We believe
that incentive taxation is a curse to any nation that adopts it as a
principle. In our country, it is a hole in the dike of freedom which
will ever wash larger. Once started, it is not improbable that laws
and regulations of every kind and description might be passed, each
bearing a tax penalty for noncompliance.

The undistributed-profits tax was our first great experiment in
incentive taxation, and we can all see what a dismal failure that was.
The shreds of that law are still hanging to the revenue act, and dur-
ing the coming session of Congress we hope every vestige of the
undistributed-profits tax law will be stricken forever from the acts
of this country. Regulation of business by law is bad enough in most
instances but regulation of business by taxation is insufferable in a
supposedly free nation. If a law is right, enforce it with enforcement
officers. Let us not degenerate in our legislative character to the place
where it is legal to violate the law if we pay the fine. Incentive tax-
ation can never be a reward, for we would 6e rewarded with our own
money. It is always a tax penalty-a penalty for noncompliance, a
bribe to the Government to permit us to violate the law.

It has been suggested that a tax reward might be paid to those who
use profits or surplus for capital investments. Such a incentive
would undoubtedly encourage capital expenditures. However, we be-
lieve that actual expenditures as the result of such an incentive would
be disappointing. Plant expansion, new machinery, increased inven-
tories are usually the result of demand, not the cause.

Like the undistributed-profits tax, a tax reward for capital invest-
ment would be inequitable as between different firms. The large,
well-financed firm could expand and receive a credit against taxes,
whereas the less fortunate firm, through no fault. that it could rec-
tify, would be forced to pay the full tax rates. The reasoning behind
the conception of incentive taxation is the recognition that all cannot
or will not take advantage of the incentive. There might be justifi-
cation for forcing the "will nots," but hardly justification for penal-
izing or withholding rewards from the cannotts" In other words,
it might be all right to stimulate the fellow who can afford to be
stimulated, but tough on the fellow who is not in a position to
respond to the treatment.

If we need more laws to control business let's pass laws that can
and will be enforced. But let's levy taxes lor revenue only.

Senator HERRINO. There is one statement that you made, that the
Government can encourage the adoption of profit-slaring plans
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through the dissemination of educational literature on the subject.
I want to make clear that that is precisely what this survey is intend-
ing to do. There has been no suggestion of any compulsory or
punitive taxation in connection with profit. sharing.

Mr. TL R. I understood incentive taxation might be coupled with
profit sharing.

Senator HFRRaiNo. There was some thought that that might. be con-
sidered, but only as an incentive. Our whole purpose was to get to-
gether just, the %nformatiou, for the purpose, exactly as you said, to
disseminate it, so that the manufacture-s may know the successful
plans that are being followed.

Mr. TEvroR. That undoubtedly would be of great assistance.
Senator VANDENBER0. When you say "Iet's 1 evy taxes for revenue

only," you mean you would wile out Al protective tariffs?
Mr. Trro. No, sir.
Senator VAINDENBER. You do not mean that?
Mr. TEmroR. No; I do not mean that. In connection with business.

taxation, though, I did mean that.
Senator VANDEN'BERG. Well, the tariff is an incentive tax, is it

not?
Mr. TEmrOR. Every tax probably is an incentive tax of some kind;-

it carries an incentive with it; but I am speaking particularly of the
incentive tax which would force business to do something that the-
Government wants it to do.

Senator VANDENBRG. Well, I think your general warning is very
much worth while and, as far as I am concerned, I am glad to have
it in the record, because a new subject of this nature which is in
process of initial exploration can benefit just as much from opposi-
tion as it can from approval. I think, however, without arguing the
matter with you, that you might find, upon further deliberation, that
you would want to make other exceptions, along with the tariff, to
your statement that we must confine our taxes solely to revenue pur-
poses. I appreciate your candor in stating that you would exempt
tariffs from this indictment.

Senator Hr~muizo. I think that is everything, Mr. Teetor, unless
you have something else you would like to place in the record.

Mr. TrEmR. No; I do not have anything else.
Senator HERmINo. We appreciate very much your coming up. We

are glad to have this contribution
We will next hear from Mr. J. Arthur Gibson; vice president,

Simplex Wire & Cable Co., Cambridge, Maw.

STATEMENT OF 1. ARTHUR GIBSON, VICE PRESIDENT, SIMPLEX
WIRE & CABLE CO., CAMBRIDGE, MASS.

Senator HEElINo. Mr. Gibson, I received a letter from a man the
other day who was interested in profit sharing,, and it referred to
the Simplex Wire & Cable Co. as being their ideal of profit sharing,
stating that your experience went back, I think, to 1902.

Mr. G iso;. Well, we paid profits the first time for the year 1901.
Senator HRRIo. You might go ahead in your own, way and tell

us about your experiences.
Mr. GmsoN. I nave not really prepared a brief, like- theprevious

gentleman. If it meets with your approval, I might,. roughly, read
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a brief that we wrote up some few years ago, which is essentially
the present situation.

Senator HRaiNo. Just so we can get into the record your system
and plan.

Mr. GIBsoN. The reports of these various experiences encouraged
us to make the experiment-that is, profit sharing-but we felt that
our plan must differ, to a degree, from any we had heard of, and
the scheme was developed in accordance with the following consid.
erations. It was a doubtful experiment and was confined to our
factory employees, leaving out clerks and salesmen in our main
office.

Realizing that the result must be a question of judgment rather
than definite figures, and wishing to be assisted in our judgment by
the opinion of our two factory superintendents whom we had intei-
ested in the experiment, we increased their salaries instead of mak.
ing them profit sharers, in order that their judgment might not be
biased by their own interest. We expected the best results and
wished particularly to benefit certain old and faithful employees,
while from recent employees, and particularly those who were not
likely to stay with us long, we expected very little, and we had
very little interest in them, so that it seemed to us to be necessary to
make a distinction and this was accomplished by the requirement
that no one should be eligible to benefit until he had been in our
employ for at least 1 year.

On the principle that no partner has a right to any part of profits
earned before he comes into the partnership, we decided that a profit
sharer must be informed of this status and must work as such for the
full year before he is entitled to any profits.

In order to provide ample time to make up the books of the com.
pany-that is, for any calendar year-ard to determine the profits,
we set the time of payment as March 1, or 2 months after the close
of the year; that is, the calendar year. To further extend the time
of service it was decided that no profit sharer should benefit who
leaves our employ before the dividend date of March 1. To give
our peoinle the greatest stimulus it was necessary for the amount of
their dividend to be absolutely dependent on the profits of our busi-
ness for any given year, and that, as nearly as possible, the profits of
each year should be separately determined, so that no man should
either gain anything from the profits of the year before, nor lose
anything from profits carried into the succeeding year when lie
may have left our employ.

At the outset we were confronted with the difficulty that, being a
private corporation, wholly closed, we were absolutely unwilling to
make any statement from which the amount of our profits could be
determined, which would certainly be the result should we announce
the percentage of our profits which we proposed to pay and later
told what this percentage amounted to. To obviate this trouble we
refrained from stating the percentage of the profits which we pro.
posed to pay, saying simply that such percentage was fixed in advance
although not published. At the beginning of the first year, in order
to give our people some idea of the probable result, we'advised them
that the percentage, as fixed, was sufficient to justify the expectation
that the dividendon'their wages would be at least 5 percent-inci-
dentally, to interject here, the first year's dividend was a little over
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11, as I remember it-providing that the profits of that year were
as large as those of the year preceding. In order that thte adminis-
tration of the profit sharing should be absolutely fair, we have, at
the beginning of each year, posted a set of rules which we had been
able to keel) down to one typewritten page and had administered
each year strictly according to rule. On January 1-that is, the
first year-we aISembled our entire force and carefully explained the
profit-sharing scheme to them. Immediately afterward the prelim-
inary list and tie rules for that year were posted. While our people
were evidently pleased that something good was coming to them, it.
looked rather a long way off and comparatively few seemed to really
understand the scheme. A repetition of the address the following
January still left the matter somewhat. hazy in their minds; and the
results for the first year, while visible, were not as great as bad been
hoped. The actual payment of the first dividend, March 1, had a
great effect-that wis after the second address, you will realize, per.
haps-had a great effect, and ever since the rteslts hqve been inudi
more satisfactory than before.

Senator HamiiNo. Did you make a payment at that time on the
first year's profit sharing

Mir. GimsoN. We mIade a payment on the first year's profit sharing.
Whereas we had tentatively told them we had hoped to pay the 5
percent on their wages, we paid 11.05 percent,

Senator HFamxo. That probably had something to do with their
having more interest in it the second year?

Mr. Gmsov. Yes; after they actually got it 26 months after the
time, or the plan, went into effect. Then follows, in this write.up
the rules, which perhaps you may not care to have me red.

Senator IlRaIN0o. No; if you will just outline the working of the
plan itself.

Mr. GimsoN. Well, quickly, without going through all of this read-
inp. perhaps this will tell it as well as I can, and better.

The specific percent. of the profits distributed among the employees
under this plan is fixed 1 year in advance, and although this pro-
portion is unknown to the rank and file of the profit sharers, it is
communicated to the accounting department by the directors the
first of the participating year; it is made, in other words, a contract.
between the directors of the company and the employees, although it
is a blind contract, as you will see, as far as the employes are con.
corned, in that they cannot know just what the percentage of the
company's profits is going into the profit-sharing fund. That per-
centage being settled, when the final results for any calenidar year
have been ascertained, whether large or small, the contribution, at

e ntage agreed on, is put aside in a so-called profit-sharing
fund. and that fund is divided in the exact, proportion that each
person's own wage or salary (the total remuneration for the. year)
karate the total salaries, wages,. and so forth, of all eligible profit
sharers.

Senator HaitNo. What is the basis for the determination of tile
percentage, the amount to be allowed, whether it is 10 percent or It
percent.?

Mr. GtsoN. Well, that grew, something like "Topsv." .%s it has
been said here, it started 6ff as a sort of experiment, and1 it was hoped
and shaped up with the thought that we would at least be able

11013-:M-- 33
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to pay somewhere in the neighborhood of 10 percent. That is not
quite what I have told you in this reading but you do not always
put forth your best foot first. If we told them we expected to pay
them 5 percent and gave them 10, so much the better. If we had
said 10, which we hoped to pay-I was not with the company at
that time--and only paid 5, then it would be against us. Now the
original percentage was started knowing what the pay roll had been
for the prior year and what the profits had been. We figured out
that it would have to be a certain percent to realize a fund which, if
distributed, would give them 10 percent. Do I make myself clear?

Senator HERmNo. Yes.
What percent of the profits, on an average, is distributed as profit

sharingI
Mr. issoN. I would rather not answer that.
Senator HEjmR o. How does it compare or contrast with the divi-

dends paid, in total amount ?
Air. Gimso.. Well, of course, that is variable. I do not have any

of the exact figures with me. Of course, it would be a smaller amount,
and you would expect that.

Senator hEiNo. It is not always a small amount. Some profit
sharing exceeds the amount of dividends.

Mr. GmsoN. There have been years when no dividends have been
paid from the company's business. You will remember, maybe, 1931
and 1932.

Senator HERRINO. Yes; I remember.
Mr. GrasoN. There has been a profit-sharing fund in every year

since 1901 down to the present times with one exception.
Senator HERmNo. Well, your base wage is at least the equal of the

wage being paid by other concerns?
Mr. Gsowz. We feel that our wages are far in excess-we know

they are in excess-of others in our line. That is not my end of the
business but I have a figure in mind of something like 60 cents an
hour as eing the minimum paid for wages.

Senator imm o. Are your employees organized ?
Mr. GiBsow. They are, at the present time.-
Senator HRINO. Do they belong to organized labor?
Mr. Grasox. No; it is an employee union, wholly unaffiliated.
Senator HERIo. Did you arrive at this percentage of profit shar-

ing through any negotiation with the employees?
IMr. Gissow. No this was something that was sprung on then, for

their own good. by the way, I might sy that the percentage first
established in 1901, was an experiment. It has since been increased .
that is, the percentage of the profit sharers ftmd has been increased
five times. Perhaps you will remember in the reading here I said
they left out the superintendents. It was later thought-best to bring
them in; therefore, the percentage was increased somewhat to take
them in; and then there were a couple of other increases, just to
fatten up the fund. Iater on the plan was extended to cover the
administrative office and salesmen, and a year later to tike in our
branch offices, so that from 1914 on all the employees of the company,
with the exception of the officers, were covered.

Senator Hmwxo. About how many employees have you, Mr. Gib-
sonf
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Mr. Gmso. About 700.
Senator HumNo. Have you had any labor troubleI
Mr. Ginsox. Only incipient labor troubles, and we credit the fact

that we have had no labor troubles to our profit-sharing plan.
Senator H mNoG. Well, you had a show-down in 1937, I think, did

you not?
Mr. Gmsox. In 1937 we had, as our questionnaire shows you, some

trouble, which was from A. F. of L. organizers coming in. Briefly,
the matter went before the National Labor Relations Board and came
to a vote, and the A. F. of L. affiliates were in the minority. After
that our employees got together and formed their own unaffiliated
union, which is now in effect.

Senator HERzaNo. Is part of your profit sharing providing the em-
ployees with the balance sheet so as to show the net results of the
operation of the company ?

Mr. GBsoN. No. Being an entirely closed corporation and wholly
a family affair, it is a relatively smsl corporation. It is a one-family
affair, and it is our policy not to publish either gross business, profits
or dividends.
Senator HERmiNo. In spite of that, you feel that your employees have

a confidence that they are getting a fair share of the profits in accord-
ance with the proposal I

Mr. GIBSON. They always have, so far as I know. Of course, there
are exceptions to every rule. It might interest you to know that the
profit-sharing dividends have ranged from a high of-well, it is not
quite a fair figure to use, it is so far back-but it has been'as high as
18.45 percent, down to 2 or 8 percent.

Senator HtniRNo. How much would you estimate the average fiat
wage of the average employee

Mr. Gnmo. At what timeI
Senator HamiNo. Well, at any time.
Mr. Gisox. These are profit sharers wholly of courseI
Senator Humwo. Yes.
Mr. GmsoN. You understand that all of our employees are noteligible.enato Hmeio. The only requirement is that they shall have been

in your employayear,_is it not t
Mr. Giasox. Well, that they shall have been in our employ at least

1 year prior to the participating year.
Senator HEraIo. There is no other requirement?
Mr. GjwsoN, Thai is all. Now, to answer the question as to the aver-

age yearly return for the profit shakers for the year 1937-
Senator HmrNo (interposing). Yes.
Mr. Gisox. And do not misunderstand me; this is the wage of all

profit sharers.
Senator HziniNo. Yes.
Mr. Gmsox. It would take in the salesmen, the administrative chrks,

and the clock workers. I do not have the figure for clock workers
alone. It is $1,600.99.

Senator HERimo. Then somebody got nearly $300 in profit sharingI
Mr. .nso. Tv e average dividend for everybody, from office boy

up to the fellow next to this director, as $182.02 plus.
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Senator VANDENBERG. If I understand that, you deduct social-
security taxes from the profit-sharing dividends

Mr. GWsoN. The social-security taxes are applicable to this remu.
neration under the law. The company pays its tax, under r the old.age
payments, of I percent, and that is $1.32, and that would result in
$1.32 deduction, and likewise the company pays its $1.32.

Senator VANDENBRG. That is what I am getting at. You (to not
deduct the company's share I

Mr. GmSoN. Absolutely not.
Senator VANDUNBERO. The statement in your pamphlet is a bit am-

biguous on the subject. I thought it ought to be cleared up.
:Senator Fl.IsiNO. Does it say anything about that ?
Senator VANDENBEo. Yes; it says thW sOcial-scuritV taxes will te

deducted from profit-sharing dividends. That sholicld e broad
enough to include everything. I notice you have a pr)fit-sharing
committee elected by the employees.

Mr. GIasoN. Yes.
Senator VANDENBERO. What is the function of that committee
Mr. GiwoN. The only function of that committee i, it meets three

or four times a year to clear up any border-line cases. When
a person leaves our employ lie is automatically out of the profit-
sharing cheme, whether we discharge him or whether lie leaves. That
is clear in the rules Now, there is a provision-I think you will
find it there; I (1o not have the copy myself-there is a provision
as to the requirement in case of a 6 weeks' lay-off-I am just men.
tioning ,a hypothetical case-

Senator VANDENBERG (interposing). Yes.
Mr. GmsoN. Now, for instance, suppose this fellow was intended

to be laid off for 6 weeks and still continues as a profit sharer, we
might take him back, well, on the fifth day of the last week, and
employ him for 2 or 3 days, and lay him off again. Now, suppose he
did not get back until I day after 6 weeks, some of the employees,
might feel that lie ought to still be a profit sharer. It is their fund,
If they vote that, due to some error of the foreman in not getting
that man back on the last day of the 6 weeks, but if they find it went
the other way, if they vote he is still eligible we agree. It is their
fund, in other words, and they are voting their own money away, to
some small extent

Senator VANDENBERiO. The committee has no right of consultation
with respect to the amount of the profit sharing?

Mr. G-_resoN. No. It is only these border-line, hair-splitting eases
that might come up in administering the plan.

Senator Hramo. Do you have anything else you would like to
put into the record, Mr. Gibson I

Mr. GIBsoN. Why, there is nothing that I would wish to put in,
unless you have some more questions. There is just the one point.
You asked in your questionnaire for ideas, plans, and so forth, for a
compensatory scheme of taxation.

Senator HIERMNo. Some incentive taxation, compensatory tax
benefits.

Mr. GnBsoN. Yes. The quick reaction is that we are somewhat
against that, although we do not have any very strong feeling. If you
dd not come up to the yardstick that your law might lay down-if
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for some reason, in a b.d year, a year of heavy expenses, and so forth,
the plan did not allow us to cone up to your yardstick-well, there
would be a penalty, of course, and that would be an objection.

Senator Hzamio. What is your labor turn-over Do you think it
is affected by your profit-sharing plant

Mr. GssoN. We are morally sure that it has in years past, and
even now, with the incipient labor trouble that we hid last. year, ve
are absolutely sure that it has kept our people with us.

Senator HRmmo. You are convinced it is good business?
Mr. GIBoN. Oh, yes. Another thought that has been wandering

around in our minds for a year-last year was a good year, 1937,
and this year is going to be bad, and if there would have been some
way of, ke will say, just to illustrate-I want to say this has been
discussed this year-but to illustrate my point, if instead of the
percentage thaf we (lid give, knowing it was a good year, certainly
going toward the end of the year, if we could have doubled that, if
the directors could have doubled that. percentage and withheld the
doubling for a bad year or sort of spread it out, we would have liked
to have done it, but wewould have penalized ourselves. We could not
have taken it on our income-tax return as a deduction from taxable
income; we could not have done that- and of course we would have
paid--to have held it back-we could Lave paid undistributed-profits
taxes on the reserve.

Senator VANDENRo. Then what you are saying is that you would
favor tax exemptions for a reserve s.t-upl

Mr. GIBsoN. Irrevocable reserves. We could agree, in our minds, to
set up irrevocable reserves for our employees, if you would let us.

Senator HERRINo. A coninion observation fromn employers who are
not interested in profit sharing is that it would probably work all
right when there are profits, "ut'what would you do if there are
losses? Now, you have had that experience. How would it affect
your business?

Mr. GIBSON. Well, of course, they do ? down when vou do not gt
it, and they go up when you do gei it. do not have the average for
the years through 1937, but in this brief here I remember there was an
average figure for certain years. I do not want to take your time, but
I thought it was averaged. It is something like 121h percent there for
a matter of 12 years. Now, if those had been with us for some consid-
erable time, they knowing they are going to get that average per-
centage approximately, and knowing how much they are working
during the year, they know in advance what the percentage is going
to be; they strike it closer than the bookkeepers.

Senator HERmiNo. And really you had labor trouble when you had
the fixed profit sharers in 1937,aid you did not have any labor trouble
in 1931 and 1932?

Mr. GmsoN. The answer is "no" to your question.
Senator HERmo. You did not have it in 1931?
Mr. GiBo. . Well, you see, Senator as against some of the depres-

sion years, relatively, it was not the biggest year, by any manner of
mean's, although, I should say, incidentally, the biggest year of our
labor troubles, such as ours were, started way back in the spring of
1937. Now, our profits, of course, were not known until March this
year; and when they were known, if I may say it-although a lot of
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our old-timers were death against this, oh, the outside proposition of
unionizing our people--when the profit sharing was given out andthe percentage was known-incidentally, it was a month's pay,
rougly-more flew away from the A. F. of I, I imagine, if you
want to put it that way, or the outside domination than ever before.
Incidentally, I am wondering how far I am to go. I had really no
brief. I expected to be asked questions. Every year the profit
sharers themselves have given the officers of the company a banquet.
They got up this banquet, a big entertainment, a dinner and so
forth, and lo and behold, we did not have to pay for our tickets.

Senator HZRRNo. You have had 37 years of experience in this,
and I was trying to get your answer to the objection which was made
that it will work when a profit sharer has profits and when you do
not have profits it will not work.

Mr. Gison. You can see that is not so. You cannot say it has
militated against the plan as a whole, over 4 or 5 years. One swallow
does not make a summer, nor does I bad year work against the plan.

Senator HE Lwuo. Your men went along with you bi 1931 and 1932,
when you had no profit sharing

ir. GvBoN. Oh, yes. Perhaps they could not get jobs elsewhere
and they were glad to stay with us. I do not know offhand what the
reason was.

Senator HRRMINo. And it would affect other plants equally, that
had profit sharing, if they went through a period of that kind?

Mr. GIssox. Oh, yes.
Senator HMIUuNo. All right, Mr. Gibson; thank you very much.
We will next hear from Mr. C. P. Cooper, vice president, American

Telephone & Telegraph Co., New York.

STATEMENT OF C. P. COOPER, VICE PRESIDENT, AMERICAN TELE-
PHONE & TELEGRAPH CO., NEW YORK

Senator HuFatNo. Just go right ahead. You have a statement
there, haven't you, Mr. Cooper?

Mr. Coom. Yes; I have. It is not long. If I may, I would like
to read it.

Senator HERINo. Certainly.
Mr. CooPER. I appreciate the opportunity to appear before this

committee in response to your invitation to statb the general policies
of the Bell System applicable to employee relations and to describe
briefly the methods flowed in carrying out these policies.

We believe firmly in paying good wages and in providing good
working conditions-first because we consider that efficient workers
are entitled to them; and, second, because it is good business to do
these things. This policy is not new but has been in effect for a long
period of years. It was reiterated by Mr. Gifford in his annual
report to stockholders for 1933, where he said:

This country Is entitled, in good times and bad, to the best possible telephone
service at the lowest possible cost.- The ucces of the American Telephone &
Telegraph Co. and Its associated companies must be measured by that atzandard
and depends on giving at aU times, day and night, dependable, accurate, and
speedy telephone service, constantly improved and extended in scope by research
and invention, at a cost to the users as low as efficient operation can make it,
consent with fair treatment of employees and such return to the stockholders
as will Insure the financial safety of the enterprise.
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This does not mean that our companies do nothing more for the
employees than to pay good wages and provide good working condi-
tions. On the contrary, we have long endeavored to aid them in meet-
ing the vicissitudes of life and have helped them to save for themselves
against the rainy day.

At the beginning of this year the average annual earnings of our
employees was 17 percent higher than in 1929, due to higher wages,
a more experienced force, and lower proprtion of employees in traim-
ing. Hours of work have been reduced from 48 and 44per week to 40,
and wages have been increased. Substantially all employees are now
receiving as much or more pay for 40 hours per week as they formerly
received for the longer week. Vacations with pay are given to all
employees. They also receive pay for holidays. Vocational and
supervisory training is provided to develop knowledge and skill for
effective performance thus helping the employee to increase his use-
fulness and prepare 1or advancement. It is the general policy and
practice of te companies to make promotions and fill supervisory
positions from within the organization.

Most workers strive to earn enough to live in comfort, educate their
children provide for emergencies, such as sickness and accident, and
to care ior old age. To assist the employees in mitigating the com-
mon hazards of sickness accident, disability, superannuation, and
death our companies established in 1918, mor than 25 years ago a
plan for pensions and sickness, disability, and death benefits. The
plan is noncontributory. Next to good wages and favorable working
conditions, nothing in our employment is valued more highly by the
employees nor contributes more to the giving of good telephone service
than the benefit and pension plan.

The sickness and disabilitybeinefits aid in stabilizing employee In-
come, and the death benefits aid the dependents In necessary adjust-
ment of living arrangements. The provision for pensions permits
the retirement of all employees who have been long in the business
and have reached an advanced age.

Expenditures under this plan are charged directly to expenses on a
pay-as-you-go basis, except fo- pensions. Pensions are provided for
in advance by accruing on an actuarial basis through current expenses
and payment to pension trust funds from which pensions are paid.
On September 30 these trust funds--each company his, of course, its
own separate fund-aggregated $185N66000.

In addition to the payments made regularly for benefits under the
plan, special payments are made in case of need or emergency.

l!any of the companies maintain medical departments to aid em.
ployees in prevention of sickness and promotion of health. These
departments have sponsored first-aid training courses for men and
health courses for women. Seventy-five thousand employees, mostly
men, have completed first-aid twining courses; and 60000, mostly
women, hold certificates of completed health courses. oth courses
were prepared in cooperation with the American Red Cross. They
have helped the system to establish an enviable record of accident
prevention and have contributed to the gpood health of the personnel.

nThe public has benefited directly from the first-aid training through
considerable emergency assistance by telephone men to victims of
a cc id e n ts . .. ..
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The expenses of Bell System companies for all of these activities
and benefits, exclusive of social-security taxes and not including pay-
ments for vacations and holidays, are annually about $125,000,000,
or about 6 percent of the pay roll. Social-security taxes are $13,-
800,000 or an additional 3 percent of the pay roll.

We believe in helping employees to provide for themselves accord-
ing to their individual ability and need and have established thrift
programs for voluntary use by them through pay-roll deductions.
Under these plans 17,000 employees are buying United States savings
bonds, 63,000 are paying premiums rigularly on their life insurance,
and 60,000 are making deposits of savings regularly in savings banks
or credit unions. Of course, these figures represent only a part of the
picture. Many are home owners and many others have savings ac-
counts, insurance, and investments whicli they have accunmlated
directly rather than through pay-roll deductions.

About 65,000 employees of the Bell S stein companies are now
stockholders in the Ainerican Telephone & Telegraph Co. and hold
approximately 820,000 shares of stock, an average of 12/.., shares
each.

Over the years, there has been constant improvement in income,better working conditions, and shorter hours for telephone employ-
ees. The public has received more and better service for its money.
Telephone workers generally are keenly interested in the success
of the business and not only appreciate the importance of good
service but have a sincere desire to do the best job they can for
the public. It is impossible to determine the extent to which this
spirit of service has been strengthened by the system's plans for
greater employee security and peace of mind or by the workers'
voluntary participation in plans for their self-protection and ad-
vancenient. Certainly both management and employees would be
most reluctant to risk the impairment of this spirit of service
through any withdrawal e-' curtailment of this program.

We do not believe that profit sharing beyond that herein stated is
applicable to our business. It is the policy of the system that
earnings over and above those required to provide good wages,
favorable working conditions and such returns to -investors as will
insure financial safety should be shared with our customers. We
believe firmly that this is the only sound policy for us-a regulated
business-to follow for the long* pull; and, of course, there is no
justification for acting other than for the long pull.

I do not want to be understood as advocating the abolitkn of
profit sharing in those cases where it has been found satisfactory and
helpful to both employees and the employer. My view is that for
industry as a whole, profit sharing as a national policy would not be
helpful. It would not tend to smooth out the peaks and valleys of
booms and depressions but would tend to exaggerate them. Our
national policy should be aimed at smoothing things out.

Similarly, it is my belief that the principle of "incentive taxation"
is unsound as a national policy. All taxes are restrictive, but they
must be levied to provide for the expenses of government. I believe
that to influence the course of business bv either penalties or in.
centives so far as taxes are concerned is unwise,

Senator VAWDZ.BERo. Is this benefit plan a standard practice
throughout all of your subsidiaries?
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Mr. Coopra. Yes. They all have adopted the same plan.
senator VANDFNBFRO. And are the costs charged against the sub-

sidiariest
Mr. CoOPm.. The costs of the plan I
,Senator VANDF.NBERo. Each company bears its own costs?
Mr. Coora. That is what I mean.
Senltor V.%ND' NBFo. Now, the rates, of course, are regulated by

State authorities?
Ilr. CooPrm. Both State and Federal commissions.

Senator VANDrNBEO. Have von ever found these regulating ait-
thorities quarreling with you for any money taken out of gross income
and devoted to social service and beuefits of this character?

Mr. Cooprm. We have had a few cases where commissions have dis.
allowed, in rate proxedings, part of the expenditures that have been
made under our benefit plan.

Senator VANDENBERO. How often has th tt happened I et me put
it a little differently. Would -on say that was the normal standard
attitude of regulatory bodies I

Mr. CoorER. No; it is the exception rather than the rule.
Senator VANDENBUGo. That is what I i1n getting at. Ordinarily

public authorities that regulate your rates accept your benefit anil
pension payments as appropriate operating-cost deductions.

Mr. CooiR. Yes; they (to. There have been apparently few cases
where those expenditures have been questioned and where they have
been disallowed in rate lroceedinsgs.

,Senator VANDENIERo. Has the question ever gone to court ?
Mr. CoOmER. Yes; I ain filing for the information of the suboom.

mittee a list prepared by our legal department of court and cominis-
sion .cases involving Bell System companies in. which the matter of
pension expenses wvas under consideration. This list, of course, does
not include the many rate cases in which such expenses were not
expressly at issuteand were allowed without comment:

CoURTAND COMMISSION CAStS-PNSJoN EXPENSm

COURt CASES

Okesapeake and Potomac Telephone Company v. PublOW Utilities Oommteslon
(E2 Wash. Law. Rep. 480). (Supreme Court, District of Columbia, 134K)

State of Mlsmicsota v. Tri-state Telephone and Telegraph Companm (District
Court, Ramsay County; Minnesota, 1937). (Now pending on appeal before the
Supreme Court of Minnesota.)

MVscotfin Telephone Company v. PabIW Servlce Cominslusion of Wifcowi.etn
(Circuit Court for Dane County; Wisconsin, 1M8.) (Now pending on appeal
before the Supreme Court of Wisconsin.)

COLMISION C'ASs

Re Mountain States Telephone and Telegraph Company (P. U. R. 1917B 1,
249-253. 296-297; Colorado 1917).

Re (Jhraapeke anj Potoonac Telephone Company (P. U. R. 19200 49, 92;
Virginia 1020).

Re Mountafn rates Telephone and Telegraph Company (4 Utah, P. 8. 0. 21;
19,21).

Re Mkeo York Telephone Conpany (P. U. R. 19M3B, 545,024, 681-6SO; New York1923).
Re eo England Telephone and Telegraph Company (P. U. R. 192E, 789, 154;

Massachusetts 1925).
Re Chesapeakc and Potomac Telephone Company (P. U. R. 1921 481; Vir.

ginia 192).
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InRe Unifoem Syttem of Accounte (191 CommissIon Leaflet 429; I. C. C. 1927).
Oily of Columbia v. Bouthern Bell Telephosc and Telegraph CompanV (42 Ann.

Rep., Oa. B. C. 233; Georgia 1914).
Re Southwestern Telephone and Telegraph Company (Missouri Commission,

June 1915).
Re 0hesapeake and Potomac Telephone Companv (P. U. R 1932E, 198, 200-201

(District of Columbia 1932) ; 4 P. U. I. (N. S.) 346, 855-35 (District of Colum-
bia 194); Reversed 62 Wash. Law. Rep. 488).

Re MicA gan Bell Telephone Comnpany (10 P. U. R. (N. 8.) 149, 211-212;
Michigan 1935).

Re Michigan Bell Telephone Company (1938 Opinions and Orders of Michigan
Public Utilities Commission, 402).

Re Wisconsht Telephone Company (Wisconsin Commission, 4 cases consoli-
dated) P. U. P. 1932, 173, 183-190; 4 Wit. P. S. 0. Rep. 201 (1933) ; OP. U. R.
(N. 8.) 389, 402-403, 410 (1834); 13 P. U. Ai. (N. 8.) 224. 253-2456 (1936).

These orders are reviewed In Wliconsin Tclephone Co. v. PuNic Service Covt-
mnlssim (Wisconsin Circuit Court Dane County I938).

Senator HERRutu. Thank you very m'sch, Mr. Cooper. I have
nothing else. Unless you have something else, there is nothing that
we want to inquire about, except as to Mr. Gifford's health.

Mr. CooPR. He is getting along very nicely. He gets back to
work a few hours each day, but the doctor is still keeping him rather
quiet.

Senator HEmRIo. Give him my regards. He happens to be a
cousin of Mrs. Herring.

Mr. CooPER. I will be glad to do that,
Senator Hnumuo. We will next hear from 0. S. Redding.

STATEMENT OF C. S. REDDING, VICE PRESIDENT, LEEDS &

NORTHRUP CO., PHILADELPHIA, PA.

Senator HERRI.-o. Mr. Redding, you have a bonus plan, I think,
have you notI

Mr. Rumwwo. Yes- we have.
Senator HEmRRNG. Would you tell us about it?
Mr. REDOINo. I am sorry Mr. Leeds has not been able to come down

to present this matter because he is an authority on this very thing,
having been interested in industrial relations for a good many years.
I think I can speak for him, but in presenting some of these plans, I
would like to read very largely from some of his statements, because
they are considered statements, and I can save time, probably, by
reading from them. .

I would be glad to put in a little bit of Mr. Leeds' philosophy, if
I may. It is taken rom a paper appearing in Forbes Magazine,
November 1, 1931. At that time they said:

The Leeds & Northrup Co. manufactures electrical measuring instruments
and apparatus for temperature measurement and control. It was started In
1899 with 25 employees, and now has something over 1,000, an unusually large
proportion of whom are engaged In sales, outside service, research, engineering,
inspection, and office work. Instruments of precision can be successfully pro-
duced only by trained workers whose skill ir the result of years of experience,
and owing to the difficulty of replacement, it Is Important to maintain the sort
of Industrial relations which will conserve such a working force once It has
been assembled and trained.

Our plan, which has been gradually evolved and put into practice during the
past 25 years, has at all Its stages been in full sympathy with the Forbes
principle that "Although based upon the proit motive, business exists for man
and not man for business." We have sought to build a durable institution whieb
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should be profitable to all who have a part In it and serviceable to those who
use Its product. Justice to all concerned seems the soundest guiding principle;
and of the various definitions of Justice, I have found most useful this which
Durant attributes to Plato: "Each man shall receive the equivalent of what he
produces and shall perform the function for which he is best fit. A just man
is a man in just the right place, doing his best, and giving the full equivalent
of what he receives." As we conceive them, human relations involve the entire
personnel from the executive offers to the latest apprentice; they must be
something more than the means which management and ownership use to main-
tain morale and efficiency among workers. A business organization should be a
unified group of people banded together to earn a living for Its members, seeking
to do justice among all of them and to the rest of the world. A considerable
element of democracy must enter In-not democracy in our political sense, with

'one vote for each, but, as I suggested some years ago, a democracy which alms
to secure equality of opportunity-not equality of power or equality of reward,
but an equal chance for each to rise to that level of reward and power for which
he is qualified. These few words must suffice to indicate the conditions under
which we work and the guiding thread of industrial philosophy on which the
diverse elements of our plan are strung.

Ownership and control are of primary importance because the destiny of the
organization rests with them. Our company Is a corporation but with unusual
provisions In regard to the ownership and rights of shareholders, which aim to
keep control in the bands of those who are experienced, competent, and in full
sympathy with the company's policies. There are three classes of shares-
employees' shares, converted shares, and investment shares.

Employees' shares have full voting rights, may be held by employees of the
company only, and receive all of the profits, after the limited preferred dividend
Is paid on converted and Investment shares. The provision that these shares
which exercise the control and receive the profits shall be held only by employees
Is made because, If held by outsiders, control might be in the hands of those who,
through lack of knowledge and contact with the business, might not be best
fitted to exercise it, and because profits going to absentee owners might leave
the more active managers on the job with a feeling that an injustice had been
done them, resulting in a let down in their loyalty and efficiency.

While employees' shares may be held by employees only, they may not be
held by any and all employees who happen to be able and willing to buy them.
The shareholders elect annually a board of trustees who have the responsibility
of determining which employees may buy shares and how many, but this selec-
tion can be made only from employees who have been with the company 5
years and who have salaries of $1,500 or over. Employees' shares are sold
for cash only. There is no provision for their purchase from the company
on an installment plan, although considerable purchases have In recent years
been arranged through private loans with the stock as collateral. The bonus
plan, to be described later, has provided many with the means of making stock
purchases. The value of employees' shares is determined annually for trading
purposes by a formula and is based on a weighted average of their earnings for
the past 5 years, greater weight being given to recent years. Employee share-
holders who leave the company may either sell their shares at the formula value
to other approved employees, or may have the total value of their holdings de-
termined by the formula and used to purchase converted shares, which have
a par value of $100 and an 8 percent prefer red dividend. These may be called
at any time by the trustees and sold to employees as such, or reconverted into
employees' shares. 'They may be bought and sold like ordinary stocks

Investment shares are like converted shares except that they have a prior
claim on earnings and assets, are sold for cash only, and their issue is limited.

One of the objects of the trusteeship was to distribute the holdings to a large
number of employees. lI 1915 I held all of the employees' shares, and there
was only one other holder of investment shares. Today my holding of em-
ployees' shares has been reduced to approximately 54 percent of the total.
There are 60 other holders of employees' shares, holding a total of 4,452 shares.
There are 63 investment shareholders holding 1,563 shares and 132 converted
shareholders holding 10,210 shares.

Another r object was to provide a fair means, Which would not cause contro-
versy, for converting and retiring the holdings of men who retired from the
company. Since 1901, men who have left the company have had the employees'
shares which they at that time owned converted to 2,909 converted shares,
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worth $29990, and these shares have now all been called and taken by present
employees. In addition, approximately $100,000 worth of converted shares
which had belonged to me have been called and sold to employees.

The hope that our stock-participation plan might be sufficiently attractive to
good men to prevent them from leaving us and setting up competing enterprises
or engaging with competing houses has also been realized. None of our em-
ployees, who have been with us long enough to become holders of employees'
shares have become dissatsfied and left us to go with competitive firms or to
set up such organizations of their own.

The plan also provides, In the investment and converted shares, a relatively
safe fixed dividend form of stock which can be properly bought as an invest-
ment by those employees whose business experience and outside circumstances
do not Justify their taking the employees' share. The Investment and con.
verted shares yield a good return while at the same time such stock ownership
gives the employees who purchase these shares a sense of "belonging" and
Increases their Interest In the company's welfare.

The bonus plan was inaugurated some 9 years ago. Under it we set aside
each year, when earnings permit, a certain portion of them, called the bonus
fund, which is divided among a group of major and minor executives called the
bonus group. The group has gradually growni until It now numbers 91. The
members are arranged in subgroups, The share of bons varies with the dif-
ferent group, those in he upper group getting much inore thaw those iii the
lower. The ratio between the smallest and largest bonuses Is of the order of I
to 10. In good years, bonuses may be 15 or 20 percent of salaries for those
In the lowest group, and two or three times salaries for those at the top.
This arrangement is an attempt to carry out the idea In I'latos definition of
Justice--that each mau shall receive the equivalent of what he produces: it Ls
an attempt to give managers their just share of the fruits of the enterprlk they
manage.

When there are profits left over after fair wages and salaries have been pail,
other ordinary expenses have been met, and invested capital has received com-
pensation properly related to Its cost and risk, it is a reasonable assumlion
that management has contributed the something extra that has brought about
these profits, and therefore has in justice a considerable claim to them. The
range in the amount of bonus is a recognition of the fact that it is the major
executives who. through their determination of lylicy'and procedure, chiefly
influence profits. This has been discussed more than once in the group and Is
cheerfully accepted as fair.

The relatively large number included in the bonus group is due to a reallmz-
lion that management resides not alone in the ranks of the higher executives,
and is part of a deliberate effort to cultivate it as far down in the ranks as
possible. In many cases, the subordinate executives not only transmit and en-
force policies, but also have a share in making them. These subexecutives are
appreciably more than the mere channels through which the high command
executes its purpose.

The bonus group exercises the chief influence in determining what new men-
bers shall be brought into it and shifts of rank of those that are in. Em-h year
the group makes recommendations to the management on both of these points
which have. with a few exceptions, been approved as made. The reconunenda-
lions have several times Included demotions as well as promotion. It might
be thought that the group would feel that the introduction of new members
would simply decree se the share of bonas for those already In, and so become
exclusive. This has not been the ease. They know that the introduction of
new members will not ipso facto Increase the fund, but they also realize that
management originally formed the bonus group in the belief that by distributing
to Its members a share of the profits, it would no. only be doing what is fair,
but would also so stimulate their Interest and enthusla.Km that the share of
profits that would be left for owners would not be diminished. In the same
way, the members of the group feel that additions of the right people will not
decrease their bonus.

For our organization the bonus plan has worked well. Shortly after it was
put in operation, the group, without suggestion from the management, arranged
to have monthly meetings, which have been continued. They are held once a
month in the evening, away from the plant, and at the members' expense. There
is a dinner, followed by papers and discussion of plant problems, and then by
recreation, generally bowling. The meetings have two good results: First and
most important is the "get together" on something other than the everyday
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business basis-an arrangement by which the men get to know each other as a
group of good fellows engaged In a common enterprise. The mutual understand-
Ing and respect so engendered have made it much easier to iron out Interal
plant misunderstandings and difficulties; second, real progress has been made
in these meetings in dealing with specific problems that hare to do with better
operation.

This much space has been given to the arrangements for the relatively small
number of those in the management and ownership groups, because it is these
who intake the organization what it is. By making justice the besis of arrange-
ments with them we appeal to and cultivate their own sense of justice so that
they tend to make It the standard for all dealings with other employees and the
loublic."

The cooperative association Is an organization of the entire personnel. It was
formed In 1019, when under wartime stimulus our numbers had grown so that
the personal contacts of earlier times were no longer possible. Its formation
was a deliberate democratic procedure, discussd first In a small group of fore-
men, then in a larger group of all the older employees. It was decided that
everyone in the company should be a member, and that we would not, as is done
in some cases, organize the bench workers and those of similar grade separately.
One of the primary objects of the association was to effect a unified group, and
to organize the manual workers as such and pit them against the management
would not tend to do that. I'te association functions through a council, whose
members are elected annually and represent various divisions of the organi-
zation. The name cooperative is descriptive of its functions in two directions:
First, among the employees for a wide variety of activities in which they can
I* mutually helpful, such as athletics, entertainments, education, mutual-benefit
ocietis, etc.: and, second. in working with the management on business" matters

in which'the employees have a direct interest, such as the good order, conven-
ience, and comfort of grounds and buildings, hours of work. vacations, overtime
pay, regulations safeguarding disclharge, and wages. In connection with the first
group of subjects the council brs full power. In connection with the second
the management leans heavily on it for consultation and advice. The work of
the council Is regarded as a legitimate function of business, so Its meetings are
leld on company time and its secretarial and other expenses paid by the company.
Itevently it has had a full-time executive secrcitary, chosen by it, bat paid by the
C41t1n111nuy.

The following brief-ynopsis of the work of some of Its tinportnut committees
Indicates, Inadtquately, the range and extent of its activities:

Permanent committee on wages: This is a standing committee which, in co-
operation witl the management, has worked out the system that we are now
using for a review, once In 3 months, of the rate of pay of all hourly workers and
of a large part of the clerical force. It has satisfactorily handled many minor
problems relating to wages and bours of work.

Linchroom committee: This committee concerns itself with the conduct of our
cafeteria and makes recommendations In regard to food and service,

Reception and entertainment committee: A committee which welcomes new-
comers and helps to make them acquainted with the plant. It has managed a
large number of dances, receptions, and other entertainments, which have been
sery successful.

Ilspenspry committee: This has done much to Interpret tile nirsing and dis-
pn!sry needs of tile employees.

(Oeuersl Iniprovemelit committee: Tis Is a permanent and very useful com-
mittee. It regularly makes plant inspections, comments on the cleanliness and
general order of the various departments, and suggests improvement.

Finance committee: This deals with council's finances, which it has recently
put on a budget basis.

Committee in charge of athletics: This has a fine record of accomplishments
in tennis, baseball, bowling, and other sports, to which our well-filled trophy
case bears testimony.

Music: Glee and mandolin clubs have an excellent record in instrumental and
vocal muLic, including performances to large andiences outside of the company,
and broadcasts.

Appeal board: In 1921 an appeal board was set up, the members of which are
appointed annually by council. Any employee who is discharged and feels that
he has not had proper consideratou may appeal to this board. It reviews the
case and submits its findings to the management. Although comparatively few
cases have been referred to it, the Influence of this board has been greater than
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Its activity. The character and Success of its work may be illustrated by tht
cases of two men who were discharged for -beating" the time clock. One was
an older man. who arranged with a comparatively young one to punch the clock
for him when he was late. The board found that the discharges were Justified,
but recommended that the young man should not be discharged because it be-
lieved that be was not fundamentally inclined to do wrong, and that with the
lesson of the incident he would not do SO agaiL The recommendation of the
board was approved by the management, and he was retained with the com-
pany. Several years later the older man again applied for employment. The
management, having some doubt as to the advisability of taking him back, re-
ferred the case to the appeal board, which, after going into his record and inter-
viewing him, recommended that he be reemployed, the feeling being that he had
learned his lesson and would not again commit such an offense. This recom-
mendation was also accepted, and both men have continued to be satisfactory
employees.

It seems to me Improbable that cases of this character could be dealt with
equally satisfactorily in any other way. Experience shows that the appeal
board can be depended on to deal with strict justice and will not favor workers
who are discharged for good reasons. It makes the workers feel that their
Interests are In safe %ands of their own appointing, and In cases like those
of the two men described, it makes It possible for the company to deal more
leniently than it could without such an agency, because without the work of
the appeal board there would be a danger that leniency would be mistaken
for slackness. The appeal board is also an influence in making foremen and
others who wish to lay off men for cause very careful to be sure that they
have good grounds for doing so.

Educational plan committee: This committee presented a plan for helping
employees who were endeavoring to improve their education out of working
hours. It was cordially accepted by the management, because its own earlier
efforts in this direction, through classes in mathematics, shop practice, etc.,
had not worked out satisfactorily. The council committee supervises the
employees' educational efforts, and the company pays one-half of the cost
of evening courses, correspondence courses, etc., for such employees as the
committee certifies to have done satisfactory work. This plan was put into
effect in 1928, and since then employees bare received such compensation
amounting in total to $4,57.

Time study committee: This committee was appointed at the suggestion of
the management, because we want to make sure that nothing that is unreason-
able or unfair to the workers shall be introduced as a result of time and
motion study. The committee has made helpful suggestions, and as a result
of its work and the general plant attitude of cordial approval of time study,
it is expected that we will be able to introduce it In such a way that it will
be advantageous both to the company and to the workers.

Cooperation with other employee organizations: In I T a plan was in.
augurated for annual meeting with representatives of the cooperative asso-
ciations of three other companies-the Dennison Manufacturing Co., William
Fllene's Sons, and the Dutchess Bleachery. This was done with the thought
that such an association as ours does not have the advantage of broad con-
tacts, and in that particular it Is at some possible disadvantage compared
with menbers of trade-unions or with members of e-mployers' organizations
which exchange experiences. There have been a few Interchanges of meet-
ings, and the thinking of our council has been stimulated by them, but due to
the depression, and at the request of one of the other companies, this exchange
has been discontinued for the present.

An early experience gave significant evidence of the usefulnee and competence
of council. Soon after its organization, council appointed a minimum wage
and overtime pay committee (since superseded by the permanent committee on
wage), and that committee was asked to consider a request, received from a
large number of the workers, that the standard number of hours per week be
changed from the 48 which we were then working to 44. This was during the
war and was an indirect proposal- for increasing the rate of pay by increasing
overtime. We were actually working about 54 hours per week, and no one
thought of working less. Horizontal wage Increases were in order In those days,
and another one was about due. The managenwent felt that under normal ome- -

ditions a standard 44-hour week would be satisfactory, and the tvquest was
accordingly granted. The armistice was signed * shortly afterwaM, atd we
received telegrams from numerous Government depattnents instructing us to
stop all overtime work on their orders, and many of them gave Instructions
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that work should be stopped entirely. These orders constituted most of the
business in the shop, and consequently we had to cut down at once to the
44-hour week, which made a very severe reduction in the total week's wages.
The management asked council for an expression of opinion as to what should
be done about it, and in a few days the recommendation was made that (1) 10
percent of our force should be dispensed with, partly because so large a force
would not be needed, and partly because at least that much of the force was not
well adapted to our work; (2) that the shop work not over 44 hours per week;
(8) that the workers who remained with us have their rate of pay increased
10 percent, a partial compensation for the reduced number of hours. We were
much pleased with these recommendations, promptly put them into effect, and
found that they met the situation satisfactorily.

However, the record of the cooperative association Is not one of unmixed sue.
cess. Its earlier years of accomplishment were followed by an unsatisfactory
period. This was In the depression of 1921-22. Our management, preoccupied
with difficult business situations, acted more summarily than It should have done
in wage reductions, lay-off, etc. Council, jealous of its prerogatives, which it
felt had been Infringed, became sulky and Inactive and lost standing with the
people. From this experience we learned that we must not expect to get con-
sultation and advice from council unless we continuously have a receptive
attitude toward it and always treat it with the respect which it deserves. When
compliance to Its recommendations or requests Is not considered advisable, the
reasons must be made clear and the whole subject thoroughly canvassed by Joint
committees which will earnestly seek a mutually satisfactory adjustment.
Guided by this experience, council and management hare since achieved a good
degree of mutual understanding, which has resulted In years of harmonious
cooperation on many problems-some of them quite Important.

The entire history of the cooperative association reveals an Impressive record
of accomplishment. Other devices, such as highly developed personnel depart-
ment, might have been employed for the same ends, but I believe that no plan
less democratic would have been equally successful or would have resulted in
an organization that Is so well knit together and permeated by good will as is
ours.

Security and status for workers, which will allow reasonable peace of mind
and self-respect without destroying Incentive and sapping morale, are two de-
siderata which our Industrial system does not provide as fully as would be
desirable. The devices now to be described aim to do thUs.

N~ot only In such times as these does the threat of unemployment prey on
the workers' peace of mind. To mitigate this element of Insecurity, our plan
for unewployment benefits was inaugurated.

When the 1921 depression struck the country, we were caught with large
Inventories and were forced to make a considerable reduction in personnel.
Conversations with some of our people dismissed then showed how serious a
crisis we were bringing Into their lives. The social harm that comes from
sudden Interruption of employment became very clear.

In 1923, we inaugurated an unemployment benefit fund, with an Initial deposit
of $5,00, and arranged to contribute to the fund 2 percent of each pay roll
until the total should equal twice the largest pay roll of any week In the pre-
vious 12 months. It was estimated that such a fund, whea fully accumulated,
would be adequate to pay .what we thought were suitable retiring allowances
to as many as were likely to be laid off or have their working time reduced.
We placed the fund with a trust company under a trust agreement for this
particular purpose, so that It would not be subject to the hazards of the
business.
• Realizing that unemployment compensation was at best only a Palliative and

not nearly so desirable as continuous work, we also adopted measures to sta.
blitze employment. When business is brisk we increase our working hours,
paying time and a half for overtime. When work slackens we drop back to
the standard week. This procedure avoids the necessity of taking on, during
peak periods, employees whom we should have to lay off later, and in the
overtime pay we share prosperity with our employees. During slack periods
we manufacture for stock, insofar as there is sutclently stable demand for
certain items to justify this practice. We also carry on research to develop new
apparatus and new uses for present products, on a scale that Is large in pro.
portion to the size of our bilsiness.

We invited council to assume chief responslbility for the management and
disbursement of the unemployment benefit fund, explaining that the beneflt9
would be paid only up to the amount of the fund as accumulated, and that we
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undertook no obligation beyond that. The council willingly assented and
decided upon the following working agreement for adlminitering the fund:

Control of the fund 14 Tested in a committee of five members, of whom three
are appointed by the council and two by management.

Only employees whose annual compen.ation is $2,000 or less will be eligible
for unemployment benefits.

Unemployment benefits are to be at the rate of 75 percent of wages for those
having dependents and 50 percent for those without dependents.

Unemployment benefits are to be paid to those discharged, laid off, or work-
Ing less than the regular 44-hour week. Those discharged for cause do not
benefit from the fund. bnt may contest such discharge before the appeal board.

Duration of benefit payments Is regulated by length of service and ranges
from 3 weeks for 8 months' service to 26 weeks for those who bare served 5
years. In general, each year of service adds 5 weeks of comlensation.

Those who work on a reduced schedule are compens4ted for the time lost
in the same proportion as those who lose full time.

Benefits cease If the recipient gets another job, but may be reinstated if he
loses or leaves that Job and has not yet received all payments due him.

By January 1930. contributions of ,000 by the company, with interest ae-
-untulations, brought the fund up to $82,000, the required maximum. Prior

to 10, demands on it had been small. Since then sepcration allowances have
been paid to 168 people and 502 have received compenmtlon on account of
part time. Under the rules. $41,75 has been paid, and an additional .000
will be necessary if the present rate of art-time operation continues. With

allowance for interest, not much more than half the fund will be needed to
meet demands so far Incurred, leaving nearly $I0.000 to be used for further
reductions in force or working hours, which it now iems will be necery.
Of the employees eligible for benefits. 36 percent who were -Ompletely laid off
found new Jobs before their benefits (eased (a good record under existing
conditions), while 55 percent did not succeed in obtaining employment before
their berefits ran out. The remainder, tbout ) percent did not apply for
benefits.

The council keeps in touch with those whose benefit payments have expired
and who have not yet found other work, and provision is being made for
them through loans or gifts from a separate fund created by those who have
been fortunate enough to remain oi full pay. Only IR applications for such
loans bare been received, and these were for small amounts each week.
There will probably be more applications if the depression continues unabated
for many months. We intend to keep in close touch with all who are on part
time or are entirely separated from the company, and when the depression
is over, a review and analysis of our experience may suggest certain desirable
amendments to our plan.

Old age without income is another threat of Insecurity that preys on the
minds of workers of advancing years. At the request of council this subject
was taken up in 1926. and a joint committee, on which council members
predominated, worked on it assiduously for many months, finally reporting
a plan of old-age retirement allowances, which was approved and put into
operation in 1027. Under this plan the company purchases from the Metro-
politan Life Insurance Co. and keeps paid up, policies for all employees of
5 years' service and over, which, on retirement of men at TO years of age
and of women at 65, will give an annual Income of 1 percent of their total

salary during service. If employees elect to cooperate by paying 4 percent of
salary, the company doubles its contribution. Thus, a nonpartlclpatir.g em-
ployee with 40 years of service and an average salary of $1,50 would have
received a total of $0O,CO0 and get $000 per year for the rest of his life. If
he had participated, he would receive double this amount from the company's
contributions and something like half as much more than his own-a total of
about $1,800. When the plan was inaugurated, the company paid up all the
amounts &r Its employees of 5 years' standing necessary to bring the Insur-
once up to date, and did this on the 2-percent basis.

This plan is not a bar to the employment of older men because the pension
c st to the company depends on the total wages paid during employment. Such
men who work with the company only a few years before retirement will
naturally receive smalltr pensions than those who retire on equal wages, but
have worked a longer period. Experience with this plan has been quite limited.
Only one man is receiving a pension. It is hoped that many can be kept on the
pay roll beyond the specified retirement age because it is believed that generally
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lople will be happier with regular employment than retired with little to do.
It has been found that few of the younger men and women take advantage of
the contributory feature, although it would be much to their advantage to do ro.
The problems of old age are too remote to interest them. Those who leave the
company before retirement age my at their op.on have iny money that they
have paid in refunded or get the equivalent in an annuity policy.

Sick benefits, life insurance, and loans: A sick-benefit association, originally
orgAnized In 1917 by the employees, has had a successful and useful career. Its
ft sks are accumulated from dues and from them It pays sick benefits and makes-
loans to members. With the cooperation of the company, it provides group
life insurance for its members, which pays at death $500 for those of less than-
1 year of service and larger amounts for longer service up to a maximum of
$1,600 for 10 years. About 8D percent of the employees are members.

Wages: Wages are perhaps the most fundamental element of right relations
In industry. The general policy of wage payments was worked out with the-
coutuil's committee on wages. We have as yet no piece-rate payments, but
careful cost records are kept on each Job and compared with standards. Each
worker is reviewed once in 3 months, and those whose cost records justify it
are promoted. An extensive study of the adequacy of wages paid to meet living
requirements has recently been made and indicates that for the great majority-
they are safely above the health and decency standard cost of living.

Among minor agencies through which it is aimed to administer to the wor'cers'
(-infort and Felf-resieet may be mentioned well lighted and comfortable 'Nork
pIRIes, well-appointed toilet and wash rooms, and comfortable rest rooms..
Workers paid on the hourly basis are given vacations and holidays with pay
as their length of service Increases; tho- of 9%A years' service are paid during-
two weeks' vacation and for eight regular plant holidays.

Much effort is made to carry out that part of Plato's definition which calls
for a man to be in just the right place, doing the work for uhle-h he is most
fit, difficult as It Is, particularly In a growing and changing organization. Every
encouragement is given to employees to qualify themselves for advancement.
and so far as I)ossihle higher positions are filled by promotion from within. so-
that we may keep open the opportunity for each to rise to that level of power
and reward for which he is qualified.

The Forbes announcement calls for a showing of economic and other advan-
tages to .he company accruing from its employee plans. I am perhaps too close
to the scene to appraise these. Our company has achieved a good measure of
success, but so have many others who have no such plans. I believe, neverthe-
les, that part at least of that succes4 call be ascribed directly to the loyal and
intelligent cooperation of our entire personnel, which Is one of the frulls of these.
pla s. I believe that we have an unusual esprit de corps throughout the organi-
zation atnd that difficult aml complicated work can be and continuousay I8 being:
i-arrled on with unnuiliy little strain on the higher executives.

Now, our bonus system is an evolution. It started with a small
group avid 2 years ago was extended to include practically the entire
plailt, and if you ale inteesteA in a detailed story of that. schene I
can again lxsibly give it by quoting from another paper of Mr.
Leeds.

Senator HEImUo. We might possibly put that iii as ani exhibit)
miless you call sketch it briefly to us.

Mr. "RwonIo. You already have a copy of the paper. It was a
paper presented to the Seventh International Management Congress
in 1938. This bonus plan started many years ago--d-uring 1910--and
it was confined to a very few of the upper executives of the company,
maybe four or five. The original plIan as is commonly done. was
based on individual effort. Two of us in the sales department had
one type of bonus plan, the man in charge of manufacture another
based on savings in costs, and so forth.

That worked fairly well for a while, and it was modified from time
to time, but during the war days, when there was a pressing demand
for instruments, t le business grew very rapidly, and those bonuses
grew out of all reasonable proportion from what anyoue conceived.
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them to be worth; they grew out of reason. The plan was then
changed. It was at that time that the idea of group incentive came
in as against the individual incentive. The later plans have all been
based upon a common pool in which participants share, the measure
of that pool being the gross profit to which all by their combined
efforts are supposed to contribute.

Senator HriRiso. All the employees there?
Mr. R=Dizio. All sharing in the benefits of the plan are supposed

to be working toward increasing the gross profits of the company as
against working for their own individual bonus, without respect to
what the other fellow gets. It is entirely a credit and cooperative
plan whereby everybody is working toward the same end; that. is,
increasing the gross profits of the company.

That plan was, until about 1923, confined to comparatively few,
those in the upper group of the organization, known as the executive
committee, but about that time it. was decided by that group that it
had been so effective in that group that perhaps we might get more
results by spreading the group out, and that was done. including
the number of executives down the line, and that has expanded until
at the latest report. I think we had 105 altogether in that preliminary
bonus group. I call it a preliminary bonus group because it had not
vet come to the extent of going down into the entire organization.
'That group was made up, roughly, half and half between the Wles
department and the inside department, as we call it, the manufactur-
ing department. That group of people is divided generally into two
groups, the sales group and manufacturing group.

I want to deal for a while on the manufacturing group, because
it is the one with which I am closely affiliated. That manufacturing
group, right from its inception, practically, has been divided into
subgroups. People have held their position in those groups, de-
pending upon the position they held for their ability and so forth,
and the partoipation of individuals in the genera'bonus fund is
based upon their position in these subgroups, and the higher up in
tha subgrouping you find yourself the greater your participation in
the general bonus fund, on the basis that the higher up in that
group you go the more your responsibilities are and the more you
are entitled to share in this extra compensation.

It is very interesting to note that right at tie very beginning of
that inside bonus group-I use that term because it is the one Iam
familiar with-that group of people decided, entirely on their initi-
ative and at their own expense, to get together once a month in a
meeting nearby, in a club, for final discussion of company affairs.
That has continued from that day to this, and it is interesting to note
that during 5 years of'the big depresion, when there were no bonuses
in sight those meetings kept going just as regularly and just as effec-
tively as they had been going on during the time when the bonuses had
been paid.

That, I think covers in general the general bonus plan. Now, 2
years ago and i think this would have happened sooner if it had
not ben for the big depression, because in the 5 years there was not
anything to distribute in 1936 it was decided to extend this bonus
plan throughout the whole plant. Of course, there was a time of 9
months, or something like that, before a now employee could par-
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ticipate, but that scheme has now been extended throughout the
whole plant, and everyone, when there is any bonus fund, receives
a bonus at the end of the fiscal year. We believe that that is the
only proper way for us to do it, to distribute it more even to the
profits that are earned. Of course, you cannot share losses. Wei
wait until the end of the fiscal year, and, if there are any profits
sufficient to pay the bonuses, they are paid, and they are paid
through the whole plant.

Senator Hmuwo. The amount is determined upon the result for
the year?

Mr. REoIo. Yes. I should have said awhile ago that the amount
iq determined by the gross profits less a fixed return on the equiva.
lent of preferred stock, and less a 6 percent return on the latest. value
of the equivalent of common shares and after Federal and State
income taxes. The remainder is divided between the stockholders
and the bonus fund.

Senator HrmUNo. On the average, how does the bonus compare in
comparison with the dividend?

Mr. REDDING. In some years the bonuses have exceeded the dividend.
You might say, roughly, it. is at least equal to the dividend. Of
course th dividend fluctuates, but the dividend is more fluctuating
than te bonus, because we set up each year a fixed bonus plan that
carries throug h, whereas the dividends are at the mercy, or at. the dis-
cretion, of the board of directors from quarter to quarter.

Senator Hxnumo. As I understand it, you have had this system for
the higher executives for a number of years, but for the entire
employees really only for 2 years?

Mr. RZDOINo. That has only been effective really for a year and a
half. It was completed and put into effect in December 1936. Our
fiscal year ends May 31, so that the first payment of that fund was
only a half year's payment. The 1936-3 fiscal year happened to be
a relatively good year. There were bonuses paid, and in substantial
amounts. The following year was less profitable and the bonus
has decreased without any complaint of any kind whatever from the
people, and this year it appears as though there would not be any
bonus. I

I might also add that during those 5 years, when no bonuses were
paid I cannot recall a single instance, in connection with the 105
peo!p. who were then participating, of complaint or dissatisfaction

yecAuse the bonus was not there.
Senator HnuR No. Because they were not paid?
AIr. REDOING. Because they were not paid.
Senator HRmRixo. How many employees do yoijhave altogether?
Mir. REDDING. We have now about 940. Our nlt. imum has been

about 1,160 think.
Senator iHvmuo. Are they organized in any wayI
Mr. REDDING. They are organized into their own independent union.
Senator Hnuuro. You have had no labor trouble?
Mr. REwnino. We have had no labor trouble whatever.
Senator Hr.ixxo. Do you think the bonus plan helps in that con-

nectionl
Mr. RrnDmo. With respect to the bonus plan applying t6 the entire

plant, I think it is a little too early to say anything about that yet, but
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it is one of a great. number of things done through a period of years.
I have no doubt but that it helps, but as to how much it helps, you
cannot tell after only a year's experience.

Senator Hamiuxo." You extended it throughout the entire pay roll,
lbcause, in your experience with the executives, you found it paid to
have everybody interested in the profit I

Mr. .RE DNo. We found it paid to have everybody interested in
the profit. What we were really interested in, as Mr. Leeds said in
that paper, where you need a particular type of people it is of
interest to have a continuity of organization, so as to keep a highly
qualified group, and it would have the same effect throughout the
plant.

Senator Hrjit.,o. The amount of the bonus is in no way arrived
at through negotiation with the employees, is it.!

Mr. REwDio. No; that is one thing we do not, do negotiate with
employees, although the formation of this last plant wide large bonus
group was discussed with the employees. I do not think the amount
of the fund was ever discussed with'them. That is a mutter for the
executives and for the board of director, to decide.

Senator Hznnmxo. I mentioned that, because one or two witnesses
indicated they thought profit sharing would be all right if the amount
was arrived at through collective bargaining or negotiation with those
benefited.

Mr. REvOION. As I said a moment ago, our general bonus fund was
set up on a very definite formula, and we a~sured the people--that is,
this new group-that their bonus fund would bear a very definite
relation to this other scheme, so that the whole sehetme all the way
through is subject to a very definite fornula, which is the same general
formia used from year to year, but which has to be modified in
detail front year to year because every year we have different taxes
that have to be reviewed before we arrive at the fund.

There is another thing I would like to put in as a matter of infor-
ination. Ever since these bonus funds were started, at the end of the
third month of the fiscal year and each month thereafter, every
participant excluding those in the recent plant wide group, is given
a graph front which he can determine his bonus if conditions for the
entire year remain the same as the average for the elapsed time. Of
.ourse, at the beginning of the fiscal year that figure is very unreliable,

but as you approach the end of the year it becomes more and more
reliable, so that a man is able to predetermine pretty well what his
bonus is going to be as he approaches the end of the year.

That same thing is general in a slightly different form applies with
respect to the larger group which was later admitted. There is a
notice posted on the bulletin board every month giving a figure which,
combined with a particpant'.- length of service whichte or she knows,
enables the individual's expected bonus to be determined with the
same reservation with regard to the accuracy of the figures in the
early months of the year. There has been a little difficulty in getting
that across to the people, because at least one person that I have heard
of thought when that notice was posted at the end of the month that
the money was set aside for that purpose and it took a little time for
them to realize that that figure changes /rom month to month, as the
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busiritss conditions change, and it might not be the sme at the end of
the year as it was at the time it was posted.

Senator HEmRiNo. Unless you have something else that you would
like to get into the record, Mr. Redding, I think that is all. "

Mr. m DDiNo. Would you give Mr. Schultz al opportunity to say
a few words?

STATEMENT OF D. H. SCHULTZ, LEE & NORTHRUP CO.,
PHILADELPHIA, PA.

Mr. SCHuLZ. Probably you would be interested in a statement as
to the relation between tle bonus and wages. It has always been our
policy, that before bonuses are considered wages should be at least
con parable with those in the community, and comparable with thso
in similar industries throughout tie couintry . Our wage policy may
beI of interest. Each employee's rate is considered at quarterly" inte,-
vals. so that no one is forgotten in reference to his activities. Each
rate is reviewed by a wages committee, on which his immediate superi-
ors sit.

Recently we have gone to a great deal of time and study in order
to define and evaluate positions. In other words, we classify the Job,
place the man in the job, then notify him how he is clarified, what
his position is, and the rates that. apl;ly. So we have always felt that
all employee is entitled to a fair wage before ainy thought of profit
sharing enters in.

Whi~e there is the belief, that every enloyee can contribute some-
thing toward the profits of the comipany- nsidering the rank and
file-it is more particularly a question of sharing prosperity than one
of rewarding them for direct contributions to profits.

As to membership in the preliminary group, Mr, Redding men-
tioned, you will be interested in knowing, tiat there are qualifications
that an entrant mu.t meet, and in his questionnaire lie must fill out
his whole history. His sponsor lips to show that the applicant's posi-
tion and his work really permit him to make a contribution toward
the company's profits. He has got to pay his way definitely in this
fihst group. That is the practice that has always been maintained.
Where the man stands in the group, as a natter of fact, is determined
not by tie company but by the remainder of the fellows in the g0up.

Mr. REDDi'o. I would'like to enlarge on that point a little bit,
because it is a thing I should have touched on. Mr. Schultz has
covered it in general. While the executive committee of the company
retains the final say as to who participates in these bonus funds,
that applies to the upper group and not the lower group, because
that is more or less automatic, and it depends on the relative position
of the people in the group. A committee of five from the bonus
group is appointed every year, and it calls a meeting, at which the
executives are not invited, and that group makes a careful examina-
(ion of that whole plan which Mr. Schultz refers to, and makes a
recommendation as to the new entrants into the group, but they may,
from their own, pay their own way; that is, by contriuting a better
effort,

Senator HiuuxNo. That is the bonus group of about 100?
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Mr. RWmiNo. This is the inside group of 50. The salesmen come
on more or less automatically. They make recommendations as to
shifts up and down or out. Those recommendations are made to the
executive committee, and in 9 cases out of 10 are wholly accepted
by the executive committee and are made the order of the day.

Excuse me for interrupting you, Mr. Schultz.
Mr. ScHuvrz. That is perfectly all right. I have just one more

point that I would like to make. Th6 company has entertained rep-
resentation from its employees for many years through what most
companies would call a woiks council, where the employees are rep-
resentedi that these things, such as the profit sharing and employee
welfare plans are not the result of something which has been handed
down, as emanating from management, but rather something which
has grown up either spontaneously by cooperative effort or as in
many cases, insisted upon by the employees. it has been done through
their collective bargaining arrangements. That has been done aside
from any union formation. Even the profit-sharing plan was de-
signed by the employees, except for the amount of the share of the
profits which they should receive. The distribution of it is entirely
up to the employee, and is based on service on the one hand and
normal wages on the other.

Senator IiEe.mo. Thank you, Mr. Redding; and thank you, Mr.
Schultz.

We will next hear from Mr. Frederick E. Macy, of the Collins
Manufacturing Co.

STATEMENT OF FREDERICK . MAOY, A. M. COLLINS MANUFAC-
TURING CO., PHILADELPHIA, PA.

Senator Hrnuxo. Mr. Macy, we do not seem to have a schedule
here. Do you have a profit-sharing plan, or a bonus plant

Mr. MACY. We are establishing, as of the 1st of January, a bonus
or profit-sharing plan which we feel-that is, the directors and I
feel-will be very satisfactory.

Senator Houso. What is the A. M. Collins Manufacturing Co.?
Mr. MACY. The A. i. Collins Manufacturing Co. makes very high-

grade papers, mostly for advertising purposes, and also another line
that is used for shipping tags, and so on.

Senator HUnuNo. How many employees do you have, approxi-
mately I

Mr. MAOY. We have about 125. It is a very old company. The
workers are more or les artisans; they are a little different than the
common-labor type. Our average is, I think, about 25 or 30 years
with the plant.

I was put in there to manage the plant about 2 years ago, and I
feel and alway have felt., that the worker is entitled to some share
of the profits of the organization, but the cost of supervision of the
workers and the mistakes they make is what costs us money; that is
where we take our losses; and what I have endeavored to work out
and get by the directors was a plan which would reflect the cost of
their mistakes.
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So we have established our even point) where we make money or
lose money; we have established a figure somewhat above that, and
contingent upon our shipping beyond that point each month, we will
pay the men 5-percent bonus. Then it is on a graduated scale up-
wards. So that for each 10 percent in additional shipments during
the month we give them an additional 2 -percent bonus.

Senator HEmRIUo. Above their wages
Mr. hMAcy. Above their wages. We feel that will adequately im-

press itself upon the men, and it will be accepted in a good spirit
throughout the whole plant--everybody will share in it. It does not
matter whether he is the wash-up man, the man on the cutting ma.
chines, or anyone else, they will all share in it, and, therefore, we
feel it will make each worker not only watch his own work but watch
the work of the other departments, and if one department falls down
it will certainly be open to criticism to the other departments that
they are continually making mistakes.

Senator HMuRINo. Your men are largely skilledI
Mr. MAor. Yes, sir.
Senator HAm1o. Do they belong to a union ?
Mr. Maoy. No; we have no union, we never have had, and I do not

believe that they would care to join. They are very well satisfied.
I found our help was more interested in a continuous and steady em-
ployment than they were in a little extra wages, in a little higher
rate, and what I tried to do all the way through the last 2 years,
the trying years, was to spread the work out. Our main problem was
continuous employment this year. I do not think they had more
than I or 2 days off during the month all the way through.

Senator HrimNo. Your wage base is equal, though, to the union
scale

Mr. MACt. Yes, we are on a comparable basis with any other plant
in our territory. We are very conscious of the fact that our men
are on the average older, they have reached almost the age limit,
and for that reason they are constantly worried about being thrown
out of work; and we try to see that they are taken care of, and per-
sonally, in my own hiring, I prefer men over 45, or quite a young
chap. We are always trying to break men in, to teach them a par-
ticular trade which requires a rather high degree of skill.

Senator HEmuuNo. Your plan is a cash bonus that is paid, and it
does not provide for any security in the future?

Mr. MACI'. It is paid absolutely on the cash basis.
There is another point I brought up with your committee through

Mr. Despain here, in which he was rather interested, and that was
the question of incentive taxation to increase employment I have
received considerable comment on it from people around, and espe.
cially from Mr. Despain and some of the committee. I would like
to read it to you. It will not take more than a minute.

Senator Hnuxo. All right.
Mr. MAoT. Any man charged with the responsibility of managing

a business during the last few years cannot fail to be moved by the
plight of the help he has been compelled to lay off or discharge.
Competition, improvements in processes, the search for lower costs,
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poor business, all have helped to swell the stream of workers leaving
the plant, for the last time.

Today we have the awful specter of 13 million or more unem-
ployed, and the realization that even were business good, we shall
never be able to employ them all again.

For years the. seari in management has been for labor saving;
i. e., lator-eliminating machinery. This has resulted in the building
of new continuous packaging and machining devices, all designed to
give lower costs and cut down the umber of men employed in a mill.
The more successful the machine or process, the keener the search for
improvements or combinations of these machines. Even the farmer
has been favored with new equipment, combines, and so forth.

Less progressive companies who have tried to get along with out-
moded equipment have found themselves unable to compete with up-
to-date competitors. With the advent of the New Deal in 1932 and
and the stream of legislation on labor, working conditions, and new
tax laws the situation is becoming steadily worse. The attitude of
labor, with its demand for shorter hours and higher pay, has also
contributed a great deal to make a bad situation worse. The mill
manager or business employer, and the unemployed, have a great deal
in common if they only realized it. There is a vicious circle around
them. The manager. 'hampered by steadily rising costs and taxes,
puts in new machinery to eliminate some labor; men are laid off
whom the Government has to holp with unemployed insurance and
relief and, therefore, the taxes on tie manufacturing plant are raised,
added to which there are additional families with diminished pur-
chasing power to buy the products of the factory.

Nothing that the 'Government has done so far has had any tend-
ency to counteiract this condition. There must be a solution. Here
is my suggestion:

N businessman is going to hire extra lelp unless it is profitable to
him. Let's make it profitable to him. Suppose we pass a law that
from his net taxable income he be allowed to deduct $5,000 for each
employee on his pay roll during the full year over and above the
average for the last 5 years. Wouldn't this fAx the mind of a manager
on the savings to be obtained by employing extra help? If a plant.
estimates it will have a net taxable of $50,000, it could eliminate its
corporation tax entirely by employing 10 extra men for a full year.
Its corporation tax would probably be around $20,000. so that by aly-
ing, say, $15,000 for extra help, $,000 could be saved. The Govern-
ment would be helped. too, for the cost of relief and administering
relief for 10 unemployed must run close to $12,000 for a year, especially
the men that are heads of families. There is another angle to this
idea. The men who would be hired first would probably be used for
odd jobs and nonessential work around a plant, and we all know that
the unskilled laborer and the man over 45 form a large portion of the
unemployed surplus.

The problem of administering such a law would not be difficult-
factory and business pay rolls are available to check with Sociai
Security information. The relief administration would be available
to help with a far happier job.

Possibly the exemption would have to be lowered or raised slightly
in the cases of larger establishments. The principle remains the
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same, slid should also be applied to farmers operating on a large scale,
for we also have unemployed agricultural workers.

Unle-- something really drastic is done to turn businessmen's minds
toward inploying men in their establishments, there is little hope for
the unskilled and em for the middle aged. ly suggestion comes after
observing trends in manufacturing plants over a number of years. As
a plant executive, I have seen many good men laid off or jobs elimi-
nated entirely during recent years. Something should be done about
it. No relief--,-no self-respecting man wants relief. With a law such
as I suggest, the old custom of hiring a entices could be revived.
All managers know of the scarcity of skilled help and how few young
men are being trained to trades today. The trade-unions couhl help
with a better attitude on this question. Eventually they would have a
larger membership of men who would owe their better standard of
living to a more enlightened stand on the part. of Government, man-
agement, and labor. What do von think?

I worked this out originally "for E. P. Mathewson, who was head of
Anaconda Copper and- the International Nickel Corporation, and
since then I have taken it up with a large number of my friends in
industry, and I have had very little criticisfii. I also put it up to our
banks, and I was surprisel'to find that they would not criticize it
severely.

Senator Hasmno. You make the statement that no employer would
employ additional men unless he could make a profit from then?

Mr.MACY. Certainly.
Senator iRmmxo. That is, of cou-se, true. I was wondering what

effect your )1811 would have upon the nian who could not employ addi-
tional men because of the conditions of his business, lie could not
get the benefit, whereas the man who was more prosperous and who
was better able to pay the tax would be able to employ more inen, and
therefore it seems ie would be relieved of the tax. It would seem
that von would penalize tile man who needs it most.

MrI". Mcy. As we pick up the uuempioyed, do not we produce better
conditions in the collitry I

Senator fIinJiNo. I h pe so.
Mr. ]MACY. Certainly. The average mna11 who is on relief today

does not like to be on relief; he wants a jot).
Senator IIhRRio. That is true.
Mr. M.kcv. If we caln pick them up and make them profitable to

them, so much better for all. In my own case, on the basis of my own
estimate, I can pick ill) for the next year 10 or 15 men. I wouhl use
them around the plant in various ways; I would keep them busy, and
it would be good business for me to (to it.

Senator HnMno. I am not quarreling -With that suggestion, but
tile thing that puzzles me is, Ipelaps, tihe benefit that wold go to the
nian who needs it least.

Mr. MACY. I1ell, most plants are either operating at a profit or
hoping to operate at a profit. 'le question that was brought u!, to
me rather forcibly was the question of the sacrifice of income that the
Governent ivould take, but my plan provides that they have. got to
be employed a full year before tie can take this amount from their
taxable income, so tie load would be take off the Government a full
year before they would lose the inconie.
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Senator HERRiNo. Do you have anything else you would like to
put ill

Mr. MAOY. No, sir.
Senator HEINo. Thank you very much, Mr. Macy.
We have tomorrow morning at 10 o'clock Mr. McNear, a railroad

president, whose bonus plan is making money, and he is not borrow-
lng money from the R. F. C., so it ought to be quite interesting. We
will recess until 10 o'clock tomorrow morning.

(Whereupon, at 11: 45 a. m., a recess was taken until the following
aay, Wednesday, December 14, 1938, at 10 a. m.)



SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

WEDNESDAY, DECEMBER 14, 1938

UrI STATES SENATr,
SUBcOMMITrEE OF THE COMMIrE ON FINANCE,Wahington, D. 0.

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

Present: Senators Clyde L Herring and Arthur H. Vandenberg.
Senator HEMINo. The committee will be in order. We will hear

this morning from Mr. George P. McNear, Jr., president of Toledo,
Peoria & Western Railroad.

STATEMENT OF OEORGE P. McNEAR, JR., PRESIDENT, TOLEDO,
PEORIA & WESTERN RAILROAD

Senator HrIs No. Mr. McNear, you might give us information as
to the location of the railroad, the mileage, number of employees, and
so forth.

Mr. McNr.n. The Toledo Peoria & Western Railroad is located
practically entirely in the State of Illinois, running east and west
across Illinois through Peoria. The mileage owned is approximately
230, and the mileage operated is 239. It is a small rairoad and a
small business.

Senator Hmmlco. And how many employees do you have, approxi-
mately I

Mr. MoNroe. About 600. We run from 600 to 700 employees.
Senator HERiR . How long have you operated the railroad I
Mr. MoN .i. I have operated the railroad since the summer of

1926. At that time the predecesor company, the Toledo Peoria &
Western Railway Co., was in receivership and was sold at a foreclosure

sale. The old company had been in receivership since July 1917. It
had been owned largely by the Pennsylvania aidBurlington Railroad
companies who had bought into this old company in 1893.

Senator urimuiNo. The stock is pretty closely held V
Mr. MoNrAi. NowI
Senator HEmizo. The present ownership.
Mr. MoN.. Oh yes, sir. The stock is held indirectly by me and

by a New York bank; there is a small amount held by the bank.
Senator HEtRRIo. There is a small indebtedness?
Air. MoNreA. Yes. We have a total funded debt of about $1,600,000

in first-mortgage bonds.
Senator lmptNo. None from the R. F. C.A
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Mr. M,:E.4AR. No; we have never borrowed any money from tllc
It. F. C., or any other governmental agency, and lave only' borrowed
from banks twice in the period from 1927 down to date, and those
two loans were for comparatively small amounts aid for alout 45

nator H iNg. Well your situation is unique in that you seem
to be operating at a profit and you have a bonus plan, which is a
little unusual in a regulated industry. Just tell us about your whole
operation, will you please"

Mr. MoN.AR. As I have just mentioned, this is a small nailtoad.
When we arranged our original financing and tried to sell our first-
mortgage 6-peOcent bonds that we put out in 1902' we had great
difficulty. The average investor would sa. hat a road like ours was
a pretty risky investment, particularly with the kind of a past it had.
and so ve adopted the policy that we had to operate at a profit, and we
have done that right along.* Our whole policy is, we must run our own
business and operate at a profit.

Senator H IUxNo. It is largely a freight railroad, is it I
Mr. McNyAiR. Yes. In the old'days a large proportion of T. P. &W.

revenues caie from passenger business, but since the advent of the
private automobile, the passenger business disappeared, and we now
do practically entirely a freight business. Our business is made up,
to a large extent, of what we call overhead traffic. The T. P. & W.
lies in between the eastern and western lines, and we serve as a little
intermediate line connecting the large east and west lines. We have
a certain amount of local business that we originate and temuinate
as well.

Senator H Rm.INo. Well, vol pay each year a dividend on the omt-
standing obligations, the bonds a;d stoc] sl

Mr. MoNE.AR. We have alwavA earned the interest on our bonds. We
started out with $1,00000 of rst-mortgage G's, and then we got per-
mission to issue a half million additional 6's, and then, in 1937. the
early part of 1937. we refunded the first-mortgage 6s with first-
morigage 4's. We have always paid our interest. Beginning in
1936 we started paving dividends on our capital stock. Up to that
time there had beel no dividends paid. All of the surplus earnings
were put. back into the property. The reason why we started to pay
dividends in 1936 was because of the. tax on undistributed profits,.

I might say in this connection, if it is of aly interest, that this
little railroad has been built up in the manner'that it. has largely
through the reinvestment of surplus earnings. As I have mentioned.
we could not sell securities in the early years: we had to get along on
what we made.

I might point out, in passing, that I do not believe a job like
this, if it is worth anything, could I* done today under existing
laws. You ee, the financing of this purchase. in the first place.
bad to be (lone throiih a bank loan. At the time of the sale the
decree provided that the purchaser had to put down 5 percent of his
bid to have his bid accepted. Mv bid at the sale was $1,800,000, Snid
6 percent of that figure took all'of the money that I had and could
borrow at the moment. In order to have the sale confirmed, it took 5
percent more. and I borrowed that money from my father. So at the
nmon,ent that left the 90 percent to he raised at th'e end of 4 months,
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which period we were able to obtain to meet tile balance due. The only
way that money could be raised was by a baik loan. The bank who
loalled us the money nattirally did not want to get into the limelight
at. that time, so it was nece&'.ary to form a personal holding company.
The way things are going now I do not believe that personal holding
companies are very polar, but tiat is the only way we could do the
jot). Of cours, now we are trying to find some way of getting rid of
tIe holding companies without paying an excessive tax and I guess
we will have to work it out sometime. inea, with the kind of a feel.
ing that is in vogue now against personal holding companies, it would
make it. as I say, almxt impsile to do this kind of a job now. If it.
had not been done, a large portion of this railroad A~ould have Ween
abandoned, because at the time of the sale there was no bid for the
entire property except the one that I had made. The raihoads that
had owned the T. P. & W. said in open court that they might bid for
portions of the railroad but not for it as an entiretY. It had Ieen
offeied in l9'2 as an entirety, and there was no bid. *

Senator 1ERtiNG. How nuch would you estimate the total amount
of profits were plowed back into tie property before the undistril-
uted-protits tax compelled you to change that policy I

Mr. McNLan. At the end of 1936 our surplus account was approxi-
ninaely $1,000,000. That had all been accumulated in 10 years. In
the year 1936 we had a net income of $3,000, and we paid a dividend
of $5.000, and, of course, had to pay a very substantial tax. We had
to pay a tax of $61,000 on the net income that we left in the business,
however, it (lid not seem to me that we ought to jeopardize the
working capital of the coin pany merely to save the tax, so we declared
out only about one-third of our net income and paid the tax on what
was left.

* Senator VANDFNBERO. What was your gross income?
Mr. McNzAR. Our gross revenues, you mean?
Senator VANDENM. Yes.
Mr. MoNr.m. In the year 1936 our total revenues were $2,424,000.
Senator VANDENBttoG. How did it happen you could run in black

ink when every other railroad is running in red inkf Have you got a
secret of soine sort that you would like to cut loose of I

Mr. MCNEAR. As I say, Senator, we insisted on running our own
btisinescs and running it at a profit.

Senator VANDENBIEM. How can you do that in the railroad busi-
nes.s? I am sure every railroad would like to find that out.

Mr. McNzAR. I really think that you can do it if you want to.
Senator VANDNBERo. Are not you under the sme restrictions with

the I. C. C. that other railroads areI
Mr. McNzA. Yes, sir.
Senator VAxrmrmo. And do not you deal with brotherhoods the

same as other railroads do I
Mr. MoNrAa. Not quite to the same extent; no, sir. In 1929 there

was a strike on our railroad due to the fact as these brotherhood
leaders told me, that they wanted to get the shop crafts back on the
different railroads. You remember at the time of the shopien's strike
in 1922 a great many railroads were relieved of the burdens that had
been imposed upon them by these different shop-craft organiations
under the A. F. of L. I was told by one of these labor leaders that
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the Big Four brotherhoods wanted to get a certain man appointed as
secretary of Labor, and that. to obtain A. F. of L. support for that

objective the idea was for the Big Four brotherhoods to help get the
A. F. of L. shop crafts hick on the railroads. .And so these operating
brotherhoods were endeavoring to use such influence as they could
with the railroads to bring that about. They said they had accom-
plished that purpose on one or two other railroads, and came down to
our railroad in 1929 and said we were going to have to begin to do
business with these A. F. of L. unions. We told these brotherhoods
that we were perfectly willing to talk to them about matters that per-
talied to them,but not about something else. The upshot of the whole
matter was, they decided to call a strike. The theory of that strike, as
it was also explained to me by these brotherhood officials, was that
their theory now was to have concerted movement strikes on one rail-
road and just put that railroad out of business. They figured that
inasmuch as the shopmen's strike, and those other strikes where there
was a Nation-wide movement--did not succeed, they now were going
to have the concerted movement on one railroad andput that railroad
out of business, and then they would not have much difficulty. But
we managed to get along, and since that time we have not dealt with
any of these national labor organizations except the Brotherhood of
Locomotive Engineers.

The engineers had a contract with us and did not go out on strike,
but all the others did. So, after that, the employees on our own
railroad formed their own associations. We do not have an coihiol
over what. those associations do. They are just as hard to deai with at
times as some national organization might be, but they are the or-
ganizations with which we deal at the present time.

Senator VAwDENBERo. You pay the same wage rate as if you were
under one of the national organizations

Mr. McNnan. No; we did not grant the increases that were made in
1937, in the fall of 1937. Up to that time we were fairly closely in
line, but when that national committee was formed to negotiate in
behalf of a great many railroads we did not give it our power of
attorney. After the decision was reached with respect to the non-
operating brotherhoods, you will perhaps recall that some of the
railroads immediately proceeded to lay off a lot of men; and so
when our people asked for a corresponding increase our man-
agement said 'Would you like to have what happened on these
other railroads" And they said, "No." So we did not make any
increase and did not cut down on our employment.

Senator H,,-jNo. Did you have a bonus plan then, Mr. McNeart
Mr. MONEAn. Yes.
Senator Hnmxo. How long have you had itI
Mr. MQNzAi. Of course, I would not say it is a definite bonus plan.

Shortly before Christmas in 1936 we gave additional compensation
amounting to I week's average earnings, based upon the first 10
months of the year to our people. We did it again in 1937.

To continue, if I may, about our wage rates, when the operating
brotherhoods' increase came out in the early part of October, we
were approached by the men in those or aniz4tions wanting a corre-
sponding increase, and our people told them that they would be glad
to consider it if the employees iti those organizations, wpuld make
themselves worth more. By that I mean that there would be some
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changes in the rules in working conditions Incidentally, I think
that is the most important subject that anybody could get into, would
be the rules and working conditions on the railroads. At any rate
nothing was done about changes in our rules and working conditions
so we did not make the increases made by the others and since that
time we have not made the same payments. On the other hand, when
the notice came out this year fo0 a 15 percent reduction in pay, we
did rot serve any notice for reductions.

Senator Hrzmxo. Well, do you think that by keeping all the men
at work, and this little bonus which really brought them up to about
the same wage as they were be' d on other railroads, that that
prevented trouble-

Mr. McNr.a- W do not know what) an by "trouble."
I think that is a active term. In other wors, ink that a man
could, or a gro of people could. ads to be dissa ed, no matter
how much t were ge ttin . yo v ole a nd who are
bent upon ing rou thi you 1 in trouble
no matter at you d

Senate Hr t ell, refer o thei mand o he same

.I . e e d erence in r rail-
rad, a that is this: Ou era co nation r empl r
annu not so bad. to the n t Comme Com-
mission statistic he -e I rof wich we

raolroads

That is t dividii ine. We l st o er me. average
annual con nation paid p eew sixty- rd opt of
a list of 12 Our conpe t per an for 1936,according to t ate fi was $1,682,

Senator . That applies to all employ
Mr. MoNRsUn. ir.
Senator HzR.iwo. kes in all I
Mr. MoNuit. All emplo =

Now that amount exceeded t e aver compensa tio n  r eplee
per annum paid by such railroads as e Misuri Pacfc, the ill-
waukee, the -Delaware, Lackawanna & Western, the Norfolk & West-
ea, the Louisville & Nashville, the Illinois Terminali the Reading
Co., and many others. In other words, what we endeavored to do
was to permit our people to work and not restrict the hours that they
can work.

Senator HEnRiG. Were you paying time and a half overtime?
Mr. 1foNr. Oh, yes. We have the basic day, the 100-mile basic

day, and time and a half for overtime, and all that, The only thing
is that our basic rate in train-and-engine service is not as high as it is
on some of the other railroads but we do not restrict the number of
miles or the number of hours that a train or engine man can work in
a month.

Senator HzNano. I see.
* Mr. MONEA. Of course, you take in our shop organizations, I

guess our shopmen get just about as much ab the shopmen on the
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other roads do, and I think our clerks and people in those capacities
get about the same.

There is another thing we have always done. We have never
reduced the wages of the unorganized employees in order to pay
increases to what you might call the highly organized groups. We
go on the theory that everybody is entitled to consideration whether
they are highly organized or not. AWe have so much to go around,
and it seems to us that the employer who does not have anylbxly
speaking for him is entitled to just as much consideration as someone
who has some grand lodge officer to come in and talk for him.

Senator VANDENYIiBo. How much does the week's bonus cost you?
Mr. MoNwt.R. About $16,000.
Senator HEniNo. Are your rolling stock and locomiotives up in

condition?
Mr. McNF-k.. Well. I would say that they were. In our line of busi-

ness we do not have a great deal'of need for a lot of freight cars? be-
cause so munch of our business is an overhead business that is received
from our connections. It would not pay us to have our owi freight
cars. If we did, we would find that we dlid not have them in times of
great shortage, and in times when there was not any great delnand for
cams we would just find them setting around doing nothing.

Our locomotives are in pretty fair shape. We bought six new
locomotives in the early part of 1931 of the most modern design, and
they cost us about a half million dollars. We bought them on open
account from the American Locomotive Co. and finished paying for
them this year.

Senator HgNo. Judge Fletcher mentioned that equipment on all
railroads is far below standard, and many hundreds of millions of
dollars would be -necessary to rehabilitate the equipment. That is
why I asked you the question. You have been able to keep your equip-
ment up and still pay the interest on your bonds and dividends, and
a little morel

Mr. 'CEAR. I do not. believe there is any question but that the
railroad plant of the country as a whole has become deteriorated.
There are things that we would do in the way of putting in heavier
rail and making greater expenditures for curve and grade reductions
and other maintenance work and improvement work if we felt we
had a little more confidence. Of course, in this particular year we
have been using what funds we could to pay off the debt on the
locomotives. Ne try to pay our bills.

Senator VAND1BFIRO. Were you in the railroad business before you
bought this line?

Mr. MCNEAR. No, sir; I was in the investment-banking business in
New York.

Senator VANIY-NBUO. Well, they railroaded quite a few things,
speaking general y and not personally.

Mr. McNE.Ai. N o; I had no experience in operating a railroad before
the foreclosure sale in 1926.

Senator Ibmpo. Do you think that accounts for your success!
Mr. McN.kn. No; I would not say so. I think that the engineering

training that I got.while I was in college, and before thewar, and the
financial training that I got in Wall Street, was of great value to me
in running this railroad, but, as I said before, the fundamental policy
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that we have had right from the start was that we had to operate for
a profit. Therewas nobody who was going to give us a lift; we just
had to make it on our own.

Senator HumiNo. No rich uncles?
Mr. MoNrAz. No, sir.
Senator VANNDENBER0. Including Uncle Sam.
Mr. MoNeAR. You may remember in that connection, the Govern-

ment had a program for buying a lot of rail-I think it was in 1933--
and they wanted to know if we would buy a lot of rail, and I said,
"All right, we will buy that rail." That was, I think, on the basis
that you could get a 10-year loan with interest waived the first year.
I think that was 4-percent money, so, with the interest waived for
the first year, that made the average interest charge of 3.6 percent.
I said we would buy. I did not recall how many thousand tons we
would buy; provided there were no strings attached, but by the time
we saw the contract that was prepared by the R. F. C., or some other
organization down there, it had so many provisions in it that I fig-
ured we did not want to get tied up with anything of that kind.

Senator HIrwarnxo. From your experience, what do you think the
Government could do best to help the railways?

Mr. MCNEAR. Oh, I think the first thing to do is to leave them alone.
Tell them they cannot get any more money, and perhaps change the
foreclosure procedure. You now have a new type of reorganization
law. So far there has been no railroad reorganized under it. Maybe
they will get to that point some day, but it seems to nie that the
security holders, whose securities are in default, ought to be able to
step in and take charge and clean up, and clean up promptly-get
started on a reorganized basis.

Senator VAN-DB N o. Well, in that same connection, what would
you say to the suggestion that the railroads be permitted to buy in
their own securities at deflated market. values without having to pay
any capital-gains tax or income tax on the increment, so as to accom-
plish a more painless readjustment of the capital structure I

Mr. MoNrAR. Well, of course, anybody would like to save on taxes.
Senator VANDENBERG. Well why should not a railroad be permitted

to take advantage of low market values on its own securities in a time
of stress?

Mr. McN Ari. Where would the money come from to buy the secu-
rities at these low prices?

Senator VANDUNDBERG. Let us consider the use of R. F. C. loans
for some such purpose as that rather than for a more nebulous or
uncertain purpose.

Mr. McN n.n. Well, of course, really, I just wonder -
Senator VANDENBERo (interposing). Of course, I realize I have

collided with your idea now that no one should borrow anything
anywhere at any time.

Mr. MONEAR. Well, I believe in the old system of private enter-
prise. I believe in private banking instead of Government banking.
Believe that the-way you are going to get along is through private
enterprise, through private initiative, letting the individual do the
business rather than letting the Government compete with everybody.

SenatorVAND]Ezazno. But when in Rome you have to eat Roman
candles, and here we are. [Laughter.]

110313--39------37
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Mr. MoNrAR. Well now, take at specific case. Somebody, let us
say, has some first-mortgage bonds of a railroad, selling around 11
cents on the dollar. As I nnder tand it, your proposal is that the
R. F. C. would come along and buy ip those bonds. Well, in the
first place they would not be sold at that price very long, there would
not be very many at that price.

Senator VANDENBERGo. That is right.
Mr. MoNFAR. In the second place I just wonder whether it is fair,

from the standpoint of the owner, the person who bought those bonds
in perfectly goxl faith. You might find the person who bought the
bonds bought them for 100 cents on the dollar.

Senator VANDENBERo. He probably did.
Mr. McNEA. Now it seems to me that those people who bought

those securities in perfectly good faith, and perhaps the issuance of
the securities was approvedby the Interstate Commerce Commission,
it seems to me that those security holders should have a better chance
to reorganize the property and take it over and make what they can
make out of it.

Senator HEuuo. I am wondering if they would not profit more
by a program of this kind, where there was a market and where
their bonds would go up, so they really would get more than they
will get if they continue the saime policy they have now.

Mr. MoNE.AR. I have not thought this thing through. Suppose the
R. F. C. bought these bonds, let us say they started in to buy at
10 or 11, before they bought very many ol them they would be
running the market, up and maybe before they bought 25 percent
of the issue the market price would be practically up to par, because
everybody would know that the R. F. C. would be buying the bonds.

Senator II .anmo. That would help the original owner then, would
it not?

Mr. McN ,n. Well, it would not help the man who sold at 11 cents
on the dollar.

Senator VANDENBGno. No, but let us take the man who does sell at
11 cents on the dollar, in the first place he does not have to sell, there
is not any compulsion about this except as lie confronts compulsion
in his own situation. He sells at 11 cents on the dollar and some
slveculating investor puts 11 cents on the dollar into it. Subse-
quently, through Government aid of one sort or another, the railroad
is rehabilitated and the speculator gets the benefit of the increment.

Senator HERRI.o. As it is today.
Senator VANDENBERG. Yes. Now, why could not the railroad get

the benefit of that increment, inasmuch as we are assuming that this
is a public obligation to straighten things out I

Mr. MoNEAtt. I see. You are going on the premise that these rail-
road bonds that are in default are owned by people who bought them
from the original investors on a speculative basis?

Senator VAND.n BERo. I am going on the theory solely that when
bonds are offered for sale voluntarily at a low figure and somebody is
going to buy them, that the railroad ought to have the same right to
buy them as the investor, the private speculating investor, plus the
right not to be taxed for the increased increment when they take them
into their capital structure and be permitted to reduce their capital
structure accordingly. They might not reduce it 5 percent in the
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course of the year. I am not talkinF about buying the whole bonded
structure. They might not reduce it over 5 percent a year, but that
would be a 5-percent advantage, and they would be 5 percent better
off at the end of the year in their capital structure, which is more
than they would be under any other system.

Mr. MoNEA. I think perhaps there is a lot of merit in that. I just
have not had an opportunity to think the thing through, to see where
we would wind up. I am just wondering if the R. F. C. buys these
bonds would the R. F. C. then turn them over to the railroad to retireI

Senator VANDENBERG. I am talking about the railroad buying them.
Mr. MoNi.i.. The railroad buying them I
Senator VANDEN1MO. Yes.
Mr. McNwRi. With its own funds?
Senator VA, N -BRGmo. Yes.
Mr. MoNEA. Oh, that would be fine; yes.
Senator VANDENBERo. All right,
Mr. MoNEAR. Of course, then you are merely giving the railroads a

little concession on their taxes.
Senator VANDENBERG. We are gi-ing them an incentive to reduce

their bonded structure by this painless method.
Mr. MoNz.B. Yes, sir. Of course, I think there is another thing,

if you want to help tie railroads in connection with taxation, and that
is to provide some way that they can take greater allowances for de-
preciation. We are having a time of it now with the Internal Reve-
nue Department, because we are taking, and have taken for some
years, depreciation on our way and structures. They tell us that is
not customary on railroads, but. it seems to me, with a plant that
admittedly is becoming obsolete, that you certainly ought to be able
to take depreciation, and at a generous rate.

Senator VANDENBERG. Well, now, suppose a new and more generous
rate of depreciation were permitted in the tax law, would that be
calculated to stimulate replacements?

Mr. MoNEAR. I should think so, because the railroads would
then-take in our own case we have a fairly substantial amount.
The amount of our accrued depreciation on road accounts as of
October' 31, 1938, is $388,000. That is against an investment in total
road and equipment of $3 483,000.

Senator VANDENBER0. You mean that the $388,000 figure is the one
that is being disputed?

Mr. Mo Fui,. Yes sir. The Internal Revenue people first took the
position that all of that was earnings, it was all earnings, but recently
it seems to me they have sort of swung around to the theory that we
might be entitled to some depreciation, but at very low rates. We
go on the theory, as I have just mentioned, that the railroad plant,
particularly with new changes, which are coming along so fast, that
there certainly ought to be generous allowances for depreciation,
particularly to cover the item of obsolescence. Then the funds you
see, that are set up in the depreciation reserve would be used for
maintenance and replacements.

Senator VANDNBER0. Exactly.
Mr. MoNZAR. Then there is another thing. When you set up

those amounts and charge them into expenses, you have less net
earnings shown for interest and distribution, and therefore you are
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not able to show perhaps as good a relation of earnings to interest
charges, and therefore you are not in a position to put out quite so
many bonds.

Senator VANDENBmER. The thing I am particularly interested in is
whether or not the allowance of a reasonably liberal depreciation for
obsolescence, and so forth, would not definitely be an incentive toward
replaoementst

'Mr. MoNA. I think it would absolutely; yes, sir; very definitely
SO.

Senator VAND mmE o. And replacements will be a broad contribu-
tion to the general economy of the country.

Mr. MoNiA. Yes. For example, with these new locomotives that
we bought, we wanted to give them a 20-year life. Now I think
that most anybody would agree that after a locomotive is 20 years
old it has become obsolete. Look at these locomotives that are run-
ning around now, that are 20 years old, they are certainly due for
replacement. However they will still run, they are not entirely worn
out. You can keep a locomotive going for 50 years maybe, but it is
not up-to-date. The new locomotives have features in them that will
give you considerable economy. Well, we could not get a 20-year life.
think the Commission told us we would have to use a 25-year life,
and I think the Internal Revenue people told us we had to use a 30-
year life.

Senator VANDENB1R0. Now how do you succeed in running your
own business the way you want to when you run into mandates of
that character I

Mr. MoNnAi. Well, I don't know. We may have to go to bat with
the Internal Revenue people before we get through with it. The first
thing they said was that these way and structure depreciation
charges were all earnings. We have not acceded to their views as
vet. We hop we will make an agreement with them.

Senator H=ixo. You have not applied to the Commission for a
general increase in rates?

Mr. McNzAi. No, sir; we have not applied for the increase in 1938,
or whenever that request was made, for the reason that we had not
increased our wages, and for the further reason that we did not have
an increase in rates was in our best interest. It seemed to us an in-
crease in rates would merely drive traffic away and increase the sphere
of operations of our truck competitors. We would prefer to go on the
theory of large volume and low rates and low expenses. You know,
when you make some comparisonsi going back to pre-war periods, and
take the price of corn an-d the price of hogs pre-war and what they
are now, and see how that situation compares with the big increases in
railroad wages and railroad freight rates, and some other things, thereis uite a disparity.Senator HaaiNo. Well, that is a strange doctrine from a railroad

president, is it not?
Senator VANDENB9OG. It is a strange railroad.
Mr. MvNwan. Yes; it is. Of course, this is a little bit of a one-

horse railroad and maybe these things that I am talking about would
not work on some other railroad. I do not know about that. All we
are trying to do is to run our own business..

Senator VANDEN-EMR. Well, I hope they let you keep on doing it.
There is a little more hope of that than there was.
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Mr. MoNIAR. So it would seem; yes, sir. I think, from the stand-

point )f all concerned, if we had lower freight rates and lower ex-
penses and larger volume; we would have just as good if not better
profits, and we would have more employment and everything would
be in better shape.

Senator VANDNBsERo. How would the employee profit from that
equationI

Mr. MoNzaa. Well, of course I go more on the theory of purchasing
power than high wages. If we get the high wages, it does not neces-
sarily mean that you can buy an awful lot with them.

Senator VANDMBM. That is fairly correct.
Mr. MoNE A. This may be getting way outside the field of this in-

quiry, perhaps, but since we have made all of our costs and expenses
go up in this country, I do not see how we are going to do much in
foreign trade in competition with other countries.

Senator VANDENBmRG. And then we pare all our operations down
at the same time and wonder why everything goes up the chimney.

Mr. MoNmAn. Well you take these farmers in our country; they
used to ship a lot of hogs in our country to a big packer in Indian-
apolis; that packer had a big export trade, whicli he does not have
any more.

Senator Hmmiuxo. All the time that the railroad was operated by
the receiver, before you took it over, they did not earn operating ex-
penses, did they?

Mr. MCNR. No; they were operating at a pretty large deficit.
Senator HiRmIo. And since you acquired control you have made

your interest charges each year, have you not, and paid operating
costs?

Mr. McNKa. If you are interested in the figures, I can give them,
beginning with 1928, showing the relationship of times fixed charges
earned; that is the relationship between income available for fixed
charges and the total fixed charges, which. include ths interest on
funded debt, interest on unfunded debt, and amortization of dis-
counts on funded debt, those three items constituting the total fixed
charges.

In 1928 the fixed charges were earned 4.3 times, in 1929 they were
earned 4.04 times, in 1930 they were earned 3.33 times, in 1931 they
were earned 1.73 times, and in 1932 they were earned 1.14 times. I
might mention that in 1932 we realized that we had not spent as much
money for maintenance as we should have spent, so we included in
the item of maintenance accounts a charge of $100,000 to cover de-
ferred expenditures for renewal of ties and for equipment repairs.
In other words, this figure of 1.14 times charges earned was after we
included in our expenses this item of $100,000, which was set aside
but not spent. In other words, we did not think it would be a fair
representation of the facts to include this $100,000 in earnings be-
cause we did not maintain the property in 1932 as we should.

In 1933 the relationship was 2.58, in 1934 was 2.89, in 1935 2.64, in
1936 8.7, and in 1937 about 8.5.

Senator HRRIo. Being a connecting line, you do not have many
point of origin revenues, do you, which i usually the larger revenue?

Mr. McNL_%i. No. Our percentage of traffic originated-on our rail-
road is about 25 percent.
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Senator HmRiNo. Did your increased revenue come pally through
better rate divisions on interstate trafficI

Mr. MoNEA. We have had no particular change in our divisions.
The divisions on our railroad are the same now, substantially, as
they were at the time of the foreclosure sale.

Senator Hum. o. Well, as I understand it, there is a point-of-origin
rate that is much more per mile than is paid on merely a connecting
line receiving through traffic.

Mr. MONEAR. Yes; I think that is generally true.
Si ator Hmnam,-o. You do not have much of that I Yours is largely

conmne.tdng-line business, is it nott
Mr. McNEan. Yes, sir. Our revenue per ton-mile, if you are inter.

ested in that, which gives e1fect to that feature, was 0.0122 in 1937.
That compares fairly well, I think, with the other railroads in our
territory.

Senator HmRRio. Well, this is most interesting and helpful, Mr.
McNear. If you have anything else you think you should put into
the record, we would be glad to have you do so.

Mr. McNEAR. I am really not entirely informed as to just what
the Senators have in mind.

Senator VANDENBERO. They have a lot more in mind than they did
before you arrived; I can assure you of that.

Mr. MCN&k. Well, if you are looking into the whole railroad situa-
tion with the idea of improving its net earnings-

Senator VANDENBERG (interposing). No.
Mr. McNKui. You are not interested from that angle I
Senator VANDENBERO. We are interested primarily in knowing how

the tax power can be used to contribute rationally and effectively and
practically to railroad rehabilitation and to the general economic
rehabilitation of the courtry.

Mr. MScNEA. If you are talking about taxes, then I would ask: Why
is it that the railroads must pay so much more for the social-security
benefits than industry generally ?

Senator VANDENBG0. Senator Herring will answer that.
Senator HRmtNo. Because of the additional risk, I guess.
Mr. MCNAR. Now, there is quite a difference between what the rail-

roads have to pay under the Carriers' Taxing Act and what the indus-
tries have to pay under the Social Security Act. Now, if there would
be some way of giving the railroads sme relief in that direction, it
would be very nice.

Senator IfimNG. Well, that is another measure that was passed
before I got. down here.

Senato r VANENBUG. You almost did not get here in time.
Senator H.RRNo. I think this makes a rather happy ending to the

3 weeks of these hearings.
Mr. MCNAR. If I may leave one thought with you. sir, and that is

this: I would not bear down too hard on these personal or so-called
family holding companies that are organized for the purpose of trying
to do a constructive job. Sometimes you have got to have them.

Senator HRRING. You do not think a family group should be
penalized because they have been enterprising and energetic and have
gone ahead and built up something?

Mr. MoNrAi. No; I think you should encourage what is referred to
as venture capital.
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Scuator HERRINo. That is right.
Mr. McNEAn. I think in a great many instances you have to handle

a thing like that through some sort of a family or personal holding
company. A bank or some other source of wealth which loans money
on a thing like that may not want to be known in the situation. Per-
haps some of the banks have bad reputations down here, but I think
there are many of these financial institutions that hsve done and
are doing an awful lot of good. I can readily understand why a
financial institution might be looked at in a bad light, and I do not
see why they would want. to become known, but they might sy, "Well,
this looks like an opportunity; let us take a chance." Maybe you are
goingto go on the theory that those people should not do'that, but if
thathad not been done half of this railroad would have been aban-
doned and a great many people thrown out of work.

Senator VANDENBERG. If that had not been done, there would not
be any railroads to begin with.

Mr. McNEAR. No, sir. I say, give the fellow a chance who is going
to try and do something.

Senator VANDENBERG. You realize that is horse-and-buggy stuff,
don't youth

Mr. McNths. Yes, sir; and our country got to be a pretty good kind
of a place to live in under that form of procedure.

Senator VANDENBERG. I thought -o.
Mr. McNAR. I do not know that we have gone ahead a whole lot

since those ideas have been changed around.
Senator VANDENBERG. I am very glad you came down, my friend.

It has been very refreshing.
Mr. McNiAR. Thank you.
Senator Haiaixo. Thank you, Mr. McNear.
Mr. DFsPAIN. If it please the committee, on behalf of the staff I

would like to request permission to add later, because it is now in the
course of compilation and analysis, certain data which I believe is
appropriate for the record and 'which might correct some erroneous
impressions. Our mail at. the present time is reflecting the thought
that not enough employees have expressd themselves on the subjects
before this committee. Our staff is now engaged in quite an exten-
sive questionnaire poll through more than 100 industrial institutions,
in the employee group there obtaining their sentiment for or against
profit sharing. It has not been easy for employees, who are under
many handicaps, to come here, although your committee has been
mome than desirous to receive them and welcome them if they wanted
to come, and, therefore we are going out to the employees'and get-
ting reactions as to their attitude for or against profit sharing and
if profit sharing is adopted their opinions as to thie amount oF par-
ticipation, their expressions as to form and structui of plans for
profit sharing which will create the widest satisfaction. The analysis
of this employee sentiment will, I think, be very interesting and
pertinent to the record in a summarized form.

Another impression which seems to us is a little too prevalent is
that every individual business or institution must have a different
form of profit sharing. While neither the committee nor the staff
makes any claim that a standardized form or formula of profit shar-
ing can be applied generally to all industry, I think the attitude is a
little too narrow that no formula can be applied with any reasonably
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wide application. We are now utilizing a selected formula which is a
combination of two principles adopted from two companies where
they have proven to be effeefive as to both angles, and we are super-
imposing that formula, for analysis purposes, on more than 60 of the
largest industrial institutions in the United States, in 10 major in-
dustries, and it shows its practical adaptability to their present finan-
cial structures and operations. So, with the permission of your com-
mittee, we will add certain summarizations of these facts to the
record of these hearings.

Senator Hlmzno. The formal hearing is closed but the staff is
to continue with its survey and its work-in connection with the final
report, which we hope to have finished early in the next session.

Before concluding these hearings I should like to express my ap-
preciation to the members of the staff, and to Senator Vandenberg
especially, for his helpfulness throughout. I am deeply grateful for
the very fine cooperation which I have received not only from Senators
Johnson and Vandenberg, but from all of the persons who have par-
ticipated in the various phases of the work of this survey and the
hearings.

The committee was charged with the duty of making [reading]:
A complete study of * * existing profit-sharing systems between em-

ployers and employees * * * In the United States * * * with a view
to the preparation of an authentic record of experience * * and to con-
sider what favorable contribution, if any, may be made in the encouragement
of profit sharing by the Federal Government, including the grant of compensa-
tory tax exemptions and tax rewards when profit sharing is voluntarily estab-
lished, and to consider any other recommendations which may prove desirable
in pursuit of these objectives

The inspiration behind the resolution adopted authorizing this
survey was the belief on the part of the author and the Members of
the United States Senate that the time had come to undertake an
investigation of those principles and that experience consonant with
the Aierican system of government and industry.

In our research we have constantly sought a solution to three of
the most vital problems confronting the American people, namely,
industrial unrest, unemployment, and protracted loss of normal
national income.

As a result of this survey two important observations are to be
made: First, it is apparent that a great many employers have, over
a long period of years, recognized the value of the services rendered
by their employees; that they have made a very real effort to reward
those services by an equitable division of the fruits of industry by
voluntarily establishing some form of profit sharing or extra com-
pensation plan. The sum devoted to this extra remuneration over
and above the contractual wage often has amounted to as much as
12 or 15 percent of the net income, and in some instances the division
has been on the basis of 50 percent, and compared favorably with the
amounts paid by management to stockholders in dividends.

The friendly relations existing between these employers tnd their
employees indicate that in such a program as profit sharing is the
seed of industrial peace, and that if liberally adopted in those indus-
tries to which profit sharing would be adaptable, the American people
would soon be freed from the burden of strife, strikes, and lock-outs,
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which have beset our industrial life over the period of the past several
years.

The second important fact is the willingness of employers to co-
operate with the Government in finding a solution to our common
problems. This enormous reservoir of good will, which barely has
been tapped as a result-of this survey, may be called upon to aid in
the restoration of prosperity and industrial peace. It is the belief
of the members of this committee that the progress made thus far
is but an indication of what can be accomplished with government
employer, worker, and public adopting a friendly attitude toward
one another and with a sincere determination on the part of all to
find a solution to our national problems.

Throughout this investigation I frequently have been impressed
with the patriotic motives underlying this survey and the earnest
spirit which actuates all who have been connected with the enterprise.

The spirit which has thus come into being will, I believe, grow in
strength and in importance with the convening of the new Congress.
As a result of this survey and our final report, inspiration will be
found for renewed efforts on the part of government to bring about
a complete and a harmonious understanding among employers,
workers, and the people of the Nation, to the end that we may find
rational means for solving the problems of labor unrest, unemploy-
ment, and reduced national income. The cooperation of all citizens
is invited in this common task.

If there is nothing else we are adjourned.
(Whereupon at 11:05 a. in., the hearing was adjourned.)

euent y, the chairman ordered the following memorandum
submitted by Mr. Elisha M. Friedman, of New York City, printed in
the record. Mr. Friedman's contribution was received after the close
of the public hearings.)

MEMORANDUM ON PROFIT SHARING, STABILITY, AND DEMOCRACY
OR PROFIT SHARING A CHECK ON CYCLICAL FLUCTUATIONS AND
STATE CAPITALISM

(Statement submitted by Elisha M. Friedman, New York City]

I. INTRODUCrIoN

Profit sharing has reached the stage of legislative Inquiry. In England In
the eighties and in the United States In 1937 the organization of unskilled work-
ers into trade-unions was followed by labor crises. T'e economic waste and
political unrest resulting front sit-down strikes led to a search for remedies.
Profit sharing arose as an antedote to labor warfare in England then and to
sit-down strikes In the United States now. History repeats itself.

The testimony before the Senate committee has concerned itself largely with
the narrower aspect of profit sharing----ttaining peaceful labor relations. But
profit sharing has larger Implications. Its wide extension should help to smooth
out the fluctuations in the business cycle and thus check the inroads of the
State on private business enterprise during depressions. By reducing such In.
roads, It should check the advance of state capitalism, which has been sweeping
contagiously over the world and which has found its highest expression in
Russia, Germany, and Italy. These two theses, economic and political, are to
be demonstrated.

I. VIowcT FLUCTUATIONS IN BusINEsS CTYCES

From May 1937 to May 1938 the Federal Reserve Board index of production
had probably the most violent decline on record-from 118 to 7X From May
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1938 to December 1938, It had the most violent rise on record, but one--from 76
to 102. The speed of the advance has been the subject of comment by econo.
mists, journalists, and Government officials. During this period wages per hour
were the highest In American history. Yet labor leaders and public officials
advocated wage rigidity as a solution for the depression. They offered as an
excuse that high purchasing power was thus maintained. Whose high pur-
chasing power? The general community? Or the favored group?

(A) CAUSEa OF 1937-3S SLUMP

What are the facts?
(a) The Governments statistics and charts tell a different story. Real wages

in 1936 and 1937 rose substantially above 1929, but national Income was sub-
stantially lower. Who made good the difference? The groups with fixed in-
comes-the salaried classes, Government employees, teachers, pensioners, and
beneficiaries of life-insurance policies. and bondholders, generally. Entrepre-
neurs and stockholders suffered a decline in Income. The unemployed lost their
entire income.

(b) Again wages in selected Industries since the N. It. A. in 1934 rose sharply
above the cost of living. Who paid the difference?

(c) Wages increased faster than employment. Those fortunate enough to
be employed enjoyed an increase In wages at the expense of the rest of the
community. The ratio of pay rolls to employment rose to a new high record
in the spring of 1937, in some industries, as steel.

(d) Building wages rose much faster than rents "vhich depend on tenants'
wages. Therefore construction was delayed.

(e) Wages were raised first by the N. R. A., then as a result of the too rapid
unionization of labor. Output was decreased by shortening hours and by
actual restriction through "slow-downs." At the peak of the cycle in the
spring of 1M37 there were unemployed 13 percent of tht working populatilol, a
figure three times as high as any previous peak.

To obtain "grass roots recovery," the stream of national Income was diverted
to a small area of organized and politically powerful workmen, thereby affilet.
lag other areas of workers with economic drought. At the peak of the recent
recovery, Decemaber 193, when the Federal Reserve Index of production was
121, there were over &3 million unemployed. In September 1929 when the
Federal Reserve Index was 121, there were only 000,000 unemployed. How
much of current unemployment is ascribable to regiditles in cost, chiefly wages?

SI THEORIES, OF BUSINESS CTCt.5$

There are many theories of the cause of business cycles One group of causes
has certain elements In common. namely, disequilibrium in Income and pur-
chasing power td the several groups in society and resulting Inability to buy
the goods produced. Iferein lies the significance of profit-sharing. It makes
wages vary with profits, or selling prices. It stabilizes profits, Industrial produc-
tion, employment, and consumer purchasing power.

To the writer, the physiological conception of equilibrium seems the most
satisfactory explanation of the business cycle. The human organism fuuctlons
within very narrow rages of temperature, atmospheric pressure, blood count,
concentration of salt and sugar In the blood, and so forth. The organism, when
pushed off normal, autoL~atically sets In motion a train of compensating forces
to push it back again to normal. Any wide variation that cannot be corrected
results In sickness. In economic society not only is such automatic compensa-
tion absent, but the fores tend to aggravate the disequilibrium until panics
result. Economists call it a vicious spiral. Instead of flexible and compensat-
ing factors, economic society Is filled with rigiditie . Since wages constitute
the largest factor in production costs, one may say that rigid wages are an
important cause of flucturtlons in production and employment. For example,
when union wages remain rigid and nonunion wages fall, the nonunion workers
cannot consume the products of union labor. When laborers' wages are raised
and salaries of clerks are Lot, the white-collar class suffers a shrinkage in pur-
chasing power. When industrial wages remain rigid and farm income falls,
the farmers cannot buy the products of the factories. To these old or nel
dental unbalancing factors in economic society are needlessly added new andl
politically inspired rigidities.

Under theoretically Ideal conditions production and employment could be main-
tained at a high and constant level If all the factors fluctuated proportionately.
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If when selling prices fall all comts could be reduced proportionately, production
could be maintained, because at lower wages employment could be maintained
and consumer purchasing power could therefore renini high enough to take off
the market all the goods produced. However, If wages and other costs are rigid
when selling prices fall, profits turn to losses and threaten bankruptcy, thus
compelling the entreprenneur to liquidate, to retrench, and to discharge workers.

- Some Items have by custom become rigid, such as rents and Interest. In fact,
the whole system of life insurance Is built up on a promise to pay the beneficiary
a fixed lumber of dollars. Life insurance in force in the United States amounted
to over $100,000,000,000 In 1936 (Statistical Abstract. 1937, p. 2171. The pay-
meats on life-insurance policies in the United States fluctuated between
$2.500,000,000 and $3,000,000,000 per annum in recent years. The Insurance
companies offer a fixed return and therefore proceed to seek a fixed income.
The insurance policyholder, relying on the insurance company's promise, ex-
pects the American economy to make good. The rest of economic society,
however, bears the increased burden of fluctuation. The guaranty to the
Insured is borne by the groups receiving the rest of the national Income.

The need for flexibility, even of Interest charges, is evident when bankrupt
companies emerge from reorganization. Often the new company Issues income
bonds paying interest only if earned, a contingent charge and therefore a flexible
cost Item. Other similar flexible forms of interest are found In particIpating
bonds, where the minimum interest charges can be carried tinder all circum-
stances and a flexible portion added when profits justify. Similarly in con-
vertible bonds the charge disappears when profits are high enough to convert
the bond Into stock. Flexibility of Interest charges Is necessary in any economy
or any corporation seeking stability. Again, landlords' rent, another fixed charge,
caused much difficulty In the last depression. T'he necessities of the crisis re-
sulted in the invention of the flexible rent. Tenants, particularly chain stores,
which operate on a very thin margin of profit, devised a scheme whereby after
a low minimum fixed rental Is paid a flexible supplement was added, depending
on the volume of sales or the volume of profits. These examples, resulting from
crises and collapse, illustrate the need for flexible coasts to avoid violent fluctua-
tions in earnings and In production of a corporations or an economic society.

(c) om uoULY RsA VESUS FULL EsPwYrF--T

In a dynamic economy there must be some shock absorber. If all the elements
were flexible, adjustment would be easy. But usually when selling prices begin
to decline and the entrepreneur, in order to stave off bankruptcy, desires to reduce
his costs proportionately, Government officials and union leaders resist such
necessary adjustment. They fight reductions in hourly rates. Employers there-
upon must seek flexibility elsewhere. They discharge men. Something must
yield. If wage'rates are constant, volume of employment shrinks. Thereupon
the Government steps in a second time with relief proposals to repair the damage
which it caused. It "makes" work and pays relief wages, which are lower than
discharged skilled workers had been receiving. In other words, the result origi-
nally sought by private employers is accomplished in another way by the State.
The workers' wages are cut-with this Important difference--that In public work
there is the stigma of charity, whereas in private employment a reduced wage is
regarded as a temporary sacrifice. The Government had not made good on its
promise to keep tip workers' wages. The rigidities won't work. Elasticity still
persists, but at what an expense? Government Budget deficits, lowered morale
of the workers, and a breach In the organization and working staffs of corpora-
tions. In reality the Government, by dictating wage policies, assumes the func-
tion of business management but dodges the responsibility for the results. It
attempts to fix wages and then lets the management work as to the outcome.
Power flees from responsibility. Irresponsible power leads to social misman.
agement.

In an organic society something must be flexible. Volume of sales increase or
decrease as selling prices per unit falls or rLses. Witness bargain sales. Volume
of employment tends to Increase or decrease as wage rate per unit of production
falls or rises. Witness the automobile. In the field of finance the currency,
which was regarded as fixed before 1901. snapped because price levels had become
too rigid either through monopolistic practices or rigid untion-wage rates. For
ex.Imple, England had to abandon the gold basis when she was unable to reduce
wages directly. By depreciating the currency she did so Indirectly. If a varl.
able item is made constant, the old constant Item snaps; its goes overboard, as
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did the gold standard in England or democracy in Germany. Economic society
requires flexibility. Increasing the rigidities increases the violence of booms
and depressions. Political unrest results. The labor leaders in democratic
Germany and Italy tried to maintain rigidity in hourly rates, lost out, and
acquired another rigidity, glekhschataung---totalitarianism, a rigid economy of
prices and a rigid policy on Imports, censorship, and concentration camps. Then
the standard of living becomes the flexible element. The Soviet economists fore.
cast that the fluctuations of capitalist society will become increasingly violent
until it finally collapses, like a whirling dervish.

The thesis of economic flexibility and equilibrium gives a new significance to
profit sharing. To keep up wages when selling prices shrink Is bad arithmetic.
Wages and other costs can only come out of selling prices. Costs may not ex-
ceed the sales price. If the shock absorbers and tires are taken off an automobile,
the should Is transferred to the vertebra and to the cranium of the rider. That
is Just about what has been happening to society with its flexible factors
eliminated.

Biology affords an analogy. Our rigid economy represents a low order of evo-
lution. In winter the frog and the fish experience a decline in body temperature.
Because they have no automatic mechanism for heat compensation, they become
apathetic in winter and scarcely function. In this respect they are something
like our lowly evolved economic society. But the bird or the rabbit in cold
weather remains active, because it has automatic devices for maintaining a con-
start temperature. The cold-blooded animals lack a compensating mechanism;
they function like the business cycle. The warm-blooded animals have compen-
sating mechanisms and serve as a pattern of how some future stable economic
society might function. Our economy often suffers from a vicious spiral-a self-
aggravating dLequilibrium. Our physiology has a self-corrective mechanism.
When it ,"ls, we become Ill. Illness in the human body is due to failure to con-
pensate, a the physiologists call it. Economic and social distress is likewise
due to failure to compensate.

To justify rigidity of wage rates, a fallacy known as purchasing-power theory
has been evolved by "crackpot" economists and by union leaders. They say keep
up wages in order to maintain purchasing power, but only for the particular
favored union group on whose good will the salary and prestige of the spokesman
depends. As for the rest of the community, nonunionized labor, the salaried
classes, and the men whose unemployment was caused by wage rigidities, they
suffer. They have no spokesman-no friend at the court. Eventually even the
supposed beneficiaries suffer. Economic society, including even organized labor,
Is a victim of the fiction or lie thrt high rigid wages make for prosperity. High
wages arr a symptom of prosperity. They are not a cause. During the 5 years
of recovery from 1933 to 1937 there was practically no residential buj1ding.
Theoretically hourly wage rates were high, but annual wage were low. A $16-
a-day plasterer could not build dwellings for a $16-a-week clerk. There was no
basis or possibility for exchange of a day's work between them.

The policy o! creating purchasing power through budget deficits tends to hide,
and therefore to perpetuate, existing maladjustments. It is a soft and lazy
way. It avoids the necessary corrections. It can only end In Inflation. It deters
savings. It checks adjustment. It penalizes the taking of risk.

(D) POLITICAL ARPXT8 OF r00NOViO RIOMITIS

Obviously regditles prevent private capitalism or private enterprise from
functioning smoothly. These rigidities, whether fostered by Government or by
trade-union leaders, discredit the present economy. Private capitalism is now-
In the dilemma of a puppy that has been locked up in the house and then Is
beaten and kicked out for soiling the floor.

Ill. CAUSF OF ECONOMIC INSTABILIrY

Economic rigidity is a cuse of economic Instability. This thesis becomes
obvious whether we consider the United States as a single business, or whether
we consider a decade record of some major corporatic-, or whether we consider
the analogy of stock speculation on a thin equity.



PROFIT-SHABING SYSTEMS AND INCENTIVE TAXATION 583

(A) IF THI UNITED STATES WM A SINOLZ COPOIATO

If the United States were a single corporation, the national-income account
compiled by the Department of Commerce would give statistical evidence of the
thesis that rigid wages and resulting risk of bankruptcy exaggerate cyclical
fluctuations.

The national income paid out was as follows:

[In millions of dollar]

192 1032 1936

National Inome .......................................................... 7 174 4A 487 64 U6
Total compensation of empoyees ........................................ 61,204 31.013 41,250
Wages in selected industries I ............................................. 16, &52 6 796 11369
Work relief wages ......................................................... . .2,2
]ividends......................................................... 969 2, 749 4,573

1 Mining, manufacturing, construction. transportation; in tis group not only were corporate earnings
wiped oat, but large deflcits were Incurred.

PERCENTAGE OF 1929

1929 1932 1938

Total income paid out .................................................... 100.0 62-0 ". 4
Total comnerssaton of employees ........................................ 100.0 ft6 80.
Wases in elected Industries .............................................. 100.0 40.3 67.5
Dividends ................................................................ 100.0 46. 7 .5

PERCENTAGE DISTRIBUTION BY TYPE OF PAYMENT

Total Income paid out ............................................- -00. 0 100.0
Total compensation of erploye.s .................................. .603 64.0 6& 1
Work relief wages (included in total compensation) .................... . 0 0 &. 3.3
Dividends ........................................................ 7.6 7 7.4

.National income paid out, 1929 to 193, tab*3s Nos. 3, p. 16 and 4, p. 18.
14.9 percent In 1933.

What is the significance of these figures? As individual corporations show
deficits, they cut expenses. If wages had yielded so as to avoid the threat of
bankruptcy, the volume of employment could have been better maintained and
with It the volume of national purchasing power. The national income account
of the United States shows statistically the reason for labor's distress, for
work relief, and for Budget deficits. Declining earnings cause declining employ-
ment. Business dare not operate at a loss.

(B) A DECADE OF (DSPORATU DOOKKEFPINO

The thin margin of profit on which the national economy works is well illus-
Irated in a few typical industries.

For example, for the 10 years 1128 to 1931, the Great Atlantic & Pacific Tea
Co. showed a very low ratio of net income to total sales. The average was 2,30
percent. The highest ratio was 2.95 percent in 1931, and the lowest was 1.(q
percent in 1037. Armour & Co., in the same period, showed an average of 0.25
percent, a high of 1.20 percent in 1934, and a low of -3.13 percent (deficit) in
1931. It Is this thin margin which determines whether business shall function
and whether workers shall be employed. Yet there is in the United bates,
under capitalism, an abundance and variety of goods available for the choice
of the consumer. Contrast this with the scarcity of merchandise in the Mostorg,
the great, almost empty, store in Moscow, where goods are unavailable, where
consumers wait in queues and often are rationed as to amount. Yet the price
of good service under private ownership Is an insignificant profit.
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Similarly the 9-year record of operations from 129 to 1937, published by
Westinghotse Electric & Manufacturing Co., shows the following account:

Amount Perent

Total s l--s ..................-........................................... $1,2.000, 0 1010
Cost of rxte.1-i srS supplies ...--............. . ....................... 491 000, 000 3. 9
Renewal of patit % e0 equipment ................. ..................- , 000. 000 3.8
Taus ......................................................................... 42,W.000000 .,4.

Total uontrollable disbursements ..................................... 591,000, 000 46.9
Balance for wages, dividends, and expaoSon ................................... -- 9,000,000 3 &I
Wages and salares and employees' anuittles and Insurance ................... 604, 000,000 47.9

B&Iance for stockbolders and expansion Uf plant ......................... M- - 0000 &2

The annual average earnings for the common stock on an average investment
in plant and equipment of $191,000,000 was 3.62 percent.

The United States Steel Corporation published the following computation for
the 10 years from 1928 to 1937:

Amount Percent

Total sales .............................................................. M, 9 000. 000 100.0
Mterttals and seriespurch .............................................. 2, 49,000 000 3.9
Taxes ......................................................................... 4 7, OD 000 &7
Deptectioo and depletion ................................................... . 51S00000 7.3

Total uncontrollable expenses ........................................... 3. 4000,000 0. 1
Balance ................................................................ 3,4t ,00,000 49.9

Wges sand salareS ........................................................... 2, 9A 00%0 42.1

Bala ............................................................... 41,000,000 7.8
Interest and preferred dividends ............................................ 334,000,000 4.8

Balance for stockbodlers and expansion of plant ......................... 207.00,000 3 0
Common dividends ........................................................... 2A OA0000 & 2

Deftit aftec commo dividends ......................................... --2,000,000 -. 2

The earnings available for the common, or $207,000,000, were equivalent to
1.37 per cent per annum on the average net worth of $1,fl13,807,000.

Obviously, any business can run only if it is profitable. This apples alike to
privately owned plants in the United States or State-owned plants in Russia or
Germany. Under no system can the workers be paid more than the selling
price provides. When all the items of cost become rigid and the entire shock
absorber is the thin margin of profit for the Investor, then employment and
production must fluctuate violently. Even if the United States Steel Corpora-
tion and Westinghouse Electric & Msnufacturing Co. were expropriated, and

even if capital received no return, wages would be limited to the figure left after
paying for raw materials, replacement, and taxes. The workers operating the
plant themselves would thus have to limit the wages paid. However, in the
event of expropriation no new capital would be forthcoming for expansion or
risk in new ventures. And if private capital is to continue to function as the
mainspring of our economy, and if the business fluctuations are td be lessened,
a profit-sharing scheme between wages and capital would be highly desirable.

An accountant analyzing the income account and balance sheet of the major
corporations could make a factual diagnosis of our economic Ills better than an
'economist working on theoretical grounds. For depressions, such an accountant
would prescribe flexible production costs, including wages, rather than the rigid
wages advocated by doctrinaire economists..

(C) OU 1%ONOMY OPE.ATE8 ON .6 THIN MAIGIN

The experience of the Securities snd Exchange Commission affords a helpful
analogy. The raising of margin requirements was a stabilizing factor. Before



PROFIT-SHARINO SYSTEMS AND INCENTIVE TAXATION 585

the Security Exchange Commission legislation, 10-point margins caused violent
short-term fluctuations In the stock market. On the old way of figuring margins
the bookkeeping was as follows:

Market price of the stock ---------------------------------- 120
Loan or rigid portion -------------------------------------- 100
Equity or flexible portion ---------------------------------- 20

The margin then was figured as the percentage of equity to loan.
An 8 percent decline in the market price, or 10 points, cut the equity or

margin in half and com tor to sell. A high percentage of
loan, the rigid factor Instability. - %

What was the of the Securities and 91.ange Commission reform?
The flexible faior the equity was increased. T'kirlgld factor or the loan
percentage w decreased. Under the new method ofiuring margins under
the Securi', and Exchange Co iMpton the bookk g was revised as
follows:

ket vale-o------------------------
n or rlgi --rtlo--------- ...--- -------- 60

quity or Ible po ion------------------- --------- 40
The argin Is n hperepta eq ty to mar value.

U er the new rues, an t flu ati t market p leaves the
aont unaffected. For t reason the rke -has had fe r quick-turn
fluc tions since the I an c axh omi IIon law w t into effect.
If e admln n exta tL t X t~rie e stock ex ange to the
w.heconon a r u ta ing effect could be pr need. As It
is, e entire dlons tcnomy Iis~s ting on about a f-pe nt margin,
nam y thepectg o idends t|he jksltukl me paid out. the other
fact a are pra caliy I d, Itsee: at 1 fluetuaon in selling
price of merebi crat0s*,the i@e lent dist rbance our national
econo that a fluctuatddl-fif mark price shares In the stock
marke n the pre . . C. days ,,. A%

( D) reUrzc b6 SMM'Vz ES oF dOMIC iTeST Tv

Can any nomic system stan t W strain of the vlo fluctuations of the
last few yea The cyclical instability of economy -:clety has many grave
consequences. workers, even the employed, ,e lop a sense of economic
insecurity. There there Is a search for poetical relief. And we have
sought it. Unempioyui hb- Jef by t - nment causes burdens on the*
Budget, unsound state ventui'r

T
ICt e enterprise and a movement toward

state capitalism. Everywhere governments are moving at top speed to unknown
destination. As was widely said, "No man Is in such a hurry as he who doesnot know where to go." Our economy must yield a little, or else the state
steps In to overcome the evil effects of rigidities. Thereupon the economic
responsibilities of the state increase.

Democracy has not two alternatives, as Is so superficially believed. The Com-
munists of the left and the Fascist-Nazis of the right are Identical. There Is
only one alternative. Either we retain our individual Initiative and private
economy or we move ahead toward state capitalism. For the difference between
Conmiunists and Fascist-Nazis are differences only In language. It is the same
panaea-spoken In a different accent.

All three leaders-Russtan, German, and Italian-reflect the saying of Bis-
marck, "Any fool can rble by force. It takes a wlse man to rule by reason."
Paraphrasing it in economic terms, one may also say that "Any fool can run a
business at a loss, to be recouped out of taxes. It takes a wise' man to make a
profit on his sales."

IV. RamUmM FM EcoNOMIC INSTABUlZY

The cure flows from the diagnosis. The diagnosis Is that rigidities cause
disequilibrlum. The remedy therefore should be to substitute flexibility for
rigidity. Theoretically the business cycle could be smoothed out. Of course In
actual practice it is impossible to get all the elements of the economy to adjust
for the fluctuation in one element, such as selling price.
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(A) FLUIBLTAIY Oir O)5Th

Some elements of cost are rigid, such as rent, interest, and most taxes, other
than those on profit cnd income. However, these rigid factors are a smkll per-
centage of the total cost. In percentages of the national income paid out
(National Income, 1920-36, p. 18), total compensation of employees ranged be-
tween 64 and 66.5 percent in the 8 years from 1929 to 13& Dividends fluctuated
from 4.9 to 8 percent. Obviously the reduction in the total compensation of
employees was the effect of the reduction of earnings. In other words, from
about 5 to 8 percent of the national income-namely, dividends or earnngs----de-
termine the volume of employment and in turn national purchasing power. How
important is it, therefore, to develop a wage and dividend policy which will
Insure high employment and high national purchasing power I

Occasionally by agreement the workers will accept a wage reduction as an
emergency. For example, one of the large mall-order houses in the autumn of
1937 offered a furniture factory a substantial order, to be sold at a price which
would move a considerable volume of the merchandise. The factory owner as-
sembled his workers, reported the offer of an order tt a lower price, and agreed
to forego profit if they would temporarily reduce their wages. They did so
and they were employed for about 8 weeks. Here is an example of the "discovery
of the obvious." Self-interested parties befog this simple truth. Again, In the
building industry, wages are nominally maintained at the rigid rate, but to make
the rigid rate work there is a "kick-back" or rebate In wage to the contractor.
The rigid wage rate In this case is a fiction or a lie. The actual rate is flexible.
The Amalgamated Clothing Workers, enjoying statesmanlike leadership, has
from time to time agreed on wage reductions in order to keep its members
employed.

How would a flexible wage smooth the business cycle? When profits are
high, labor would revive more, the investors would receive less, and therefore
there would be less tendency to overexpand. Violent peaks of the business
cycle would thus be replaced by a smoother curve. When profits fall, labor
would receive less and the investors. would likewise receive less, but would
avoid a deficit. Therefore, there would be less incentive to lay off labor.
Therefore the volume of employment would remain high. Therefore there
would be high-wage income and high consumer purchasing power, and more
ability to take off the market the goods produced. So much for the cyclical
aspects.

From the political aspect there would be less unemployment relief; smaller
Budget deficits, damaging the fiscal standing of the Government and banking
structure; fever Public Works projects, interfering with private enterprise;
less obligation on the State to intervene for the unemployed, and therefore less
state ownership and control.

The consequences may be contrasted under a flexible or profit-sharing wage
and under a rigid wage. In the latter case the union leader succeeds In having
wages raised in a boom. The wage Increase is then passed on to the selling
price. Other consumers, particularly the nonunion group, can then buy less of
the goods. The rise is therefore self-defeating. This applies particularly to
the building, automobile, and steel industries, in which rapidly rising wage
rates early in 1937 broke the recovery. On the other hand, by a flexible or
profit-sharing wage, Incentive are given to increase effiency or to raise wages
per man without adding to the cost per unit. Therefore the selling price is
not raised; It might even be reduced

T In this event the rest of the workers
should be able to buy more of the goo+. Though wages per worker rise, wage
costs per unit fall. Of course, the workers sharing in the profits have also an
Increase in their own purchasing power. Profit-sharing Improves the condition
of the workers both within and without the industry, more than does a fixed
and rigid increase in wages.

(0) PROT-SHAWSO AND O0W1ZNMEN7 POLICY

The Government has already in its regulation of the stock exchange Increased
the flexible factors (equity) and decreased the rigid factors (collateral loan).
In an address before the National Association of Securities Commissioners at
Kansas City, September 22, 1938, Commisdoner Jerome N. Frank, of the
Securities and Exchange Commission, extended the concept of flexibility to
capital structures of corporations and advocated greater "se of common stock, a
flexible security, as against bonds, a rigid security bearing fixed interest. He
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also advocated diminishing legal rigidities, even when bonds are used. Un-
doubtedly such a flexible financial structure constitutes the test of good
financial policy. The United States Steel Corporation, which in 1929 exchanged
$370,000,000 of bonds for common stock, avoided possible bankruptcy In the
deflation of 1932. By analogy, therefore, a flexible wage structure should
constitute good labor policy.

tC) FLXIBLE ACCOUNTING

Profit sharing could also help In making the rest of the accounts more flexible.
Reserves for depreciation, bad debts, and contingencies could be larger in good
years and smaller in poor years, thus obviating the need for reducing employ-
ment. Again, profit sharing could be used to Increase the reserves for unen-
ployment, old-age pensions, dismls-al bonuses, all of which would benefit the
workers In the long run.

(D) FOREIoGN EXPERIENCE

Profit sharing is not new. It has tben done before. In fact the foreigners
had a good word for it almost 100 years ago. In France in 1840 Ledalre was a
contracting house painter with about 70 employees. He calculated that by
sharing profits the workmen would economize in material and be more resource-
ful In applying themselves. The psychological motivation was sound. The
worker, instead of being driven,-pulled for the company. Lecialre's slogan for
his workers seemed to be "Be not dumb driven cattle, be a hero in the strife."
lie could afford to pay them a substantial part of the Increased profits and still
have much left for himself. Then, as now, the plan was suspected by the
workers. In fact, he was accused of trying to reduce wages. The plan worked
well with a small group. In 1870 when a Socialist charged that Leclalre's firm
was merely "a group of little masters who made profits out of others," TLeclalre
extended profit sharing to all his employees, even those who had been working
only 1 day. The profit-sharing payments, as a percentage of wages, over a long
period of years averaged 17 to 20 percent. Leclnire subsequently retired from
business with a fortune which he sid was far greater than he could have ac-
cumulated without profit sharing, and his workers benefited greatly.

In England the profit-sharing Idea also had a long record. In 1889 a movement
like our Congress of Industrial Organizations rose rapidly. Unskilled workers
were being organized Into trade unions hoping to gain the advantages that the
skilled workers obtained. When a large body of unskilled labor suddenly sensed
their power over the community, a critical situation developed. "The men
seemed to have gotten the idea they could obtain anything they asked for. One
of them was reported to have said, 'If we had asked for gold watches, he would
have given them to us'" (WilliamN, Aneurin, Copartnership and Profit Shar-
ing, N. Y., Holt, 1913, p. 75). The South Metropolitan Gas Co., which had a
profit-sharing plan for the officials of the company and the foreman of the plant,
decided in 188D to extend It to all the workers. The result was a sliding scale
of gas rates, of wages, and of dividends. The consumer the worker, and the
investor enjoyed the advantages of a flexible scheme. If the company reduced
the price of gas to the consumer, It could pay an additional dividend, if earned,
and pay the workers a wage dividend In addition. The workers were en-
couraged to leave their wage bonuses on deposit, on which Interest was imld at
higher than ti.e market rate. The men, however, were completely free to with-
draw bonuses in cash or to Invest them In the company. Worker ownership was
encouraged so that eventually the workers owned a good part of the outstanding
stock of the company. Furthermore, of the 10 directors, 7 were elected by
the general shareholders, 2 by the shareholders who were manual laborers, and
I by tte shareholders who were on the office staff. The basic wage rate was the
prevailing standard in the Industry. The bonus was a supplement. There was
ultimately no objection to union membership. The experience of the South
Metropolitan Gas Co. extended to a large part of the gas industry in England,
excepting the municipally owned gas works, Of all the companies which adopted
it, only one, a small plant, ever abandoned It. The British experience was, under
the urging of Louis D. Brandeis in 19W5, adopted In the gas works In Boston.

(E) ER tLY AuflrCAx PR(cEDNTS

Mr. Nelson arose from the ranks of labor and became the head of his own
company. Profit sharing was fairly liberal. Mr. Nelson said there was 'most

110513--39-----38
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perfect satisfaction on both sides and utter unity of feeling. 0 * * Beyond
any question, the system Is right and judicious, whether regarded from a
moral or purely commercial standpoint." Recent Senate testimony reveals
numerous other profit-sharing plans covering diverse industries and size of
,corporations. True profit sharing, however, should furnish a genuine increase
in wages to workers. It is not profit sharing merely to give the workers the
right to buy stcck on the Installment plan, as in the case of some American
companies. The benefits in increased efficiency are too remote. The risks to
the worker are too great. United Statea Steel Corporation common stock stld
up to 201 In 129 and declined to 21 in 1932. Such a decline completely obliter-
ated any advantages of profit sharing to the workers. In fact it subjected
most of them to serious losses which they could ill afford. Again, profit shar-
Ing, confirmed to a few of the top officials, as in some American corporations,
does improve the company's operations but It has no significance for the general
economy in smoothing fluctuations of the business cycle or in lessening the
pressure for the extension of State capitalism.

V. OyPosinsos To PRoFIr SHARING

(A) UNION OPPOSITION

One hundred years ago when Leclaire attempted to introduce it, profit shar-
ing was criticized by labor in France as an attempt to reduce wages. In 123-
25 the British Trade Union Congress rejected copartnership and profit sharing
as a device to mislead workers and prevent trade-union solidarity. The union
leaders' opposition is due to the fear that harmony of interest between em-
ployer and employee would tend to the abandonment of unions, to an aver-
slon to strike and to lessening the importance of labor union leaders, whose
function depends on a conflict of interests. There are many companies with
long experience in profit sharing where none of these fears have proven justi-
fied. In fact under a scheme of profit sharing, intelligent union leadership
finds greater scope for activity, for interest in the management and for the
development of labor-saving devices and practices. The recent Steel Workers
Organizing Committee pamphlet urging workers to apply scientific management
to increase output ppr man is a token of a new spirit. The opposition of union
leaders Indicates a lack of fundamental understanding. Profit sharing -hould
develop a new and a high type of labor leader-the economic statesman-
which our Increasingly complicated economic life requires and should enable
Intelligent laborers to rise to managerial ranks.

(B) WORKERS' OPPOSI TON

It is said that the workers object because the participations are sniall. A
profit-sharing participation equal to 5 percent of the year's wage is equivalent
to a Christmas bonus or less than the workers may obtain in one successful
strike. However, a year-end bonus is a AIft, but profit sharing becomes a
worker's right. In Ieclaire's profit-sharing plan the worker received 17 to 20
percent of the yearly wage. In many companies the workers have independent
accountants auditing the books before the final sums are determined. Further-
more, a successful strike may be expensive, a Pyrrhic victory. Profit sharing
insures continuity of employment and a resulting higher annual wage. Early
plans of profit sharing were often ended by strikes, but there are records of
several decades of successful operation of such plants without any labor dis-
turbance.

(0) RMPLOY1' OPPOSITION

Employers oppose profit sharing on various grounds. Some say that the
worker requires stable wages. However, reread In terms of society this means
that workers require rigid wages. This thesis cannot be true because rigid
wages cause violent fluctuations in employment. For the worker as well
as for the Investor, half a loaf is better than no bread.

Universal, free, and compulsory education and universal suffrage grew out
of the industrial revolution, and mass production and the trend from the farm
to the city. In turn, universal education and universal suffrage are modifying
the system which gave them birth. The masses are taught what to want and
with the vote are proceeding to take it, Recognition of this simple fact should
make the intelligent thinker on social problems open-minded. Since change is
inevitable, is it not wiser to control Its gradual development rather than to
check it and create social crises?
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(D) POLITICAL IMPLIOATIONS OF IA OR OPPOSITION TO PROFIT SHARING

The opponents of profit sharing should weigh the evils of State ownership
and control. The labor opponents should remember that the Government often
pays very low wages, as in the post office. Employees in State plants generally
have not the right to strike. The opportunities for promotion are fewer in
Government-owned plants, where political pull rather than individual efficiency
is the consideration, Lest but not least, State capitalism has destroyed labor
unions in several countries.

(E) POLiTICAL IMPLICATIONS OF EMPLOYERS' OpPOSITION

Many large busine.smen are now turning to the Government, almost like the
unemployed laborer looking for relief and aid. Such, a tendency can result
only in the gradual decay of the system of private enterprise. The end of the
road is known. Other nations have traveled it. If the employers would avoid
State control, they should not sinultaneously oppose profit-sharing for it will
afford at least a temporary stay and a transition stage, even if State capitalism
should, as is unlikely, prove to be the ultimate goal. It need not be so. A
system of profit-sharing would give all the benefits of private enterprise and
many of the benefits that are claimed for State capitalism. As for the public
officials, they themselves are reluctant to force the extension of State control,
if only for the lack of an adequate personnel.

VI. P OFIT-SHARING AND REON(ILIATION OF CONFLICIING CLUISM

(A) COOPERATION VERSUs ANTAGONISM

At present private enterprise is run on the basis that every group takes as
much and gives as little as possible. Such a system Is essentially based on
antagonism. Interests now conflict. Labor wishes high wages. Capital wishes
a high return. The management wishes large compensation. The consumer
wishes lower prices. The State wishes higher taxes. At present these con-
flicts are resulting In perpetual maladjustments. If one substitutes for Internal
competition between these groups the cooperation of worker, owner, and man-
agement for the common end, the consumer must benefit and the State should
have stable tax receipts and less expenditure for relief. In profit-sharing the
latent but dynamic factor of mutual aid and cooperation becomes active. In-
stead of quarreling about how to divide a small pie, there is concerted effort
to increase the size of the pie. Some new balance should arise. If labor is
represented in the management, it will have an opportunity to protect the
small investor against concentrated and arbitrary large blocks of stockholders
or against fraudulent managements. Labor directors should constitute an addi-
tional protection for the small stockholder and additional warranty for the
ethical conduct of corporate affairs. A sympathetic attitude between manage-
ment and labor should develop. The workers should become more efficient.
Private capitalism Il our own country could adopt some of the spirit of coopera-
(ion and copartnership which has been carried to such a high degree In Denmark
and Sweden, countries noted for their economic and political slablity.

(B) THE EDUCATION OF TIE WORKERS

Bookkeeping is the alphabet of business. Profit-sharing teaches the worker
the elements of bookkeeping. Would the ranik and file of workers in the steel
and railroad industries, under a policy of profit-sha ring, have voted for retain-
ing peak wages during a period of violent contraction of business? A system
of profit-sharing would train the worker not merely in the elements of account-
ing but in the problems of management and administration. An independent
audit by the accountants for the labor unions would be a great factor for
peace in times of conflict between management and men. The 10-year record
cited above, of the United States Steel Corporation and Westinghouso Electric
& Manufacturing Co. shows how the workers are already getting the great bulk
of the receipts from sales of the corporations. The workers through their
education in simple bookkeeping, could be cured of the idea that wages can be
increased without limit, or independently of gross corporate income. They
would then participate with the management In Increasing the net sums avail-
able for distribution between capital and labor. Indeed arithmetic would be-
come in a new sense the mother of safety-economic safety as well as political
safety.
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VII. POLITICAL ALTERN-ATIVES AND FuxuR TRENDS

(A) PRIVATE ENTERPRISE OR STATE CAPITALISM

Aside from the economic or cyclical factors, profit-sharing has political impli-
cations.

There Is a great struggle in the world today between two eompetng systems.
Ibe system of capitalism or private profit by individual initiative on the one
hand, and the system of State ownership and State control on the other. Great
Birtain and America and the democracies generally, particularly the Scandi-
navian countries, are functioning under the system of private enterprise. Rus-
sla, Germany, and Italy have State capitalism inI various forms. Tiis difference
In policy may be a difference in psychology. In private enterprise the individual
tries to solve the problem locally by cooperation within an industry. The
government remains the servant. Under State capitalism, private enterprise
steps aside and the government attempts to solve the problem centrally and
becomes the master. In the former case the citizen supports tile government;
in the latter case the government tries to support the citizen. In the former
case, administration is decentralized and supple. In the latter case it is rigid
and centralized in a bureaucracy. In the former ease the standards of living
are high; in the latter case the standards of living are low.

If we avoid those wage practices which cause violent fluctuations in the
economy. with the resulting national economic instability and Insecurity for
the individual, and the turning toward government for relief, we can continue
to function under our system of private enterprise. Certainly not until State
capitalism has proven more workable, more efficient, a better provider of gtds
and of a high standard of living somewhere in the world, would it seem (eir-
able to abandon the existing economic mechanisa which has served the masses
so well and to substitute State capitalism for it.

Yet ill the United States there has been a great rush to the public owner-
ship of utilities. The result has been to extend State capitalism, thus drying
up the sources of private risk-capital which could have furnished jobs to
millions. now idle. If we had applied the British scheme of a three-fold part-
nership of capital, labor, and the consumer in a flexible plan of profit-sharing
and rate reduction, we might have averted the current crisis In the utility
industry. Consumers' rates would have gone down automatically on a sliding
scale. Capital would have been attracted into the Industry. Wages, including
the profit-sharing bonllus, would be higher. The Slate has no special advani-
rages over private enterprise ill the operation of utilities. In England the
municipal gas works suffered some of the worst strikes. They also do not
lave any profit sharing. Even before the war the tendency toward State

ownership and State management-what the French call tatism-had already
produced its own antidote. namely, revolutionary syndicalism, whose leader
before the war was Georges Sorel. however, profit sharing and copartnership
can offer the worker and society the best that syndicalism had to offer, with-
out its violence and its antagonism to the State.

(B) TOWARD INDUSTRIAL DEMOCRACY

Not merely tile United States but the entire world is in a critical stage in
political and pconomic evolution. State management and control is manifested
in the Communist-Fascist-Nazi countries and Is everywhere on the uptrend. It
is a new and untried field, of doubtful efficiency and hot satisfying the Ideals
of individualism. 'The system of private enterprise has the manifest advan.
tages of flexibility and opportunities for individual effort. Profit sharing be-
tween capital and labor, with labor represented on the board, opens possihill-
ties of an evolution along new lines. It would provide the basis for that
gradual growth which is essential if we are to avoid the revolutionary violence
which has attended the emergence of State capitalism elsewhere. The ele-
ments for such a development are all here: in each Industry a few large cor-
porations with Nation-wide markets and Nation-wide employers of labor. It
needs but the breath of a new spirit to make it possible for them to evolve
slowly ill the general direction of industrial democracy. If the monopoly iuves-
tligation seeks to break ip these large corporations into small units, it will only
succeed In turning back the hands of the clock-a sort of nostalgia for a day
long past. If our economic evolution is to go forward, profit sharing and
copartnership would seem to afford a prudent, practical next step In a gradual
economic evolution.
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VIII. EcoNOMIC STATESMANSHIP

A. No one knows or can see very far ahead into the future, not even the
statesmen who are creating that future. Would it not seem the part of pru-
dence to provide alternate methods of economic evolution and then to test each
program and Institution by its results? The system of private ownership and
wage service has to its credit the technical achievements and dynamic advances
it the standard of living during the past century. No age and no system has
produced even faintly comparable results. In the Communist-Fascist-Nazi world,
state socialist Is developing. Its characteristics are compulsion and political
pressures-a system slow and unadaptable and lacking In Initiative. In the
middle ground there could evolve private ownership with voluntary cooperation
In the great corporations. Instead of wage service, there might be some form
of profit sharing and a sense of participation in the industry, free from political
pressures of state capitalism. Initiative would remain alive. High adapta-
bility would continue. If the trend abroad toward state capitalism continues and
if in the democratic countries profit sharing and cooperation develop, there
could then be a test indeed as to which method produce the best goods at tbi
lowest prices and affords the highest standards of living for the workers in the
industry.

The history of economic man has been first slavery, then serfdom, then In-
dentured servants, and more recently wage payment for service. Decades ago
profit sharing as a free partnership and cooperation between labor and capital
rose. It began with the religious background of Robert Owen, St. Simon, and
the Christian Socialists. As it developed, it proved to be essentially practical
and sound. State capitalism seems to be a reversion to semi-serfdom.

Berle and Means in "The Modern Corporation and Private Property," say that
"business practice Is increasingly assuming the aspect of economic statesman-
ship," and the Berle Memorandum on Monopolies, of August 138, lays down
these tests for economic organization:

1. Does it provide an adequate supply of goods?
2. Does It provide a maximum number of people with an opportunity to make

a living?
3. Does It accomplish this process with due regard for labor and self-develop-

ment of the individual?
Against these tests Mr. Berle cites:
1. The claim of the consumer for the product.
2. The claim of labor not merely for an hourly rate but for an annual income,

permanent jobs, sick relief, and pensions.
3. The claim of capital for a return sufficient to Induce the Investment of

capital.
4. The claim of management for pay not only but also for prestige.
By all of these tests profit-sharing seems the superior method of economic

a organization. All these claims can be best met by a form of organization in
which capital, labor, and management cooperate voluntarily. Critics of the
corporation and of modern society charge and cite concentration of wealth and
power In great economic aggregations, absentee ownership, the separation of
ownership and management, the separation of ownership and labor. A scheme
of profit sharing would give the worker a sense of ownership In the plant to the
extent that he particIpates in the profits. It would give labor a sense of man-
agement through its representation on the board. It would reconcile many of
the conflicting interests whose maladjustment has created some of the political
and social problems of the day. It would synthesize the three elements, labor,
ownership, and management, In a way that characterized the simple economy
of hand production and craftsmanship.

IX. RECOMMENDATIO

The study of profit sharing by the Senate committee should be extended to
its broader aspects. The witnesses should include some of the best economists
of the country who have studied the problems of labor and cyclical fluctuations
and some of the political scientists who have been studying trends toward state
capitalism throughout the world. A commission on profit-sharing, somewhat
similar to the recent Commission on Labor Relationships Abroad might well go
to Europe to study the successful experience over many decades In the several
countries abroad.


