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SOLDIERS’ ADJUSTED COMPENSATION.

THURSDAY, JANUARY 18, 1921.

UNrTED STATES SENATE,
ComMITTEE ON FINANCE,
Washington, D.c.

The committee met pursuant to call of the chariman in room 310,
Senate Office Building, at 10.30 o’clock a. m., Senator Porter J. Me-
Cumber presiding. . :

Present: Senators McCumber, Smoot, Curtis, McLean, Calder,
Simmons, Thomas, Jones, Gerry, and Nugent.

The CuammmaN, We were to take up this morning, after closing
the testimony on the emergency tariff bill, what is known as the
bonus bill. I think those who wish to be heard this morning are
rentlemen who desire a hearing upon the matter of the taxing feature
in connection with exchanges, I will call Mr, C. H. Canby, president
of the Board of Trade of Chicago. His is the first name before me.

STATEMENT OF C. H. CANBY, REPRESENTING THE BOARD OF
TRALE, CHICAGO, ILL.

Mr, Canpy. I am not the president of the Board of Trade of Chi-
cago, Mr. Chairman; I am a former president. I represent not only
the board of trade, Senators, of the city of Chicago but also the
organized grain exchanges of Kansas Clty St. Louis, Toledo, and
Minneapolis, as well as the Grain Dealers National Association, on
this matter. '

In the present war tariff there is a tax of 2 cents per $100 on all
sales for the future delivery of grain and products. In the opera-
tion of this tax we know from our records and experience that it
has been a burdensome tax by reason of the fact that it is a tax on
comparatively small profits, the tax being levied on the gross value
of the contract, without any reﬁard to the question of whether there
is or not a profit or a loss. The resultant effect is that the tax op-
erates as an additional burden in the event of a loss and is deductible
from any profit.

The operation of the market for future delivery. upon which at
the present time a very large percentage of our crops of wheat and
corn and oats are handled from the country station through the ter-
minal markets, is on a basis of comparatively narrow margins.
It is our contention at this time that, owing to the increased col-
lateral values given to the product, it has brought the amount re-
ceived by the producer closer to the price paid by the consumer than
wﬁ?ultd be possible under a system which was less economie in its
effect.

The increase in this tax in the so-called honus bill is about 900
per cent, or an addition of ten times the present tax, which changes
it from 9 cents per $100 to 2 cents on each $10. 100
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You are probably aware that there is 1no tax of any kind whatever
and has not been even during the war period in Canada on sales of
ginin for future delivery.  Practically all the export trade of the
conntry, this countey ag well as Canada, enters into the future-
delivery market in one way or another. Consequently, there is'to a
cortain extent in the operation of an export trade which might be
on a margin of perhaps 1 cent a bushel profit a differential at this
time: that is, it woubd be if this heeane operative—a differential in
favor of Canada pad agumst the United States if the price were
exactly even and both competitors competing from the saine stand-
point of advantage. .

This tax amounts to-day on oatz. barley, wheat, and corn to an
average of nearly three-eighths of a cent per bushel, which wonld be,
in our opinion, not only unworkable from the standpoint of rev.
enue—that is, it would not bring in inereased revenue over the
rate that is now contained in the tax law by reason of the fact that

the present tax is workable and does bring in a very fair revemie, but -

the multiplication of that tax by ten to the figure stated in this bill
would, in our judgment, so reduce the volume of transactions that
the revenue obtained would not be probably as large as the revenne
you are now securing from a smaller tax.

The question of inerease of revenue by the multiplication of price
is. I think. quite apparent to your mind.

The National Grain Dealers’ Association in their civeuiar lotter
to their members—they have about fifteen or sixteen thousand
mentbers who are what we term country shippers and country deal-
ers—said briefly :

Section 703 of this bill-—

Referring to the bonus bill—
plocos 0 tax o 2 eontd on euedt X100 value on all sales of gealn for futuve
delivery, Tbhe transacttons for future dellvery are now paying o liberad tax.
The chovtous hweeense projused by <cetton 708 wonld work more than an
Injury 1o the producer, the country dealer, and the terminal market man, It
wonld in fact place against all transactions such an exorbitant tax ag to
practicutly defeat the very purpose of the bill,

Our contention, consequently, is based on two grounds: First, that
the tax is not workable—that it is excessive, and would be prohibi-
tives and, second. that it wonkd opevate to the detriment und the
confusion aml the disadvantage of the trade.

Tt there is any question in regard to the general matter that the
Senators would like to ask. T would be very glad to answer it,

‘.\Io response. ) .

4 M \] rye [

he. Cmammax, There does not seem to be any questions, M,
Canby,
(Witness excused.)

STATEMENT OF MR. FREDERICK 0. ALDRICH, PRESIDENT
CHICAGO STOCK EXCHANGE, CHICAGO, ILL.

Mr., Awrica. Mr. Chairman and gentlemen of the committee, 1
have come hefore you to-day as a representative of the Chicago Stock
Exchange in regard to the tax feature of section 702 of the House of
Representatives bill known as the “ World War veterans’ adjustment
compensation act.” '

.
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In framing this bill there hag heen preseribed a very radieal tax
which. if enacted into law. will not only curtail stock exchange trans-
actions. but would. T helieve, to a very large extent eliminate them
and disrupt the business of the country.

At the present tinie the Federal tax on all stock exchange trans-
actions is practically 2 cents a shave on all seles. av:? while T have not
the figures of the revenue produced from thee ieturns to the Gov-
ernment annually, T know they are of very imporant magnitude, and
instead of helping to raise the estimated amount between one and
two hillion dollars to meet the vequivements of this bill, T think 1
am sufe in saying that the enrtailment of bhusiness would canse a
reduction of the present Federal taxes much more than wonid be
offset by the amount derived from this hill. ‘

Furthermore, the drastic reduction of business in stocks and bonds
and investments would consequently result in a loss of occupation
for thousands of employees and brokers all over the country, thereby
adding that many more to our army of unemployed.

It is only a few years ago that Germany experienced by restrictive
financial legislation what would follow in this country by the pas-
sage of this hill as it now stands. and at which time it vesulted in
driving a large portion of (Germany’s financial business to the London
market. You can readily see that without a market for securities
what our banks and trust companies would do with their billions of
dollars now involved in collateral lines all the way from Maine to
California, The vast multitude of men and women in this country
are to-day very much concerned over shrinkage in the price of their
Liberty bonds and Vietory notes which are owned by them. Tt does
not scem reasonable to enact legislation that will impose a further
decline in these values, which wonld certainly he the result should
It)hl(i\ he compelled to sell within the next two years, necording to this

ill.

The members of the Chicago Stock Exchange arve not taking a
stand either for or against the soldiers’ bonus bLill, but they nre
opposed to the heavy tax burden prescribed by this hill. The moem-
bers of the Chicago clearing-house banks are very much alarmed,
and T think they will have a_representative here. But T have talked
with them about it, and the drastie conditions are such that they fear
that the result might be one of the gravest disasters in a financial way
that the world has ever seen. ‘

I thank you. gentlemen,

(Witness excnsed,

T'he CHARMAN. Our next witness will be Mr, Samuel F, Streit, of
the New York Stock Exchange.

STATEMENT OF SAMUEL F., STREIT, REPRESENTING THE NEW
YORK STOCK EXCHANGE, NEW YORK, N. Y.

My, Srpgee. M, Chairman and gentlomen, T want to state that
onr eminent counsel has preparved a brief covering the argument of
the stock exchange,

T am speaking now entirely for the New York Stock Exchnnge,
To my mind, this brief is so complete that you will probably find
that anything that T can say will have been very much better said
in that brief than hy me. But T would like to call attention to a fow

[
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- of the salient features of our argument that might be of interest to

you.

We are opposed to‘this bill primarily because it will bring about
a serious restriction of the free market for securities.

When I say that I mean in every way. The gentleman from the
Chicago Stock Exchange has touched on phases of that matter, but
I %o urther, and I would state to you that the lack of a free market
will mean a great deal to industry and commerce and banking and
manufacturing in this country.

Of course, in the first place, iyou have heard of the floor trader,
and the man who is a member of the New York Stock Exchange and
who primarily makes his business on the floor trading on small dif-
ferences in the market corresponds with what is known in London
as the jobber or the dealer, and he is alwa{s ready at all times to take
securities at a small recession from the last sale or to supply them
to the buyer at a small advance from the last sale, and he keeps the
market continuous and normal.

The f)resent tax is $2 by the New York State law and $2 by the
Federal Government. When the Federal Government under war
conditions imposed this additional $2 per hundred shares on a trans-
action the New York Stock Exchange did not appear before any
committee of Congress and protest. It considered it a war measure
and accepted the situation. They were at that time under a tax by
the State of New York. '

At present a member of the stock exchange is not obliged to pay

commissions to a broker, but has to pay a tax of $4. Under the pro-
posed bill he would pay $22. A nonmember, on the average price of
stocks between $10 and $125 a share, would have to ? at the pres.
ent time a commission rate and tax amounting to é’a . Under the
proposed bill it would be $52.

Senator CaLper. Will you tell us how much the tax that you pay
the State of New York amounts to?

Mr. Strerr. On a hundred shares?

Senator CALDER. I mean the total tax for a period of a year.

Mr. Strerr. We do not know exactly, from the exchange, but the
State of New York last year collected from the total transfers of
stocks about $10,600,000.

Senator CALDER, It is fair to say that the Federal Government
collected about the same? .

Mr., Srrerr. It is fair to say that the Federal Government col-
Jected much more, taking the country as a whole into consideration.
The figures of the Federal Government, as I remember them, in-
clude the conveyances and capital issues tax. They amount to a
ve:gy considerable sum, s

Senator Carper. Then ﬁou’ have not the figures indicating how
much the New York Stock Exchange paid to the Federal Govern-
ment on this tax? . . .

Mr. Strerr. No: but we would consider approximately that if
the State of New York collectéd $10,600,000 from all of the transfers
of all securities in the State of New York, Erobably the transactions
of the New York Stock Exchange were between seven and eight
million dollars.

At the %resent time under the tax a trader has to have an advance
of one-cighth of 1 per cent in order to make any profit, and out of
that profit he pays $4 to the Federal and State {fovernments.

u
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Under the proposed law he would have to pay $22, so that he
would have to make at least $25 in order to make any profit.

The New York Stock Exchange asked a representative number
of traders to give to it their views on what the proposed tax would
mean and what had been the effect of the present tax,

Briefly, I would just state this digest of their views. They have
been furt}ner.elaborated in counsel’s brief. It has only been in large
national active market that the trader could afford to trade for
sma&sdiﬂerences, making up in volume for the small fractional
profits.

Under the tax the work of the floor trader-—

I am speaking now of the present tax. I want to explain there
that a trader now on one-eighth profit, apparently a one-eighth
Broﬁt, onéy makes $7.50, because he has to dpaPr a charﬁe of $1 to his

roker. So it is $5—$4 for the tax and a dollar for the commission.
But if he loses he loses $17.50. ‘

Under the tax the work of the floor trader is not a profitable business. An
average trader conservatively estimates that 40 per cent of profits are now
consumed by transfer taxes and losses incurred, Out of four operations to be
wrong only once wipes out any profit. Many traders would have been content
to net what they now pay in stamp taxes annually,

That was in reply to a question, Has the number of men who are
gurel floor traders decreased in number as a result of the stamp tax,

oth Federal and State?

Question No. 2, Have the stamp taxes materially interfered with
the volume and character of the operations of the floor traders?

We have 15 replies out of 18 questions asked. [Reading:]

The profit being so small the trade is not worth the risk. These are soul-
grinding taxes, and while if every transaction ylelded a profit part could be
relinquished and there would still be something left, but many transactions
are made that show losses, and to be tuxed for making n loss the same as
making a profit is hard to bear,

A great many traders formerly on the exchange have practicall{
quit; and while I am holding no brief here for the floor trader,
am simply showing that he is part of the machinery of the stock
exchange coincident with the ?eculator in offices who is the cus-
tomer of a brokerage house, and who combined make this close and
free market for securities tf\roughout the United States.

We claim, and I think we can show figures to prove, that in fur-
nishing a free market on the exchange we are enabling securities to
be distributed to investors, the speculator acts as the intermediary,
the temporary holder thereof, and we have an illustration which 1s
probably the most concrete that could be given. I have before me
some tables. The whole thing I would like to have in the stenog-
rapher’s record if that may be permitted. .

he Cramrman. It may be entered.

Mr. Strerr, It shows the function of the New York Stock Ex-
change in acting as the intermediary for the company that owns
securities while that company is being built up until those securities
go into the hands of investors, ,

. On December 31, 1909, the United States Steel Corporation had
in the hands of investors, brokers’ names, or individuals’ names, pre-
sumably investors—occasionally some investors or some speculators -
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will have stock in their own names in the broker’s hands, but the:per-
centage is so small that for a matter of record I think I can take the
figures that 1 give here as fairly accurate—66.41 in the name of
‘brokers and 33.59 in the name of individuals.

This is common stock. At the saume time the preferred stock,
which, of course, from the beginning was practically an investment
stock, was 17.57 per cent in brokers’ names and 83.43 in individual
‘names,

On December 31, 1920, there were in the names of brokers 25,17
per cent and in the names of individuals 74,83 per cent of the com-
mon stock. showing almost o complete reversal of figures. and in the
preferred stock 7.53 per cent in brokers’ names and 9247 in indi-
viduals’ names,

» In the interim there was a period when the process was temporarily
reversed and the figures there are again illuminating from tllu-, point
of view of the stock exchange’s activities, when I take the period
of December 31, 1914, just after the stock exchange c¢losed and after
the period of long depression in prices from 1912 on until the ex-
change closed on July 3i, 1914, There had been declining figures
on steel, and the investor thonght it was an attractive security. that
while it was temporarily depressed by war conditions he could absorb
it. So that where it was 66 per cent in brokers’ hands in 1909, on
December 31. 1914, it was 43 per cent, in round fizures. and 56 per
cent in individuals. ,

~ Following the opening of the stock exchange in 1915 we had «
great era of speculative activity as well as prosperity throughout
the country, and the price of steel common arose from $38 a shave,
which was the minimum price set by the exchange. to over £130, and
the investor who had absorbed possibly through the medinm of the
stock exchange in the period of depression took advantage of his
opportunity and cashed in; so that on December 31, 1916, you find
that the brokers had in their names and carrying for speculative
account 58 per cent of steel common and the individual, the investor,
41.96 per cent.

In the fall of 1916 we had a break in the market. The war came
on in 1917, and prices became attractive again, and the investor
began to buy steel common. This also shows with the preferred.
and we have come down to the figures previously uoted as of De-
cember 31, 1920,

(The table referred to by the witness is in full, as follows:)

Unlted States Steet,

Common stock. - " Common stock.
Dat&gf %mte. R . Pg%{:!‘i{«l ! Datg‘gtstateo cmans v o PR l’r?etged
rt. . N nt. : ad. ] stoek.
Brokers. ml.'ma ' Brokers, | fndivid

uals,

December 31— | Per cent, | Per cend.! Per cend, ' Docember 81—  Per cent, | Per cent.  Per cent,
: eessessnes 66, 41 33,80 | 17, 67-83, 48 1018, 00000000 40, 80 11 R) B
1010000000 BRU2 | 4168 |..i.i.eeeneat  101B..eaeiiiin B4 41,00 [T 1548,
1.7} POPTOPPIoN 85,26 T leeiieiiioeres | 1917 000enees] 46,83 B3 4T leaeessesnans
12,64 1018 o

1912, 00 T38| 4284 fiiiililiilt o 1018iiies e 4071 AR
93.......0 49,31 T SRR '} 60,30 |veeerronnere’
94,0000 B 920,000 o 27| T8 TR

1 From Dec. 31, 1914, to Dec. 31, 1910,
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Disteibutlon of United States Steel counmon and  prefereed  stoeks, 1919-20,
shovedng Arift of shaves from speculibars Lhrolers’ numesy to inrestors (ine
diridual namnes), ’

.

vidrals,

% Chrmemnen sto, Ireforres| tonk,
Date of Guarcerty stafement, i i '””“— ! ";‘
' i © Indi-
' -
| Broket<. | viquals,

i Broiers,
i i
Fooomoces caoiime ‘ w———mra (o stememes aress 2w | ews massrtains

| Per cent. | Per cent,  Per cent. | Per cent,
8, 41 9 17.b 2, 4

Dee, 34, 16,0 voenn. ... 3 33, 54 07 | 4
Mar. 31, 1910, - on ol : oahd 3608 16701 s2l
June 30, 19i0. .21l O GpOBLBED B IRGR LN
ept. 30, 1010, .. 11 OO s fos7ag: a1t 08! sse
Dee. 31,1910, oo PO UL aaztoanes b9 w4
Mas, 3L 1083, ORI ARSI g e L6 L SRl
June 3 00 .. LL i 20 ALTH 15301 §3.16
sept. 30, Wik, oL DRSO JOOODOPORORN - ir( S YOS TR F I L SR
Dee, 31,190,000 . 3 SR T I T S5, 33
Mur. 31, 1942, . SLA 1nd6 489 S5, 81
June 30, 191250 W27 A% 100 S, 10
sept. 30, 1912.. ... 37, 58 12, 42 13,67 ;86,4
Dec. 8k, 1012, . 1 o : SUA6 4208 13,4 86, 51
Mar. 31, 1013, . 0. oL L LU AT ARy 13960 SB35
June 30, 1918, L. L NpOBLU7 R 1ATE. 8L

Sopt. 30, 1013...... Cevecuereetisiriroes
Dee, 3LMI3. .. .eiiniiiiiiinniiannes

e
Bl
I
z
EX
g
b
g
o
=
3
-1

Mar. 30, 1904, eounnerianinnnnnn.n, 10, 86 A 14 1200 87,
June 30, 1014. .. , 310 12,40 7,51
Sept. 30, 1014.. 15, 01 5,19 Loy, S.K
Dev. 31, 1914.. 13,156 . 85 13,42 8, 1%
1. 81, 1916, ....... . 42,43 57,07 1591 88.4
Jlme30 916...-...4-voooo‘a.»oo. "'tl‘ 158 11‘70 8&3“
Sept, 80, 1006... L LI LNy e B0 1169 SRIB)
DOCB1, 1908, .o v eevneernrecarencrcsarararsoansrorsanennaanans] 4000, 50,30 1L.16. §8.85
MOP 31,1000, ¢ tvreievarenrroneceronsennaciroranesessnnsaneenes] 5387 46,13 102 8R.08
JUNOA0, 100, . veeeinineernacearennaserrracorsnnesnacnnsennnnel D278 4726 1073, 827
S0Pt B30, 1918, .0ruuneeneirecnrsoacorerenssacssorsonrscseasecossl 55,67 4,33 12.13 87,47
200, 3L, 1018, . . vuiareraracaranrnecantesnerasncnennenerererenaenl  BSO4 T 410G 12,74 | 87
Mar 8l BM7. .o eienninnens 53,16 , 84 1,30 | 88,61
June 30, ieveresersiersrene 55,18 44.95 10,94 R0, 06
Sept. 30, 1917, .. eeereeraroraranen X 47,34 - 10,16 ¢
D0, 81,1017, . oveesverrannnarsessassrasnnsnn 46, 83 .47 0. (1 0, 40
MAr. 3L, 1008, . .o euurrnerntnenennacesonnensernnscnssrarons 44, 81 ., 49 9,37 .

JUNe 30, 1018, ovvieiiieniriiiainiiennrasinrarssrrasesnsioness 4378 06,22 0.17  40.88
Sept, 30, 1018, LI NN NINLNNNNNT s 812 918! 90,82

DEC 3L, IMB. o e evivrerivorenrrarcrsresncassresarerssasscassseee:  HNTL a, 20 0.11 | 00,89
Mar 3L, 1010, . ceurnriiicevennrasassercororaonsarocnesiareancs 3801 61,00 000’ 0L 00
UNO B0, D018, .ovverracnrnsurnnroasersonroscrsscncrcssvocssvease 4203 47.47 9,03 , 97
BOpL. 30, 1010, . veuererecirienioncrioaronarase 41,52 58.48 878 01,22
Dee, 21, 1019 . 49, 85 60, 36 8,20 01.71
Mar, 31, 1620 3, 40 0h 54 7.88

June 30, 1920 32.00 67,01 7.68 02,382
8ent, 30, 1420, , Cereeesesansrasaiecs-nirsecassraratrnecsrece  HNAD 66h 31 7.42° 92,51
DO 31, 10204 . e vvevenrsnrirnnararsronearsonesraorsessrarsssssss /17 K3 7.5 02,47

Another illustration of the force or power of the speculator, to use
a slang expression, ** holding the bag * for the investor temporarily, is
the fact that not long ago the American Telephone & Felegraph Cor-
poration, whose securities have been very high from an investment
point of view, put out fifty millions of bonds, They were put out
at a time when conditions were not fuvorable from an investment
standpoint, und the American investor only took eleven millions of
them and left thirty-nine millions for the speculator to hold through
gyndicate or other operations until such time as the investor was able
to take them oft his hands.

Remember. gentlemen, that in this bill von arve taxing bonds as
well as stocks, und never before has any State, as far as we know, or
the Federal Government imposed a tax upon bonds: and while that
is another subject so far as detail is concerned, and I will not go into
it now, I call your attention to that in connection with this issue of
American Telephone & Telegraph Corporation bonds.
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The effect of this proi)losed tax on the market is not entirely a
matter of conjecture. I happen to have been for e1§ht years chair-
man of the clearing honse committee of the New York Stock Ex-
change, and that committee endeavors to place upon its. lists to be
settled through the clearing house operations all of the active stocks,
and we have kept most accurate statistics for nearly 30 years, and it
has been shown year in and year out that 90 per cent of the total
volume of our transactions on the New York Stock Exchange are in
those securities settled through the clearing house. If you can get
accurate figures on 90 per cent of anything you come pretty near
getting an accurate percentage of the whole.

We found from those figures, which have been very carefully kept,
the following situation. I am willing to admit that a mere $2 tax
had comparatively little effect on the operation of the New York
stock market, but there are figures that I am going to show you that
when that was doubled and made $4 it did have a restricting, breaking
power. '

From Ma?r 1, 1903, to May 1, 1910, there was a $2 New York ‘State
tax imposed and paid all the time. During the period from 1915
to 1920 there was still a New York State tax, and there was a Fed-
eral tax from May 1, 1915, to September 9, 1916, and again from
December 1, 1917, to May 1, 1920. We consider, therefore, that a
comparison of those two periods, making a certain exception which
X will show you afterwards, of five grears each should show one way
or the other whether or not that $4 tax was a break or restriction on
the market. ) )

The facts are these: In the earlier 5-year period—and I would
interpolate there by saying that we have taken five years because in
any one year there may be var%ing causes influencing security mar-
kets, world-wide causes—in the first five years there were two
geriods of active speculation and the great panic of 1907, followed

the depression of 1908, In the period from 1915 to 1920 we had
the active markets, starting in April, 1915, ending in December,
1916, and depression, beginning with the war, and then another active
time l::fterward:s, followed by the late unpleasantness in the last six
months.

So that there is a very considerable reason to feel a similarity
between the two periods. In the first period the par value of the
gtocks admitted to the clearing house was $6,443,481,100. In the
latter period the par value of the stocks having a gar value admitted
to the clearing house was $8,413,105,620, and, 1n addition, there were
admitted stocks without nominally a par value to the amount of
150,686,464 shares. . )

Expeﬁence has shown that an average price of 20 is fair to take
on the nominal or no par value stocks, Therefore the average value
of the stocks cleared during the latter gerlod may be taken to be
$11,424,828,870, showing an increase of 77 per cent in the value or
volume of the securities. :

The average number of stocks included in this amount increased
in that period 51 per cent, but the average volume of transactions
in the first 5-year period was 278,000,000 shares, and the average
volume settled through the clearing house during the second period
was exactly the same. In other words, with this tremendous increase
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of 77 per cent in the value of the securities and 51 per cent in the
number of securities, the actual transactions were the same.

Senator MoLeaN. Do you think that the surtax on large incomes
has had any effect on the volume of transactions?

Mr. StrEIT. I do not know. I have no reason for knowing.

Senator McLeaN. Whether there would be a disposition on the
part of the owners who have made profits to hold rather than to
sell, even if the owner had speculative tendencies at times?

r. StreErT. Put that way, Senator, I should say that one thing
would balance the other; that in the late decline of the market from
July of this year to the 31st of December they would be sold, because
the prices were down, to take advantage of the losses they would
have made, so that looking at that question for the first time in a
new light, T should think that one thing about balances the other.

The CuammmaN, That actually is the case, it is not, that the selling
has been very considerably more during the fall of the year for the
very purpose of setting off losses against the zains?

Mr. Streir. I do not know definitely. I know that people have
stated that prices were down now so they could afford to sell where
thgy could not afford to sell when prices were up.

enator McLean., Of course, there is not very much money made,
after all, if one has to sell only to take losses. I would like to know
whether the inclination to hold profits rather than to sell and pay
the surtax has not had a considerable effect on the total of the trans-
actions, especially among men who, while we would not call them
speculators, are thrifty investors. 1 do not know whether you have
made any estimate of that or whether it has any bearing upon
this question.

Mr. Strerr. I have made no estimate. Possibly it has some bearing,
Senator, but our opinion has been that, considering the fact that in
both cases there were five-year periods of very similar market condi-
tions and very large speculative activities, both buying and selling,
it was a reasonable presumption that something had acted as a brake.

Senator McLean. Just what is the tax on the dollar? I do not
know but yon have alread ;ut it into the record, but the accumulative
taxes amount to how muc

Mr. StrerT. You mean the income tax?

Senator McLEeax. Nos the Federal tax and the State tax on your
transactions. .

Mr, Strerr, It is $4 on 100 shares at par; that is, on $10,000 it
would be $4.

Senator McLEax. And the broker ordinarily charges $8¢

Mr. Strerr. The broker on 100 shares of stock at par charges $15.
The new tax would be $22,

Senator McLeaN, This proposes an additional 2-mill tax?

Mr. Strerr. Ten times,

Senator McLEaN. It is 2 cents on $10. It would be a 2-wmill tax?

Mr, Srrerr. Yes; but the present tax is 2 mills, and it is 2 cents
under the new tax; so it is 10 times——

Senator MoLEAN. Yes; but the new tax that is proposed is a 2-mill
tax—2 cents on $10. That would be $2 on a thousand, would it not?

Mr. Strerr. Yes; $2 on a thousand, and $20 on 10,000
. Senator McLEaN. I think it was urged here by some one who was
in favor of the bill that most of the brokers or investors figure on a
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dollar profit, or thereabouts, on n snle, and that would be 8100 on o
hundred shares. : -

Mr. Strerr, No.

Senntor MceTaax, And this 2-mill tax would be so infinitesinal
that it would not in any way discournge speculntion. T state that as
an item urged. T think, by some one who appearved here in favor of
this bill,

Your idea is that this added to the other will veally limit traps.
actions ¢

Me, Sererve, Absolutely, T stated in the previons papt of my argn.
ment that the average trader on the floor of the exchange prior to
any tax traded for 812,59 or %25, and {hat the man in the office who
tried to make more had to pay a commis<ion of 30 for one round
transanction which, with the new tax. would he $50,

Senator McLeax. T think it was nrged that what vou denominate
the trader—perhap< they are called *jobhers™ sometimes——-

Mr. Strerr. That term has heen used.

Senator Mcleax (continuing). Did not serve any real heneficial
purpose in niding the exchange of stocks.

T merely mention this as one of the arguments that T think was
urged by o gentlemun who favors this proposal. T did not know,
but vou would like to amplify your reply to that.

Mr, Srrere, T am very glad that vou have asked me the question,
The point that you bring up as having heen brought up by some one
elge has heeni made by manv people. Wao elaim that the trader performs
a very useful function.  When T sav trader T do not confine miyself to
the man on the floor, hut the speculator in offices whoe is tryving to
moke small sealper profits,  That man is there to assist in providing
a market when securities ave thrown on the market in times of wenk-
ness, and also to supply seenrities when people come in to buy.  He
is there to buy or sell in any amonnt at any time, and he assists in the
freedom of the market.

We aré holding no partienlar brief for the trader. onlv as he is
part of what makes up a frec market: and we maintain that to-day
New York must have a, free market.  When T say New York, T mean
all of the stoek exchanges. Wo consider that unless this New York
Stock Exchange mawket is free the large interests in the eountry who
wish to float seenrvities and secore money for the henefit of their
ovganizations, either manufacturing or industrial. will not bhe able
to do it as successfully as they have in the past. and that consequently
this tax will interfere with the development of the country. The
trader and the speenlator and the man in San Feanciseo or in
Chicago who is interested in the security market assists in the mat.
ter: and if vou make this tax g0 that the fluetnations ave wider, the
man who wants to =ell hic 100 shaves of stoek is not going to find
the ready market that he would have,

T do not want to take up too mnch of the time of the committen,
There may he another gentleman who has a word to sav,

T just want to say one thing further in connection with the subject
of a free market as taken from an English point of view. England
has always had n free market. She has always heen the capital sup-

lier of the world, ug to the present time, and her tax on securities

s nothing compared to ours.
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We feel that it would be a great mistake, now that we are in the
position of being a country that is the creditor Nation of the world,
to put restrictions upon our market when we have one of the geratest
opportunities thut we ever had.

Senator Joxes, I would like to ask you a question. You gave
some figures a while ago showing the amount of steel common in the
hands of so-called investors and so-called speculntors, How were
those figures obtained !

My, Serere. They were given to us by the el Corporation as
showing the stocks in the names of rokers and the stock in the
names of individuals,  Of course those can not he absolutely acen-
rate. Some investors have their stock in the names of brokers and
some hrokers are carrying stocks in the names of individuals: but
experience has shown that as on the tansfer hooks of u corporation
stocks go out of the names of brokers into the names of individuals,
whicli mens that investors have gradualiy been aborbing that ~toek,

Senntor Joxes, Can the stoek exchange obtain that information
at any time?

Mr, Streres T do not know about other companies, hut we obtained
it from the Steel Corporation, They Leep o vecord, e iy made pub-

e TE was not given to us particularly,

My, Mipsven. T would fike fo ask the privilege, Me. Chairman,
as coungel [for the exchange, to submit n hreiet which ha. been cave-
fully prepared from the ynformation wihich we have colloeted from
the exchange.

The CwuayrmaN., Your name is what?

My, Misnoey, John (. Milhurn, T am counsel for the exchange.

The Ceaaipaan, Al right, <ir. We will have it printed in the
record,

('T'he hrief referred to, submitted Hy John G, Milburn and Whalter
{"‘ 'l’n)yfnr. counsel for the New York Stock Exchange. is as fol-
OwWs:

.
MEMORANDUM ON 8ToCcK AND BoNp Tax Provoskd 1y 7ok Bui (H, R, 14157),
FINTITLED AN AT 70 PROVIDE ADIUSTED COMPENSATION roit VETERANS OF THE
Worth Wanr, Proving REVENUE THEREFOR, AND vor OF10 8 [PURPOSES,"

THE AMOUNT O THE ‘TAN,

‘The tax on «itlox of stocks and bhonds, dobentures, and other shallae nstra-
ments evideneing indebredness, that the bill proposes to Impose for the pertod
hetween December 1, 1920, and Novemboer 20, 1023, is ns follows:

On cach £10 or fraction thereof of face valiue, 2 conts, unless the selling price
is th exeess of the face value, I which ense the tax Ix 2 conts on onch $10 or
fraction thercof of the selling price. 1n ense of shares without face value, the
tax ¢ 20 conte on each <harve, unless the celting price s in excess of 8100 per
share, I which case the tax {8 2 contx on oneh $10 or feaetion thereof of the
solling prieo,  The same tax i imposed on rights to sabserihe for or 1o pecotve
shares or certifienteox of stoek,

The tax on the transfer of 100 shares of stoek having n fitce value of $100 o
share or having no fece valne is $20. 11 the market value ix not ahove 8100 g
share, however low it may be, If the mnrket vaulue Is only 82 a shave, the tax
on the transfor of 100 ~hares is stll K20, or 10 per cont of the entive yvalue of
the stock. Tikewlse the tax on the transfer of the right to subserihw finr 100
shares {8 $20, although the right to suhseribe mny he worth only 20 conts 0 shppe,
or nothing at all, On the other hand, if the market value of xtock hnving o pay
value is above par on the market value of stoek having no pur value s over a
$100 n share, the tax ix measutred by the market valne: sq that 1f <tock bavine a
par value of 2100 a sharve sells for 8600 a shave, the tnx on the transfer of 100
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shares is $120. The tax on the transfer of honds having a par value of $10,000
is $20, unless the bonds are above par, in which case the tax s measured by the
welling price, Just as in the case of stock,

THE PROPOSED TAX AND THE PRESENT TAX.

The proposed tax is more than ten times the amount of the present Federal
tax and is more than five times the amount of the present Federal tax and the
New York State tax taken together. The present Federal tax is $2 on the
transfer of every 100 shares of stock having a par value of $100 a share, and $2
on the transfer of a 100 shares of stock having no par value, unless the selling
price is in excess of $100 per share, in which case the tax is at the rate of 2
cents on every $100 of the selling price. There I8 no tax on the sale or transfer
of bonds, The State tax Is the same as the present Federal tax except that the
tax on the transfer of stock having no par value is in all cases 2 cents a share.

The proposed tax applies to bonds as well as to stocks and to Liberty and
other Government bonds as well as to other bonds. Instead of being meansured
by the face or par value. in the case of all stocks having a par value, it is
measured by the selling price in ail cases where the selling price exceeds the par
value, The tax on stocks, therefore, 18 not merely ten times the amount of the
present tax, but differs from it in that it {8 mensured hy the face value or the
selling price, whichever ig greater. The tax on bonds is the first tax of the kind
that has bheen imposed either by the Government or by the State.

THE BURDEN OFf THE PROPOSED TAX ON THE BUSINESS OF TRANNG IN S'l‘O(‘KS..

The stoek exchange houses (hat do a strietly commission buginess—that is
to say, those that do not buy or sell for thelr own ncecount—would not them-
selves stand the tax it would he paid by thelr customers, They would be affected
through the decrease In the business that thelr customers wonld do,  "The
customers of stoek exchange houses and the hrokevs who trade for thele own
nccount are the people who wotdd be directly affected and would diveetly hear
the burden of the tax., The burden of the tax on ench of these elasses ix to be
considered separately. )

ta) The tax will be more than 50 per cent of the gross veceipts from con-
missions of the stock exchange commission houses and will add more than 50
per cent to the cost to their customers of doing business through them.

It all who trade through stock exchange houses are taken together as a class,
investors, traders, speculators, and others, the cost to themy of the business they
;.ult through the stock exchange houses {8 made up of commissions, tuxes, and
nterest. .

So far as the interest charge to customers I8 concerned, it is in part offset
by the interest and dividends on incorepaying securities carrvied for them by
their brokers, The interest received by the hrokers is for the most part offset
by the interest that they have to pay to the banks.

Leaving the interesc item out of account, the cominissiong charged by stock
exchange houses represent thelr entire gross receipts and are the source from
which thelr expenses as well as the profits of their memhoers are derived.
These expenses include the salaries of the multitude of employees who depend
on the stock exchange houses for their livelihood. the rents of the offices that
they occupy, the snms patd to the telegraph and telephone companfes, the cos,
of maintaining the exchunge, the cost of quotations, and all the other incldentnl
expenses of a great husiness,

he New York Stock Exchange commission rates on stocks bought and sold
for nonmembers are hased on market-values and arve T3 cents a share on stock
setling below $10 a share; 15 cents a share on stocks selling between £10 anq
$123 a «hare: nand 20 cents on stocks relling at $125 a share and over, The
commission rates on bonds are $15 for every $10,000 of par value. The com-
mission received by a broker who sells a hundred shaves of stock having a
market and par value of $100 a share 18 $15, and a lke commlisston 1 received
by the purchasing broker. 1If the stock is worth only $9 a share, each broker
gets $7.50. If the stock is worth $150 a share, each broker gets $20. On a
ronnd transaction, that 1s to say, on a purchase and resale for necount of n
customer, a broker gets both a purchasing and selling commission, On a purs
chase and resale of one hunded shares of stock having n par value of $100 n
share, his commission is $80 if the selling price is between $10 and $125; $15.
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it the price 1s below $10 a share, and $40 if it is $125 a share or above. The
customer, in addition to paying the commission, pays the tax, which at present
1s $2 n hundred shares, to the Federal Government, and $2 a hundred shares to
the State of New York, The cost to the customer of a purchase and resale of
one hundred shares under present conditions is, therefore, $34, $19, or $44,
depending upon the market price of the stock.

If the proposed bill becomes law, the cost to the customer in the three cases
will be at least $52, $37, and $67 or more, The cost of purchasing and reselling
stock worth less than $10 a share will be increased from $19 to $87. The cost
of purchasing and reselling stock having a value between $10 and $125 a share
will be increased from $34 to at least $52. The cost of purchasing and reselling
stock having a market value of more than $125 a share will be increased from -
$44 to at least $87. The additional cost fmposed upon the business of buying
and reselling stock will be approximately equal to 663 per cent of the broker's
commission on the purchase and resnle and will be much more than 50 per
cent of the entire present cost, including the taxes now paid.

The proposed tax may be likened to a tax on the transportation of goods
equal to 60 per cent of the freight rate, or a tax on passenger service equal
to 60 per cent of the passenger fare. But in fact the tax would be much more
destructive to the business of trading in stocks than a like increase In the cost
of freght or passenger service would be to the transportation of goods or pas-
sengers,

The people who buy and sell stocks through stock-exchange houses are of
many kinds.

There are investors who only make occasional transactions, disposing of
gecurities they have been holding in thelr safe-deposit boxes or purchasing
securities and taking them out of the market,

There are people in whose operations the chance of a speculative profits plays
a greater or lesser part. These may buy outright or on a margin. They may
buy with a view to holding the securities purchased for a considerable time
until general changes in market conditions have brought about an advance in
value, or they may buy or sell with a view to making a profit from the fluctua-
tions of the market from hour to hour,

There are on the one slde the people who make only an occasional transac-
tion and on the other the people who make a business of purchasing and resell-
ing securities,

The direct burden of the proposed stock tax upon an investor whose only
concern with the stock market is to chunge an investment now and then, will
not be considerable. The same may be true of a speculator who only mukes
an occasional transaction. The great burden of the tax will fall upon those
who make a business of buying and reselling securities, and will be greatest in
the case of those who rely for their profit on doing a large volume of business
gndl making a small average gain on the different items going to make up that

usiness.

The greater the volume of the business in proportion to the totnl profit the
greater will he the burden of the tax, This hurden ean not he passed on to
others, as would he a tax on the transportation of goods, hut must come out
of the profits of the dealers themselves,

(1) The menthers of the exchange who buy and sell stocks for thelr own
steeonnt (the go-catled floor traders) play the same part on the New York Stock
Ixchange that is filled on the London exchange hy the jobbers. They ave the
people who in a free market enn he counted on to tuke stock from anyone
who wishes to gell and supply stock to nahyone who wishes to buy. A market
best performs Hs function when the slightest recession In the price at which
stock 18 offered will hring out buyers and the slightest inerease in the price
offored for stoek will bring out sellers, The greater the amount of stock that
the market ean absorb or that the market can supply without a marked chinnge
in price, the nearer that market comes to meeting the requirements of an ideat
market, The floor traders are a factor of hmmenre importance in fulfilling
these requirements, The greater thelr number and the more ready they are to
buy and sell on small fluctuations the better the market,

The floor traders in the days before there was any tax, either Federal or
State, on the snle of stocks could do business at a cost of only $1 on every 100
shares hought nnd resold. The only espense they had to meet was n 50-cont
clearance charge on each side of the transaction, The floor trader under those
conditions could engage in 100 transactions of purchaze and resnle at a cost
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of anly 8100, 14 he mnde o profit of one-eleltl of o point an 10 out of 100
transnotions nod ene ot evep on The offter 80 trenspetions, his ner preodlt on
the whole serfes wonbd be $295: that s 1o sy, R125 less 100 expenses,  Phe
present State and Federnd tiexes wothl inereitse 1he cost of the 100 (ransetlons
Vo SEOR to 32506, bod fn order o meet his oxpenses without any progit at all
the tegrder woubd have so ke one-eighth of 0 point on 40 out of the 100
teansuetions aid come ont ovey ob the other 60 transietions,

The proposed bill would nerease the coxt to the tender of 100 ternsuetions
to nt least $2.301%, 1 he shottld muke one-oighth of a point protit on all of the
100 transnetions he woudd still be over £1,000 the losor,  In ovder for him to
come out ahenad he would hnve to make a quarter of a potist profit on 90 out of
the 100 transactions and come ont even on the other 10, Phie matfer way he put
in u different way, TIf o floor teader before there was any tax made $205,000
N Venr Zross profit on 10,00 transactions, hix net protit would have heen $15,000.
As the taxes now are, the cost to him of engaging in 10000 transaceiions wonld
he RI0000 o dontde Wi entlire profit,  In order 1o make $15000 net he world
have to gof his 25000 gross proiit out of 2000 transaetions ustend of 10,000,
Tn other words, he would have to make five thines ax much on eneh frensaetlon,
Tnder the proposed Law the cost to the floor roker of 100 transaetions worth!
bhe at least $280,000 or more than fen {imes bis gress profits, T orvder (o
obtain from hix husiuess the snme net ineome that e dtd hefore 8150000 he
wortld hiave to make his 225000 or profit from ubont 400 teanspetions,  On
each transaction he would have to make nn average proflit ot least 23 times o=
gront g the nvernge profit hefore there was any 1N, amd more than fong thines
ns much as the average protit he has to make to«lay,

The meaning of this I, of course, that floor bhrokers could no longer afford
to trade on flight fluetuntions,  They would not he justified In taking stocks
offered for sale untll the recession of price was sufficient to afford a very sub-
stantial profit nor to supply stocks for which there was a demand until there
was a corresponding advance in the price.

THE BURDEN OF THE PROPOSED TAX ON TRADING IN GOVERNMENT BONDS AND
OTHER BONDS.

PThe stock oxelinnge has songht to make the market in Liberty boads ax
hroad ax possible, and to that end has preseribed two one-hundredihs of 1 per
cent us the difference hetween the prices at which transactions may be hind,
n other words, $10,000 in Liberty bonds tiay he offered or bd tor on the New
York Stock Exchonge at $10,000. $16.002, or $10,004, "1'his 1¢ to be compred
with the difference in prices at which stocks and other honds may he dealt in,
to wit, one-olghth of 1 per cent. or $12.50 on every S10000 of pur value, The
tax which is now proposed is $20 on a sale of $10,000 of Libesty homds, or 10
times the minimum difference hetween the prices at witeh transnetlons mny
be had on the exchange,

The tax is etight-fifthe, or nearly twiee the amount of the Miference hetween
the prices at which bonds other than Government honds mny he dealt in,

CURTAILMENT IN PHE VOLUME OF TRADING THAT THE PROPOSED TAX WOUTLR PRODUCE,

A constderation of the fuets set out in the preceding paramraphs will show
that the proposed tax would result in n very grear sheinkige In the operations
of all those who make 1 buxiness of purchaking and selling stocks and seenri-
ties, whether ag floor hrokers or as ontside dealers,  In fuet, there witl not
only he s shebiierge 1n the volinte of the bustnescbhey do, but an eniive rovolution
in Its e¢hnracter, If there is need of any further evidence to estublish this,
snch evidence Is furnished by an examination of the effects of the present tuxes,
The present taxes on the transfer of stocks amonnt to ondy $4 on every ntndred
shares, wherear the proposed tax, together with the State tax. will be at lenst
K22 0 hundeed shaves, and mayhe more,

For the purpese of aseertalning the offect of the existing taxes on the hust.
noss of Hoor feaders, 1 gertos of gquestions have heen submiitted 1o the lending
floor traders on the Now York Stock Exchange, "The Hoor tradere (o whotn the
questiong hnve bhoon sabimltted have glven weliten answers oxprossing thelr
views, ad the ratvonst o Whieh their viesws are based, I their own Innguage,
Thov are woimbmons in theh onfplons g 1o the offists of the existine taxes on
the business of floor traders, The questions submitted were as follows:

“1. Has the number of men who are purely floor traders decreased in number
us  result of the stnmp taxes hoth Fedoral nnd 8tatel
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* 230 Have the stimp taxes nustevially interfered with the volmue aned chape
acter of the operations of the tloor trnder? If the charateer of hx operations
is chunged, In what wity?  Give as full particilars as possible,

“8 Hax the floor teader boen loss willing to buy stocks on a deelining
market? "

The following are typienl exnmples of the replies received to the fovegoing
questions:

“C1) In comformity with your request, 1 have earefully considered the gues-
tions submitted in your memorandwm, and will treat them in the order given,

“To the Hist T omke an aflirmative answer, the mouber of purely  floor
traders hns deceonsed s a0 resalt of stap fses, pactientinely stnee the e
posttion of the Pedotnl,

“To the second T also veply in the aMreative, The floor trader whe hefore
the day of the xtnap taxes was able 1o deal advantageousiy for a roturn of
one-quarter or cyon one-cighth of 1 per cent has in my observation abaudoned
that tielld, he is forced to buse bis temnsnetions upon the prospect of o lneger
return and to thus necessapily Hmie thelr number,  Tnomy own ense my tedes
for frnetlonal profits have heen reduesd from 30 to 5 per cent,

“To the thitd question I answer that the teader belng foreed (o play for o
larger profit than formerty Is ntyeally disinelined to take teifling fractionnl
losges, nhd us a consepuenee s fess willing to chance the purehnse of stoeks
on u declining warket,

S2) To your first guestion T would sy that the number of men who e
purcly floor teaders has decvensed,  "Fhe men who used to trade on the market
for amull fractions now have to become speculiators eather thuan tenders,

“Question 20 In conseguence of the stamp tax the operationg of the Hoor
trader have cont'nually lessened I volume and also the tenders In the oflices,
You cun vendily xew that the profits st he larger b order to pay those stamps 1#
you dre suceosstul b yemre teadbng, 1 yvou Jose on the teade Yot smust ped these
stamps to the loss, Tt therefore  stamls to reason it teaders pre loss witling
to buy on a dectining s rRet in apy volume,  The stamp tax is 0 grent detervent
agiringt elese fuetnntions which tond w stabdlize the warket whether declinfug
or wivancing,

e The nande e of fone todee s Tues Been conrepsing oee st e poe Sty e
the Dndyzing et of the sales (s has mde I peolibitive for g tender qo
attenipl to mnke onc-clghth protit as formeriy, and conseguontly o widor margin
betweon hid ana sl Pradees are ooy paying o S0 per eont ol el
earnings to manby thines thelr gross enrings b tanes, Phe ivado oo eog sape
port and <tendy o deelining market as e wouldd B8 (s fred,  Thstead of o e
to mnke Now York (he sreat gdnaneial conter of e world, the Government s
putting ehains aned Cetters on the pmeket,  Flie iax shoudd beons need il
intended--ae tenmster tasxy and not g sales s, As g tsieor tas I wonldd
be destrnbie amd o suving,  For the good of (he countey memboes of tie sohge
should he exemin fron any sales s, 1 have bl the Government many b
dred thousand dothnes n tses s 0 tesder one the oxehange, and o ahour o
retive from all <ueh aetivity, so my advieg i gulte disinterostod,

SN Taxes are gradually foreing Hoor Graders out of hastbess, .\ niber of
traders have been forved 1o sofl thele sents, owing to the ‘v it Gases ool
all thete proties, 1o by the andy bisinoess that is ecsed on aossos s woall ne op
profit<, .\ trnder s compelled 1o densmnd oo owide market, No wmn ear Hve
when o proflt of onc-elehth et hig 88500 gnd 8 Joss of one-ofghith S146 00,
During the wane we pabd one Casex cheorfally,  1ods fpossibie co fand tae Sitae
taxes wnder pornml conditions, !

*(8) Many operations of floor 1kraders were formerly ehtered Into moerely for
an infinitesimal profit, 'Che present stwmp tax is an bpossible haposition on
such transuctions, Out of fourr operations, 10 he wrongonly onve wipes out any

rofit. ‘Therefore, a trades is not inclindit to operate except nt o concession gl

I8 volume g materhly cartailid, as e can uot afford (o puy 100 (o $300 0
day stamp taxes and have anything left over for profit,  In nodnl thnes the
present taxes will hecome prohibitive,  Many thnes o stiaf! protlt can He e
sonably seen, but the transactlion {g not made on account of the st (nxes,
The profit being so small the teade s noe worth the eisk, ‘Ihexe sre soul-grimd-
Ing tuxes and while if every transnetion yielded a profit part coulid he relin.
quished and, there would still be sonething left. but many transactlons uare
made thitt xhow losses, nid (o he taxed for making a foss the same s taking a

profit g hard to hear,
20242 -21=p1 Gomeeme 2
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“(8) He (the floor trader) has diminished the volume of his dealings be-
cause of the fixed charge upon any transaction in the waf of tax, The same in-
Rluences that promote this caution on his part act similarly on his fellow
traders, and to some but a less extent on all who trade for profit through the
offices, So far as taxation has gone, it is probably without appreciable effect
upon the willingness of long-term Investors to make thelr trades, but it affects
them adversely by narrowing the market and widening the fluctuations which
the floor trader i largely instrumental in making. The whole theory of eco-
nomics usefulness of the fioor trader 18 that he is always ready to take up the
slack due to the fact that the orders of outside buyers and sellers often do not
meet at the same moment. In a tax-free market the floor trader makes a very
close market for either buyer or seller as his trade can be opened and closed
with no expense but the clearing charge, Therefore in an eighth market if
his Judgment is right only three times out of five, is he able to make substan.
tial profits while making the closest kind of a market for the public, but only
because so close o market permits his operations on a considerable scale. When
a tax cf the present size enters into his calculations it at once adds 833 per
cent to his lass and deducts a similar amount from his gains, and if his judg-
ment js correct three times out of four in a taxed-eighth market he will make
&nly two-thirds as much as he would without taxes if right three out of five

mes, .

“It is manifest, then, that he must proceed more cautlously, diminishing
his commitments and demanding larger concessions in prices for compensation
for additional risk, It is axtomatic that this attitude on his part makes for
greater sacrifices by the puble and also directly diminshes the public par.
ticipation by causing the outside trader to pause because of the probable
handicap of one-quarter to one-half per cent fluctuations when he wishes to
close the transactions instead of the one-cighth per cent or one-quarter per
cent of former days.”

The letters from which these quotations are taken and other similar letters
express the views of those who are best qualified to form a correct opinton as
to the effect of existing taxes upon the floor trader. 1If they are correct in
their opinions a8 to the effect of the existing tnxes—as undoubtedly they arve—
there can be no question as to what the effect of the proposed tax will be,
It will practically eliminate the floor trader from the market,

The effect of the proposed tax on the people other than floor traders who
make a business of buying and selling securities will be similar to its effect
on floor traders. It will eliminate them from the market except so far ag they
may find it profitable to trade for large margins of profit in camparatively
sglan smounts of stock. The character of their business will be entirely
changed.

The effect of the proposed tax on the entire market is not a matter of con-
Jecture, It may be inferred with certainty from the effect on the market of
the increase in the tax on a hundred shares from $2 to $4, due to the imposi-
tlon of the Federal tax under the war-revenue net of 1014 and the war-revenue
act of 19017 and subsequent ancts, For purposes of comparison the period from
May 1, 1903, to May 1, 1010, is taken, and the period from May 1, 1015, to
May 1, 1920, During the whole of the first period the only tax in effect was
the New York State tax of $2 on the transfer of every hundred shares. During
the period from 1915 to 1920 the New York Stute tax was in effect ali of the
time and the Federal tax was In effect from May 1, 1915, to September 9,
1916, and again from December 1, 1917, to May 1, 1020, In both of the periods
the clearing house of the stock exchange was in full operation and all transac-
tlons in all stocks in which there wan continuous active trading were sottled
through the clearing house, Statistles of the clearing house, kept over a period
of nearly 80 years, show that transactions settled through the clearing house
are always almost exactly 90 per cent of the total transactions on the exchange,
Therefore, a comparison of the trunsactions settled through the clearing house
in the period from May 1, 1005, to May 1, 1910, with the transactions settled
through the clearing house in the period from Mng 1, 1015, fo May 1, 1920,
will to all intents and purposes he a comparison between the total transac:
tiong on the exchange for those periods. In the earHer period the par value
of the stocks admitted to the clearing house was $6,448,481,100. In the later
period the par value of the stocks having a par value was $8,418,105,300, and
in addition there were admitted to the clearing house stocks without nominal
or par value to the amount of 150,586,404 shares. '
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© Careful computations have shown that on the average the stocks without

nominal or par value admitted to the clearing house may be taken as equivalent
to stocks having a par value of $20 o share. Hence the average value of the
stocks admitted to the clearing house during the later period may be deemed
to be $11,424,828,870. Therefore, as hetween the earlier and later period the
value of the stocks traded in on the exchange and admitted to the stock ex-
change clearing house increased 77 per cent. The average number of stocks ad-
mitted to the clearing house had in the same time increased 51 per cent. But
the average volume of transactions settled annually through the clearing house
during he earlier perlod was 278,000,000 shares and the average volume of
transactions settled annually through the clearing house during the later period
was 278,000,000 shares.

That 18 to say, notwithstanding an increase of 77 per cent in the value of
the stocks traded in and an increase of 81 per cent in the number of issues
traded in, there had been no increase in the average volume of transactions.

The fact that there was no increase in the volume of transactions must be
attributed in very great &mrt. it not altogether, to the incrensed tax.e

Between 1903 and 1910 there were two periods of extreme activity and one
of extreme depression. Like-wise between 1910 and 1920 there were two periods
of extreme activity and one period of depression. The period of depression in
the earlier years was more long continued and more profound than in the later
years. Between 1013 and® 1920 there was a period of a little over a year in
which there was no Federal tax. The period of depression to which reference
has been made fell within that year. But the average volume of transactions
in that year were 15 per cent greater than the average annual transactions dur-
ing the whole five years from 1015 to 1020, It is submitted that these figures
amount to a demonstration of the fact that the addition of the Federal tax to
the New York State tax greatly restricted transactions upon the market. If
an increase of the tax from $2 to $4 had this effect, what effect is to be expected

in cuse of an increase of tax from $4 to $227
REVENUE FROM THE PROPOSED TAX,

''he trunsactions on the New York Stock IExchange fn a year of great activity
will yvield under the present existing law between seven and eight millions of
dollars, If the proposed tax could be expected to yleid an increased revenue
conmensurate with the increase in the tax, it would produce over $70,000,000.

The considerations that have been set out in the preceding paragraph show
that it 1s 1dle to expect any such yield from the tax. The volume of business
on the exchange may be reduced 30 per cent, 76 per cent, or even 90 per cent.
The proposed tux, instead of yielding more than the present tax, may actually
yield less. The only thing that can be stated with certainty is that the yleld
would be only u fraction of the amount that would result from the present
volume of business,

THE EFFECT OF THE PROPOSED TAX.

The free wmnarket that the stock exchange aims to afford performs a double
function. It fixes the current market value of the stocks and securities denlt
in on the exchange. It affords the menns whereby those who wish to sell se-
curities may obtain the current market price for them, and these who wish to
buy securities may get them at such current market price,

" l'jl‘he function of the exchange In fixing market prices has been deseribed s
ollows ¢

“Every transaction is recorded and the quotutions that go out are the result
of all these manifold operations, They are the product of the judgments, tem-
peraments, hopes, fears, and doubts of the vast multitude that participate in
them, Tt Is a scene of competition; the conservatism of investment face to face
with the enterprise of speculation speculation in the expectatton of a rise in
prices with speculation in the expectation of a full; optimism with pessimism ;
and the resultant of this play of forces 1s the market price of the securlties
denlt in moment by moment, hour by hour, The exchange is the crucible In
which all these various elements are, as it were, chemically combined and con-
centrated to produce what we call market values. All these elements are indis-
peasable as supplements and correctives of each other. Eliminate speculation
and the conservatism of investment would arrest the development of the
country. Arrest speculation in the expectation of a fall in prices and the
danger of inflation of prices would be constant, Without the free interplay
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of ull these forces the mnrket would not perforth its function of tixing values
for the purpose of trade and commerce,”

The operations of the exchange fix murekt values not only for stocks wnd
securities ylelding an assured return, such as the high-grade railvond stocks
and the preferred stocks of the sironger industrinl companies, but for stocks
that have never pald a d¢ividend and whose villue lies in theiy possibitities, for
the stocks of companies that arve in difficulties und have ceased paying divi-
dends, for the stocks of compunies that have met with disaster and whose
only value lies In the possibility of successful reovganization, and for the
stocks of new companies that are still in the stage of development mud can not
he expected to show incone returns until the development has heen carvied for-‘
ward to completion, A fair current market value is put upon the securities of
companies in every condition of development, prosperity, decay, and fatlure,

The other funetion 1hat the oxehange alms (o QUi s ingeprreably nssoelnted
with the function of f#ixing values which bas Just heen described, It affords
the means wherehy n holder of any of the billlons of dolines of seenrivies Hsted
on the eXchinge can at any thne conveort them into ensh at the curvent mnekel
value,  ‘T'he maehinery ix so well developsd that n man in San Francisco whose
stock coprtificates wee i a safeqleposit hox in Chiengo can el his securitios
within the hour and have the price pald to hix brokers for his aecount the next
tay,  Recurities can be sold, althongh they belong to siew and unsensoned ssuos
und there ix no investient demand for them or no ivexipient demnnd sulllelent
o absorh the fsstie, They can be sold, although there I8 no prospect of any
income return for n long pertod and oven it thers I no cortaioty that there will
over he any income veturn,  Recuritios thitt hiave only o speenlntive or pros
pective vaine are, ng it were, held in suspension in the nurrker and pussed from
b to hind untfl they have extublished 1hely plaee ns investment securitios,
The stock market, in other words, gives to the securittes lsted on {1 a Hguid
charneter that bt for the exchange wonld he wholly tneking.  But for this the
Securitlos itsted upon the exehnnge woultl hie nlniost s dithenlt to renlize 1pon
N are bonds and mortgnges or vestients in read estate, ¢ Ix only heenuse
of thebr Hlgnld elarneter thae the holders of stocks and securitios Hsted on the
exelunge am borrow money upon them, aned this statement applies to the turmer
I Kansus or o the merehient in Georgla Just as mueh ax to the banker in Wall
Street. Most finpoctant of all, perhaps, 1t s the Hauid ehniateter that the ex-
change tipnets to stoeks aaul securitios lsted upon it that makes {t feasible for
hankers to underwrite the isstes of new enterprises or the new fssues of old
eiiterprises in hewl of additional eapltal,  BExeept for the faet thatl the exchange
aftords o mrket that will take such securities, the bankers could ot n the
st fnstunes tnke the chnee of underwriting them, and bunks und st com-
pitndes could not (ke the chiance of londing money upon thew : the development
ol new enterprisxes and the raiving of additional money for existing enterprises
would have to wait until thehr securities could ho plieed In the hnnds of poaple
willing to commit thefr money pernmuently to the chatiees of suell snterprises;
e grent mafority of eixes this wonld menn that the money necessnry for pnew
enterprives or for (he oxpanston of existing entorprives comld not he ralsed until
the spportunity ]’m‘ spending it to advantage had passed s the free ket {hn
the exchange atfords fx essentind to (he normal and tegitinmte dovelopment of
sy,

Floor traders and denlers who make a business of buyIng amd selllpg <toeks
and securition nre ossentfal to the existone of a free ket that witl faltib
tiu‘* funet(ons that have been deseribed,  Tf they are nhsent, offors 10 hay oy
offers to soll secuvitios in any considerable volume will enuse such uctantion
that tln? narket brice will ot be a’true index of mnrket value,  Markoet quotil.
thong witl not aiford any fude (idex of the price nt which rarther trabsaetions
may be made,

The proposed tax, In that 1t will eliminate the floor sender and outsiders
who make a business of buying sngd seliing securltios large volute for the
sake of snnll avernge profits and wil greatly dimintsh a1l spoculutive trans.
actlons, must go very far toward destroying the lquid chiracter that the free
market afforded by the oexchange gives to stocks and securitios Msted upon it,

TAXATION TN ENGLAND,
England has had the heaviest financial burden to benr of all the countries

nvolved s the great war, and has sought to obtain Income from afl practicable
sources, but, notwithstanding her great need of revenue, she has refrained
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from lmposing any tax of consequence upon ordinnry transnctions of purchise
and xule on the stock exchange. .

There is no tax at all upon the ordinary stock exehange transietion exeept
the contract stamp which must he affixed to all contenets of all worts,  There i
A duty on the transfer on the hooks of the issuing corporation of vegistered
stocks, but heennse §t I8 somotimes pecessey for denlers to hivve stoelk 1rans-
ferred to themselves before they ean resell it, dealers are expressly exempiod
from the incrense in this duey Imposed by the recent finnnce ek, and it is fur-
ther provided that in ease of a resale within two months, substantinlly the en.
tive duty shall be refunded. In other words, England recognlzes that in order
to maintain her financial supremacy, the orvdinary transactions of the stock
exchange must not he restricted by taxation; that denlers, whoe corvespond to
our floor traders, are ossentinl to the proper functioning of a free market, nnd
that they can not hear any appreciahle burden of tnxation,

Mr, Wiltred Atlay, chafenian of the eotumittee tor genernl purposes of the
London Stock Exehange, says, In reforence to Englnd’s poliey i dealing with
stoek exchange transsetions:

“Phere can, however, he no doubt In the minds of anyone conmected with
flnunce that the greatext enre must he preserved In any taxation of stoek ox-
change business that the tax is s Hght as not to interfeve with free mmrkets,
That Is the view held here, and which we have so far successfully upheld,
* % x The amount of revenue hrought tn by any fnerease that woulkl he
practicable without interfering with the freedom of mawrkets and decrensing
the tuenover would not bhe large enough to justify it

The came views are expressed hy Mr, Havtley Withers, editor of the Feono-
mist, Lotudon, and formerly one of the expert advisers of the British treasury,

The poliey of the Knglish fintnee et enerles ot the viows expressed <evers)
yvanrs ago by Me, Lloyd George, who sald, Inoopposivtion (9 a proposed mx on
the groek exchangoe: A

S Rueh traimsetions helng ainly of o spectlative chinractor, atd workeld upon
narrow neging will eloovly not hear a rato of duty in any way comparable with
thut charaed pob petunl conveyunee,  Sueh an impost wonld, tn the st place,
feom the polnt of view of the revenue, defeat fts obfect by rondoring the gromer
portfun of sueh teapseetlons hoposstble s while, it e second plnee, O waonld,
oy opinton, be oppo-od to the public interest as entenlated to curtadl thot
free circntation of seeurfiies which Is o necossry condition o stendy  prices
and an open meRets Fae although these teanxnetions gee in the main speculo-
tive transnettons and do at thoes, ke 0! poculntive teansncetions, degoneegte
Pute mere monbling, [t is a mistake to suppose that (his = thefr essetitinl or per-
vinling ebarneteristie,  In thelr proper plice, thoy form paet of the legitinmte
mchinery for discounting fluctuntions Iy value, nece savy fiof only to the stoek
exclhimnee bt fo every sphore of commerelsl activiiy, ond the faposition of o
pord (nx dostgned 1o enrtadl the misehiovous developments of the systom conld
seareely attain its ohjeet without Intlieting lrveteievable donmnge wpon the minee
hetubtlity of securitlos ne a whole,”

FINANCIAL SUPPREMACY,

Fondon has for many years been the banking conter of the world,  ‘Fhere
the people from all conntries have gone (o obtaln money for thelr entorpetes
and to mavket thely securitios, ‘The vietssttudes of the Grent War have hroughi
it about thin Eoghind has consed to be the grent creditor nation of the warld
el this position hins passed to the Unied States,  The wisdom with whieh we
talze advantage of our presont opportunition will determiine whether we shalt
steeoed to Enalnnd’s tinaedad supromney o whether, Englind witl vognin the
fondership that tomporarily hos passed to s B hag sdways boen Bneland's
potfey to afford a free and open murket for securlttos, and the Lomdon Stoek
Exelumge s beon the pronsey securfty mnrket of the world, T we are to
tnke Engtund's places nsc (e teting dinanelnt power we cun not aford to inndi.
enp otirsedves by pliehng vostrletions apon our soeupeity nrkoels,

Wo submit that the proposed tax on stoek tennsfors would Iimpose 0 eduslly
uewnrmded burden upen the dusiuess of dealing In oot ad seouritios,
would through i offeet In vexteleting (eaostetfons oo e fowned detfoniing
o own purpose. nitd throneh s oot upon the ket for seeyeitios woukl
fnfliet frropenble injury upon the conptey,

- Jons ¢ Mo neey,
Warren B TAVL, e
Camnsel for New York Stoels Byehanse,

DALY

Y
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STATEMENT OF JAMES A, MABON, GOVERNOR NEW YORK STOCK
. EXCHANGE, NEW YORK, N. Y.

The CHAIRMAN, You are the governor of the New York stock
exchange?

Mr, Manon, Yes, sir. I am a member of the board of governors of
the New.York stock exchange and a broker in bonds. I have had a
great denl of business in bonds. That is my specialty and primarily
in Liberty bonds.

The stock exchange, in order to make a better market in Liberty
bonds, fixed the fluctuations at $2 per 10,000, If you want to buy
$10,000 worth of bonds you can buy them at » difference of $2 from
the price which a man is willing to pay for them. Let me make that
very plain, If Liberty bonds were selling at par you could buy $10,000
worth of Liberty bonds at $10,000 and $2 and sell $10,000 worth of
Liberty bonds at $10,000. There is a difference of $2 on $10,000 be-
tween the bid and the offer.

This bill proposes that the tax shall be $20 on this same $10,000.
So that whereas the difference of fluctuation is only $2, the tax pro-
posed is $20.

In makinf the fluctuation so narrow or so small the market is
widened so that a man or a corporation who has to sell five million
or ten million dollars of bonds in one day can come into the stock
exchange and sell them. At the same time, corporations who have
money that is not needed at the time have always a wide market in
Liberty bonds. They can in turn be sold, for they will find a ready
market. The great thing is the bigness of the market.

A transaction in bonds is not like a transaction in real estate. A
transaction in real estate is completed—it is closed. A person goes
to a department store and buys an article—-and the transaction is
closed. A man comes to my oflice and wants to sell $10,000 worth
of Atchison Railroad first mortgage fours, He comes to my
office. I go to the exchange and sell them, The man that buys
them has no Ylace where he is going to place them. He sgells them
to somebody else willing to pay one-eighth per cent more. He in turn
will sell them to a bond dealer and he will sell them to an ultimate
investor. There may be four transactions before these bonds which
have come in from the man who held them as an_investment reach
the man who wants to buy them as an investment. There will be four
taxes of $20 each on ten thousand dollars before those bonds reach
the ultimate investor.

. The same thing that is true of Government bonds-—I have spoken
of the narrow difference between the bid and the offered price—is
also true of railroad bonds.

Really, it would be a position where if any investor had to sell
bonds with this enormous tax he would have to suffer great sacrifice.
Instead of having narrow fluctuations there would be wide fluctua-
tions. If a man came in to sell five millions of Liberty bonds with
this present tax it might make a difference of 1 or 2 per cent——-

Senator C'aLper. As an evidence of my lack of knowledge on the
subject, although T am a New Yorker, I would like to know whether
in n sale of 100 shaves of stock the tax is on the number of shares or
on the value of the stock?
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Mr. MaBon. The tax is on the number of shares of stock of $100
par value, which depends on the price. If the price is quoted on the
exchange the fifty-dollar stock may sell at $100 a share, and if it
sells over $100 a share then the tax 1s increased.

Senator CaroEr, And if it sells at less?

Mr. Manon. If it sells at less, it is $20. If the market value is
only $2 a share, the tax on the transfer of 100 shares is still $20, or
10 per cent of the entire value of the stock. .

et me say, Mr. Chairman, that my office has traded in 420,000,000
Liberty bonds last year, and in addition to that when Liberty bonds
were first brought out we made up our minds that we would make a
sgeclalty in dealing in small bonds, $50 bonds and $100 bonds, so
that anybody who wanted to sell $100 bonds we made it public that
we would give within one-tenth of 1 per cent of the price. We have
had as many as 1,100 transactions in one day, in small Liberty bonds;
and a man who had 2 $50 Liberty bond received within 5 cents as
much in the value as if he had $10,000 worth. In other words, our
charge is one-tenth of 1 per cent. ) )

The whole point, of course, is that if there had been a tax it is
possible that we could not have done this business, that we would
not be trading in 420,000,000 of bonds with this tax. We would have
to stop entirely, or, if not stop entirely, we would have to buy at
great concessions, and the whole point is that because there is no tax
on bonds, and particularly Liberty bonds, there is a freedom in the
mavket that makes it possible to sell anything from: five to fifty
million bonds in one day on the stock exchange, which could not
possibly happen if there were a tax of $20.

Senator CaLner, What is the public advantage in that?

Mr. Manon. The public advantage is that it makes a fluid market,
so that people who have money to transfer from one purpose to an-
other caf easily do so. A man may want to use money in his busi-
ness. He might want to sell Liberty bonds to build a factory. There
is such a variety of ways in which a man has to change one form of
investment for another. A man mlght find a very fine Eiece of prop-
erty for sule. He has Liberty bonds, and he wants to buy the prop-
erty quickly. He sells his Liberty bonds and buys this piece of prop-
erty. There are all kinds of investment propositions that present
themselves to people and they are able to sell either their Liberty
bonds or their stocks or any other variety of investment in order to
bug this new proposition. )

Senator. CaLpeR. It makes an easier market?

My, MapoN, It makes a big, wide market, so that people can make
themselveg liquid. )

Senator MoLpan, If you restrict or contract the market it de-
presses the price? . .

Mr. MapoN, Yes; it naturally depresses the price. Tt is like a cir-
cle which widens throughout the whole country. People from San
Francisco, who want to use money for certain purposes, can sell
what they have in the stock exchange at a minute’s notice. If you
are going to have this same person in San Francisco. who needs
money, digging around until he can find a purchaser, just as a
man who owns real estate has to look around and find a man that
wants to buy it, Jou are going to upset the whole industrial situa-
tion in the United States. It ramifies everywhere.
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Senator McLeaN. You gentlemen arve all experts in this matter.
Have you any recommendations to offer to the committee as to how
we can raise $1,500000,000 for this bonus without displeasing any-
one!

Mr. ManoN. No; I am sure that you will not increase the amount
that you are receiving if you increase the tax that you propose.

T thank you, very much, Mr. Chairman.

Senator JoxNes. Your judgment is that this incrense wounld not
bring us in any additional revenue?

Myr. Manon. Absolutely.

(Witness excused.)

STATEMENT OF 0SCAR W. OISEN, PRESIDENT CHICAGO MERCAN-
TILE EXCHANGE, CHICAGO, ILL.

Mr. OseN. Mr. Chairman, T rvepresent the Chicago Mercantile
Exchange, which trades in butter. eggs. poultry. and cheese. T wish
to speak in opposition to section 703 of this bill. The bill provides
a tax on all trading in futures or sales made for future delivery of
our commodities of 2 cents on every $10 of the contract valne. The
present tax is 2 cents on every $100 of the contract value.

The Chicago Mercantile Exchange is an organization which
has been in existence only 15 months. 1t is composed now of
450 members who are dealers and brokers in these commodi-
ties. These dealers are people who live not only in Chicago but®in
the f_rreat western centers of production, such as Kansas City, St.
Paul, Minneapolis, Omaha, Oklahoma City, and other places where
these dairy products are concentrated.

The Chicago Mercantile Exchange came into existence because of
the necessity of finding a market where goods could be bought or
sold for future delivery. Butter and eggs are not produced con-
tinuously every day of the year. During the months of March,
April, and May fully one-half of the eggs are produced. and in the
months of May. June, and July approximately one-half of the milk
is produced that is manufactured mto butter.

“hicago is the center of the produce business or the dairy-products
business. as far as marketing is concerned. T wish to just cite a few
figures from the United States Department of Agriculture show-
ing the relative importance of Chicago as a butter market. Last year
the total receipts in the four large dairy markets of the country—
Chicago, New York. Boston, and Philadelpha—of butter were 387,
405333 pounds. Chicago’s receipts were 147.926.898 pounds. Eggs,
the total receipts in these four markets amounted to 369,562,110
dozen. Chicago’s receipts were 124469340 dozen.

‘We have found that hecause of this trading we have been able to
make a broader and larger market for the producer of these com-
modities, and he has been able to sell commodities at a considerable
less charize for selling than was the case before the exchange was
organized.

Chicago is the largest cold-storage center in the world, because
butter and eggs arve produced in large quantities during only a small
portion of the vear. and there must be buvers who will take these
goods and place them in warehouses in order that they may be kept
for the time of scarcity. 'The man who puts eggs into warehouses is
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able to pay cash to the producer for his goods and carry them until
such time as the consumer wants them. :

We have found thet because of this trading for future delivery of
these commodities, 1.sst, prices have been stabilized; large fluctua-
tions which have occurred in former years in these commodities have
been lessened. The fluctnations are very much narrower than they
were before. We trade on a quarter of a cent per dozen. Values
have been stabilized. In order that men might pay cash for these
dairy products at the time of great production and carry them safely
they must have loans on warehouse receipts usually, These ware-
house receipts are accepted by the banks as coll.:teral for loans——

i‘ie?nator Jones. What is the period of maturity of these loans as a
rule

Mr. Onsen. During the past year they have been 90 days.

Senator Jones. You do not expect to actually pay them at the end
of the 90 days; you expect to renew them. do you not?

Mr. OuseN. 1 would say that a great many of them have been
paid within 90 days.

Senator Jones. Well, if you are buying and dealing in a product
that comes in 3 months of the year and it takes 9 months of the year
to dispose of it, you do not expect to pay all of your obligations at
maturity in 30, 60, or 90 days, do you?

Mr. Orsen. I see your point. They are carried over.

Senator Jones. In other words, you expect renewals from your
banks, do you not?

Mr. Ovnsen. Yes, sir. The ability to sell against these goods that

are in the warehouse. to “ hedge ” against them, in other words, has
made it possible for the banks who are loaning on this collateral to
transact the business. That means not only the banks in Chieago, but
in the Middle West. They know the actual value of these goods
every single day of the year because of the existence of this market.
They are better protected because they know just what the goods
represented by the warehouse receipts would bring on the open
market. This conld not be done prior to the establishment of the
Chicago Mercantile Exchange.
. That exchange handles goods more economically than they were
handled before from producer to consumer. The competition is
larger. The competition for the goods in the country increases the
amount that the producer may receive and thercby stimulates pro-
duction of these commodities. The market is broad and a seller of
these particular commaodities may sell one car of butter containing
20,000 pounds for a brokerage fee of #50. He can sell a car of eggs
containing 12,000 dozen for a brokerage fee of $30. or one-fourth of
a cent per dozen. .

Trading in futures, we believe. has prevented the large interests
from going out and buying commadities at practically their own price
and then absorbing them, putting them in their own warehouses and
holding them nntil such time as they might be willing to sell them.

Therefore we oppose the proposed tax increasing it by ten times—
from 2 cents per $100, as it now exists, to 2 cents per $10—because it
would increase the cost to the producer in selling Lis goods, A crate
of eggs to-day can be sold for $30, The proposed tax at the present
valuation of eggs would mean about %16 tax, or would increase it
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ubout 50 per cent in the actual selling charge; and the same approxi-
mate relation applies to the sale of butter. ) .

We feel, therefore, that if this present tax should pass it weuld dis-
courage the peogle who are trading in the market; it would make
the market less broad, make it more narrow, and thereby give to the
producer of these commodities a lower price than he can now
receive.,

The Cramrman. We are much obliged to you, Mr. Olsen.

I think this closes the testimony on this particular subject. Sena-
tor Spencer desired to have some witnesses on another matter this
afternoon. We have other witnesses here on another feature, and
after we hear those witnesses probably we had better take a recess
until 2.30 o’clock this afternoon.

I will call upon Bruce Bowe, of Richmond, Va.

STATEMENT OF BRUCE BOWE, MEMBER OF THE LEGISLATIVE
COMMITTEE OF THE NATIONAL ASSOCIATION OF REAL ESTATE
BOARDS, RICHMOND, VA.

tthpn(?Jnauumn. You will direct your testimony to section 704 of
e bi

Mr. Bowe. Seven hundred and four; yes, sir; in regard to the real
estate tax,

I am here as a member of the legislative committece of the Na-
tional Association of Real Estate Boards, which has a membership
scattered throughout the United States of 11,000 men.

Real estate to-day is paying a Federal tax of $1 a thousand. Under
this proposed tax you add $5 a thousand more. Real estate is some-
thing that you see. In addition to the Federal tax, it is being taxed
and increasingly taxed every year for State and municipal purposes.
It has gotten to the point where people do not want real estate.

The putting on of this additional $5 tax is going to be an awful
burden. It is going to handicap and prevent the struggle that the
National Association is making toward the housing proposition,
toward that thing which we believe appeals to the best interests of
the country in making citizens for our United States, and that is
to have a man own his own home. We think that this additional
burden that will be put on will be a great handicap in this respect,
and will make real estate grow very unattractive, and it will be hard
to make sales, and thereby not permit the Government to get any
additional revenue.

As a member of the legislative committee, I protest on behalf of
the association against this section relating to real estate taxes.

The CrairmaN. We are much obliged to you, Mr. Bowe. We will

hear next from Mr, Ferguson, of Baltimore.

STATEMENT OF W. E. FERGUSON, REPRESENTING THE NATIONAL,
ASSOCIATION OF REAL ESTATE BOARDS, BALTIMORE, MD.

Mr. Fercuson. I likewise represent the National Association of
Real Estate Boards, Mr. Chairman and gentlemen, and also the
Baltimore board, which has about 550 members at the present time,

I have jotted down a few things here as regards this provision of
a tax of $5 on real estate. Up until, I believe, the (s)resent tax of $1
per thousand was put on°real estate by the Federal (lovernment there
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had not been any tax by the Federnl Government on real estuate
throughout the country, and we believe that that is the best principle
of taxation of real estate. Renl estate to-day pays about 80 per cent
of nll State and municipal government taxation. For that reason
by reason of the improvements going on throughout the State, bond
issues for good roads, and for other things, real estate should not
be taxed by the Federal Government-——a

The CramrMan. By 80 per cent you mean in some particular State ?
1 sugpose there would be quite a little difference in the different States
in that restpect, whether purely agricultural or whether based on
the value of these enormous buildings in cities?

Mr. FereusoN. Yes, siv. The majority of the revenue of State
and municipal governments is derived from taxation of real estate,

The CuairMaN. You are taking the States as a whole when you
make that statement?

Mr. FerousoN. Yes, sir; as a whole. The States have been -up
against the same proposition as the Federal Government is, and they
need money. What has been the consequence? Up have gone the
rates, and up have gone the.assessments. In our State we assess on
the basis of value. In other words, we are supposed to pay a rate
on the full value of the proEerty. Our State rate is about 36 cents,
Our city rate, combined with the State, runs about $3.34 a hundred.
That is thirty some dollars a thousand and three hundred and twenty
some dollars for ten thousand. This tax on top of that on & $10,000
sale is $50.

Real estate, as we all know, is practically fixed in area. You can
always locate it. It is a thing that you can always get. You can
ulways tax it. It can not escape being taxed. There are plenty of
other things that do escai)e being taxed, as you know, sir, and for
that reason it has paid. 1 suppose, if you take it from time imme-
morial, it has paid more taxes than any other commodity and is pay-
ing more taxes than any other commodity, when you take into con-
sideration the cities and the municipalities.

There are just two other points that I wish to discuss. One point
is that which everybody knows; and I think you have a Senate inves-
tigating committee on this building proposition to-day. I have seen
Government statistics stating that the country needs to-day 3,000,000
houses. You have got to provide somebody to build those houses.
If gcm put a tax of $50 on ten thoushnd. or $5 a thousand, it has to be
added onto the price of the house, because the houses that are needed
have to be erected. In our town the average builder in building what
we call an industrial house that sells for about $5,500 gets a profit
of about $750. He has risked, and he is entitled to é?:so profit on the
house, which is about 12 per cent, I think. on his investment. .

If you add $250 more in this tax the home buyer has got to pay that
tax, and you will just simply retard to a certain extent the erecti
of the necessary houses needed at this time. . o

Another thing that I have noticed in this bill is, why do you
charge 8 cents for real estate and 2 cents for stocks and bonds, and
2 cents for this produce proposition? .

Stocks and bonds in their transactions are not paying anything
't6:day like real estate is paying, taking all States and the cities into
consideration. But you are..maifmg us pay twice and more on this
proposition if this bill prevails. :
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That phase of it. of course, we are opposed to. We are opposed to
a tax for the reasons stated, that real estate pays more than its share
of tax at the present time.

I thank you.

The Cuairmax. We are very much obliged to you. Mr, Ferguson.

I have a statement here presented by the Investment Bankers’
Association of America, relative to H. R. 14157, which I will ask to
have inserted in the hearings. '

(The statement referred to is as follows:)

WasHINGTON, ). (U, Decenmber 31, 1920,
Hon. Bores PENROSE,

Chairitan Coummittee an Finanee,

: { ' nited States Seneale,

Siz: On behnlf of the Investment Bankers' Association of America, I have
the honor to present the inclosed memorandum velntive to bill H. R, 14157, now
pending before your committee, and to vespectfully ask that the same may he
considered by the committee in connection with said bill,

Very truly, yours,
Pavr, V. KEYSER.

*

MeEMoORANDUM ON Beirank oF INVESTMENT BANKERS' ASSOCIATION OF AMERICA
Revanive ro T, R. 14157,

Fo the CoMMITTEE ON FINANCE,
U nited Ntates Sepate,

The Tuvestment Bankers' Assoclatlon of Amerien tiles this memoranduam
relative to sections 701, 702, and 708 of H, R, 14157, Without any diseussion
Jf the merity of the various compensation provistons of the bill, this assecla-
tion is concerned with the revenue provisions of section 701 from the stand-
point of its members as owners and distributors of all clasgess of investiwent
securities a8 affecting just and productive taxation. It is concerned with
soetions T02 and 7068 as diveetly affecting the husiness of its members,

Neetion T01—1n conneetion with the added surtaxes propoxed hy this section
we would ask the committee to keep tn mind that this woull mean an added
business tax on all partnerships and individunls as distinguished from cor.
porations, If the excess-profits tax is to be repealed, Congress is confronted
with the necessity of lowering the surtaxes, which, at the time of the passage
of the excessprofits tax provisiong were increased in order to equalize the
taxes of business conducted in partnershtp and individun) form with the excess-
profits tux which was imposed only on business condueted In corpovate form.
The provision® of this section increase the surtaxes and place one more difft.
culty in the way of making the necessary adjustment of surtaxex in case ofs
the repenl of the excess-profits tax, :

Nection 702 ~-Thir section Imposes an additional salex tnx on stoeks and a
sales tax on honds,

By thix seetion silex or transters of stoek and boids mnde herween December
1, 1020, and November 80, 1023, arce tuxed 2 cents on ench $10 or fraction of
face value, unlexs the xelling price exceeds the face value, when the tax is 3
conts on ench $10 or fraction of the selling price. Thuy the tax on both stocks
having a face vallue and on bonds selling at par or a discount is one-fifth of 1
per cent of par.: If the sale Is at a premium then the tax is hased on the
selling price, and in most cases of bonds would be o small fraction over ones
fifth of 1 per cent, The tax on a $1.000 hond selling at SO would he $2, and
while this ts one-fiftth of 3 per cent of par, the discount makes it one-fourth
of 1 per cent of the selling price, In the case of shares withont par value the
tax s 20 cents a share, unless the selling price exceeds $100 per shave, when
the tax is 2 cents on each $10 or fraction of the selling price.  For illustration]
on a no-par share selling at $100 the tax would be one-fifth of 1 per cent on the
sale price; if the sale price were $80 the tax would he one-fourth of 1 per cent
if $60, one-third of 1 per const: $40, one-hulf of 1 per cent: §20, 1 per cont; ond
in the case of a sale price of §10 it would be 2 per cent. By the terms of
the act no exceptions are mude as to the tax on hond sales go it would apply
to the United States, muncipal, and corporation honds alike, Tt fs axiomatie

.

L]
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in the tuxation of securities that in the case of a new issue the horrower pays
the tax efther by an fncreased interest rate o a0 decrease in the selling price.
In the ‘case of an ottestand . ng issue the seller pays the tax threugh toss i the
sale price unless he c¢an induce the buyer to absorb the tax.

We think tiut this tax should be changed in two respects, It is a sales tax
whatever it is ealled. The minority report on the bill stutes that the Republican
members of the Ways and Means Commiteee had originally agreed on u sules
members of the Ways and Means Committee had orviginally agreed on a sales
tax on stoeks at o fuir rate in the existing stock-transfer tax, This being true,
why shonld the Ways and Meuns Conmmittee have ndded to this sales tax if it is
against o sales-tax polley?  We would suggest & tax on some business transac-
tion not already bearing o direct sales tax. If, however, an additional stock-
sules tax is to be imposed let it be at u reasonnble rate soinewhat in line with
the present tax of 2 cents for each $100 of the fuce of par value stocks and of the
selling price of no par stocks,  The proposed three-year rate is not only unwar-
raitted on pur value stoeks from o sane business standpoint, but is prohibitive
on no par stoeks,  The comitiee report in stuting the tax amounted to one-fifth
of 1 per cont apparently did not rexdize its effect on no par shares, or, if it did,
connd not have renlized tes detrimental effect upon no par share financing,

It is true there is no present sales tax on hond tyansfers, T'here is, however,
i present tax on the isswnee of corpovate bonds,  As In the three-year rate for
stoeks the bond vate in the bill is too high, and If the bonds are to be selected as
the baxis for a sates tax the rate ought to be move in line with the present stock-
transfer rate of 2 cents n $100, 'I'his, together with the State taxes on transfers
awnd the Inereased cost of hnndling, has already had a retarding effect on a free-
security mnrket, The three-year rate proposed will be refiected in Liberty bond
prlees wid, if it may be constitutionally applied to obligations of States nnd
thelr politieal subdivisions, will :dd to the present difficulties of municipal financ-
ing In o high-money market,

As b suimmary, we bolieve the added salex tax on stocks should be stricken from
the B and a sadex tax on some presently untaxed transaction substituted ; but,
it 1t is to bhe pretained, that the abnormal ratex should be corrected. We also
hoelieve thut if bond siles are to be taxed the rate should be reasonuble and in
line with present stoek-snles taxes, Whether or not. municipnl hond sales may be
taxed raises a constitutional question.  The tax undoubtedly lays a burden on
the Instrumentalities of the States,

Neetion T06.—~"Lhix section provides that corporations shall pay an excise tax
on all dividends dectured ahd paid in thelr own stock or shares on or after Murceh
135, 1020, This tax is equivalent to $10 & $100 or fraction of face value, and on
shaves having no par value $10 o share unless the market value exceeds $100,
when the tax is $10 o $100 or fraction of mnrket value, This tax s open to three
principal objections; .

1. It & vetrounctive in effect. Being an exclse tax it is o tax on a privilege.
andd In the oplulon of many lnwyers s privilege tax may not be retronctive,

2. While the tax in cases of par vatue shares would amount to 10 per cent of
the face valoe, it would in the case of shuves having no par value vary between
10 por cont and 200 per cent. I a no par stock when issued had a market velue
of $100 or nore the rate would be 10 per cent, If the market value were $50 the
ate would he 20 per cont,  If it were issued at a value of $10 the rate would
be 100 per cent, and 1€ at $5 the value would not onty be confisented by a 200 per
cent rate, but the corporation could better afford to make the Government a
prosent of $3 u share on its stock than issue a stock dividend.

3. The rate being in nwny cases of modern finubeing elearty conflsentory, is
the tax intended to ralse vevenue or to prohibit the issuanee of stoek dividends?
The Ways and Means Committee report estimatox that itx future levies would
raize only $7.500,000 ynnually, or about 2 per cent of the revenue estimated to
be raised by the bill, The wminority veport states that this feature was forced
into the bill hr the Ways and Means Committee by 10 Democratic mombers
aided by 3 Republicans and was intended to offset the vevenue lost hy the de-
cision of the Supreme Court in declaring the stock-dividend tax unconstitu-
tionul, In other words, it s an attempt to tax indivectly by means of un excise
tax o supposed profit which the Supreme Court decided did not exist and there-
fore could not be taxed directly, This seems like had ¢conomics and doubtful
publie poliey. .

Respectfully submiited, *

INVESTMENT BANKERS ASSOCIATION OF AMBERICA.
By Roy O, Oscoop, President,

Pavr V. Keysen, Oounsel.
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The Cuamrman, Is there any other witness here on that subject
that desires to be heard ? .

No response.) )
he CramrmaN. If not, we have one witness here from my State

who has just given his testimony before the House committee on this

question of futures, and especially relating to the matter of hedging

a3 against purchases. I will ¢all on Mr. Scott, of Grand Forks,

N. Dak. Mr, Scott is a _very extensive farmer and cattle and sheep

raiser, and also has had very much experience in the shipme of

grain. He desires to be heard upon that feature of the bonus bill.
Mr. Scott, we will be glad to hear from you now.

STATEMENT OF J. W. SCOTIT, GRAND FORKS, N. DAK.

Mr. Scorr. I have not anything particular to say. I would prefer
that you gentlemen ask me any question that you wish me to answer
from the standpoint of a farmer.

As Mr. McCumber has said I have been a farmer for 50 years—
40 ly;em's in North Dakota. If I knew just what information you
wished may be I could, from my own initiative, present it, but I
would prefer, as I said, to be asked questions.

The CramrmaN. There is in this bill quite a heavy tax levied upon
the selling of futures, etc., and we would like to hear you upon that
subject as to how the futures or hedgin% are associated with the
marketing of grain in the northwest and how it operates and what
necessity, if any, there is for it.

Mr. Scorr. As I see it, this dealing in futures is beneficial to the
roducer. As you all know, dealmg in grain is a very speculative
usiness. The man who buys the actual wheat, as I see it, hedges it.

He has got to have somebody to hedge on, and there is nobody to
hedge on, as I see it, except the speculator. All over this conntry
there are speculators. There are men who are willing to take their
changes on either making or losing money, and who buy and sell
futures. As I see it, the dealer—and I have had a little experience—
can handle this ﬂ'uin with a much closer margin because of this
future tradmg. e can sell it for future delivery in some months,
or “ to arrive,

The CramemaN. That is, he can buy on a closer margin?

Mr. Scorr. Yes, sir; he can buy on a closer margin 1f he is a specu-
lator. I think if this bill should 50 into effect, what I have seen of it,
the real handler of grain would be the speculator instead of the
outside fellow—Tom, Dick, or Harry—who wishes to speculate in

The Caamrman. Will you exi)lain how the grain is handled in your
Statefby lfhg elevators and as to any necessity whatever, if there be
any, for he

. Scorz. I think there is. I think there is great necessity for
hedging. They buy great quantities of grain in the fall when the
farmers are ready to market their grain———

The CrarMAN. Local elevators, you meant

Mr, Scorr. Yes. Somebody has got to carry that grain and some-
body has got to do the epeculating. As T see it, the elevator man, as
he buys the actual grain, sells it for future delivery, which they call
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infgging, go that when it goes down, if it does go down, it protects him

m 1088,

The Cramuman, Does he sell that identical grain for future deliv-
ery, or does he sell some other grain for future delivery?

r. Scorr. Well, now, I will tell you. No; he does not sell the
identical grain. He just merely gives an order that goes to the ex-
change. If he sells in Chicago, Duluth, or Minneapolis, there in
the pits, in the different pits of these institutions, that grain is offered
for sale. He is the seller; and the buyer comes from anywhere, all
over the country. . . .

Senator McLean. I think there is a bill pending which recognizes
the value of the grain exchange in so far as it permits the miller to
hedge, but which prohibits speculation, on the ground, as I assume—
I have not examined it very carefully in recent years—that specula-
tion is 2 gamble and is an injury to the producer, whereas the
miller is really entitled to an opportunity to hedge on his purchasers.

Your idea is, if I understand you, that the miller could not hedge
velﬁ well unless he had somebody to sell to?
1ed r. Scorr. Surely he can not. He has got to have somebody to

edge on.

1 might answer your question by asking you another: Who is he
going to hedge on? :

Senator McLean. T am rather inclined to be with yous; but I was
stating the existence of such a measure as being proposed in the
interests of the producer, and preventing the farmer from getting
what he would otherwise get.

Mr. Scorr. It is possible, I think. when conditions warrant lower

prices for the short seller to depress prices. That is what we call a
short seller—the man who sells something that he has not got. But
unless conditions favor him, I do not think that he can depress the
" market to any great extent. He can for a short time, but world con-
ditions, I think, will control the price of wheat.
_ The Crarman. What is to prevent the average dealer in wheat
in our State when he purchases it from the farmer from selling that
same wheat on the same day to arrive, so as to prevent loss by rea-
son of a decrease in the price after he has purchased? )

Mr. Scorr. Selling to arrive means for just a short time. I think
it is 20 days now, but I think until this year it had only been 15
days. We market wheat very rapidly when all the threshing ma-
chines are going, and we fill the elevators to the roof. This year
in less than a week we filled the elevators full to the roof, so they
had to stop unless they could get cars to ship it out. That means
that they would not deliver that wheat in Minneapolis or anywhere
eles within 15 to 20 days. o _

The Cuamrman. Can they deliver it within the time fixed for
future deliveries?

Mr. Scorr, They can as future, because that means a more dis-
tant time, Like in the early fall they deal in December wheat; at
this time of year they sell or buy for March or May delivery.

The Crarman. Then, as I understand you, the elevator man who
has purchased to the.cagaclztg of his elevator can not safely depend
on selling that to arrive in 20 days?

Mr. Scorr. No; he can not depend on it at all.
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Fhe Cuarman, And he can not sell for future delivery for a
longer period than 20 days? The identical grain, T mean?

Mr. Scorr. No. ,

The Cramrman, Because of what—some rule of the bourd?

Mr. Scorr. The board makes that rule. To arvrive is 20 days.
As to the future months. sny, December or March, the exchanges
make those months, They sell or buy for delivery in those months.

The Cuamrmax, Can I not sell, it 1 am a purchaser of wheat in
North Dakota, that wheat to arrive in Minneapolis 30 days from the
date I buy it?

Mr. Scorr. No. _

The Crnammax, Why? That is what we want to know.

M. Scorr. T do not know that T could

The Cuammax, Or within 30 days?

Mr. Scorr. To sell to arvive? Yon can do that, That means 20
days at the present time this year, but no jonger time than that. Any
longer time than that you have got to sell for some of these months
in which they are trading. .\t the present time it is March,

Senator McLreax, The miller purchases large quantities eavly in
the season. does he not ? ‘

Mr, Scorr, Yes, sir: sometimes I think they do.

Senater McLrax, U the demand warrants, the speculator judges
of the price to the best of his ability, but they need lnrge uantities
in the course of the season, and they buy early in the season?

Mr. Scorr. They buy for future delivery.

Senator McLEean. Just what is meant by future delivery when they

buy?

K/Ir. Scorr. As T see it the man who gells has all the months in
which he sells to deliver the wheat. The buyer, where it is the actual
grain, has to protect that grain whenever the seller ix ready to
deliver.

Senator McLeax. Does the miller. for instance, buy a certain num-
ber of bushels of September wheat and a certain number of bushels
of October and November and December wheat early in the season?

Mr. Scorr. He can; yes.

Senator McLean. T was asking you as to the custom. T do not
know.

Mr. Scorr. Where n miller, as I understand it-—1 am not a miller:
T am a farmer-—where he sells a quantity of flour for future delivery
he buys that wheat, and in that way he knows what his wheat is
going to cost him, and he knows what he can sell the flonr for,

Senator McLeax, Does not his transaction rover several months?

Mv. Scorr. Yes.

Senator McLpax. In advance?

My, Scorr. Yes.

Senator McLraN. \And is not that the reason why he must be in
a position to sell several months in advance?

Mr. Scorr. Yes; surely., -~

Senator McoLean. In order that he may effectively hedge his
purchase?

Mr. Scorr. Yes, sir; he has got to hedge by buying, and as I under-
stand it, the buyer of the flour also hed%es by selling this future de-
livery of wheat. He can not sell an option on a future delivery of
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flour—that is, he can of the real flour, but has got to deliver the flour.
you know, and he hedges by buying the wheat and the purchaser o

the flour hedges by selling wheat; so that even if flour goes down on
his hands he is making a profit on his wheat that he has sold equiva-
lent to the amount of flour.

Senator McLeaN. It is your opinion that if you eliminate the
speculator or the gambler, as he is sometimes called, because at times
he may depress the market or attempt to, you can not tell when he
may be necessary to sustain the market, and it is a pretty dangerous
proc;eding to eliminate him altogether from the exchange transac-
tion

Mr. Scorr. Yes. I do not see any way to distinguish between a
short seller and a buyer who buys something he does not want. One
offsets the other, in my judgment. .

Senator McLEaN. 1t 1s the same in grain, is it not, as it is in all
products, stocks, or any commodity ?

Mr, Scorr. Yes, sir.

Senator McLEeaN. The short seller, while he may gamble, at the
same time serves the purpose, which is a very valuable one at times
in sustaining the market

Mr. Scorr. I think so.

Senator McLEeaN, Providing always a free market?

Mr. Scorr. Yes. It makes the market, as I see it, in this way: A
farmer can always get cash for his grain. There is a great move-
ment on now by the Farm Bureau to eliminate all this, I am in
hopes they can. 1 would like to see it and I hope I will live long
enough to see it. I am afraid that we old fellows will not.

Senator McLean. If you are a sagn{)le of the farmers in North
Dakota I think they are a pretty sensible lot. .

Mr. Scorr. Well, I am one of them. I have got no other business.

(Whereupon, at 4 o’clock p. m., the committee adjourned to meet
2t 10.30 a. m., Eriday, January 14, 1921.)
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