
Government in Bk Brother
Role to Help Guidc Industry

Department of Commerce. Tliroii"li Newlv Or"an-
ized Serviee, Aims to Perpetuate the Spirit of
Co-operatiou Engendered by the War

By Merryle Stanley Rukeyser

A-12 THE flare of war is dying
down, the government at Wash¬
ington is Ihrustirg out a hand

.-'" friendship to industry and asking
how it can serve. I' !< professing a

new attitude toward commerce, and
American business may soon find that.
it can look upon the government as

something more than a policeman's
club.
No longer, it would seem. is the gov¬

ernment in its relations with men of
business to restrict its commands to
"Ihou shall not." As the makeshift
organizations born of war needs are

being reconstructed ov.- of existence,
friends of trade within the government
are quietly building up a structure
capable of givmg the command "Thou
shalt" -and of helping business to

achieve constructive ends.
In the days when Teutonic armies

were driving on toward what looked.
uncomfortably like world conquest
American business came to tho aid of
the state, and without reservation in-
(juired what it could do. It discarded
the o'h\ phrases about its rights and
became oblivious of the days when gov¬
ernment had been the persistent enemy
"i "big business." Business and gov¬
ernment in those epic days discovered
r.ew aecrets about their own nature and
about each other. They found a rich

in tlie touchstone of cooperation.
Business <»et8 Free
Hand in Hearijustmeiit
From the standpoint offree initiative

in business, two dangers loomed up
when tho armistice was signed. The
first was that a bureaucracy built on
the foundation stones of taboos might
fail to unshaekle industry after the
emergency ended. The second.and
quite the other extreme.was that lack
of vision might compel government and
industry to return entirely to the; old
ways aml reject the benefits that came
from working together. Before leav-
ing for Europe, Pre idenl Wil on, in
an address before Congress, relieved
business of the fear that it might not
l-e set free again. Members of the

'. following tlie lead of the Cl ief
Executive, then began to inform the
country in a nhra>e here and a son*
tetice there that thc genius of the
American business man would be re-
licd unon to pilot the country th
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to make his .¦ age to thi capital.
Besides forging the new bureau into
an instrument for getting men in in¬
dustry to work together and w

government. Mr. Cutter will carry over
some of the War Industrii Board's
programme for coi erv g labor and
materials y the elii '.m f unnec

arj styh s. But, whi rea thc! War
Board took itiative in bringing

lustry, coi dil ion-. are
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Spanish Credit Drawn On
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Shades in the State of Business

fe?/- Wmr..-Nily- ¦-¦r^-u-.^SL^ ¦¦¦¦¦."

Yhe above map shows general crop ancl business conditions in tlie United
States on Doeeniber 14, .1918, as disclosed by a survey of the Com-
mittee on Statistics of the Chamber of Commerce of the United States

i\.e**
Earnings of War Bride Unlcrprises, Eeonomist Says, Will I'all, bul l Itimate

Declinc of Stocks Ccucrally Should Bc Smull and Cradual, While Bonds
hould Rise Slowly.Public Utilily Corporations, Without Higher Rates,
May Soon Be Expected to (io Into Bankriiptcy
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of increas^j in gold reserves.

Interest rates, therefore, are mainly
and directly dependent on banking con
ditions and banking policies, Easy
money is really easy banking credit.
Easy banking credit depends, in turn.
on easy reserve conditions and require-
ments. For all business purposes cap-
ital is plcnty when borrowing is easy.
Borrowing is easy when bank reserves
are easy. Capital, as made up exclu
sively of items of machine wealth,
available in the industrial processes of
concretc production, the business man

practicall) never borrows. He may or
may not employ the borrowed funds in
buying or making new equipment,
Equally well he may be going in for
wide advertising, or puttingmore sales-
nie '.a tl road, br purchasing t'ran-1
chises, or patents, or financing a flota-

securities. He needs operating
funds. These are capital for him.
Equipment goods are capital; but they
are not Lh< capital handled in the finaii-
cial markets under the ordinary inter-
esl :¦¦¦:. racl.

It was through this ambiguou3 mean-
ing of the term capital, and in oblivi-
ousness of the main sources of the cur-
n nl upply of busin iss capital, and in
thc lack of undcrstanding of the forces
tixing banking charges for banking1
loi thal the economists and the bu
a- world were mislod into the ex-

ion thal the great war would
a, prompt and rnpid rise in rates

of intere it.
In 'act, however, interest rates ruled

extrnordinarily low for tho following
wo yeai s and ha bei n at no imc ex
eptionally high. Wealth wa \ b ing de
stroyed. Current supplies of products

'¦ crc being rapidly u scd up by war.
The belligerent nations were borrow
ing ln yond anything hitherto dreamed
of as possible in their stress for fur¬
ther funds. Bul interest rates, as the
February, 1910, Bulletin of the Natii a
City Bank reported them, "were still
dragging on the ground. .Call money
al to 2 per cent Resl nann
on common ii paper al "

per cent."

Rising Prices Act
A- Shock Ahsorber
The xplanat ion lay in bai polcies, Gold redemption aBroad was sus-

pended. The banks of Europe were
illy relieved from reserve re-

quircment. The limits on the amount
of deposit credit that these banks could
create were removed with the suspen-
sion of gold redemption. Therewiththe banks were ea ibled to abs orb bonds
in unlimited qualities, paying forthem in terms of deposit credit; orthey were carrying the buyers of bond.
a1 tho same time with offering financial
support to whatever undertakings, do-mestic or foreign, appeared able tootrer adequate security.
True prices rose, This was inevi-'abie Prices were the buffer, the shockabsorber. Ihe efTccts of redundant!

reserves or suspended reserve require-ments took themselves out in theirbearing on prices. Unless the demandtor accommodations is enormously in-
creasing as in fact it was increasfngbut thia solely by virtue of the con-sumption and the destruction of warrather than because of new factoriesand m-w equipment and new raw ma¬terials tho rate of interest might hnvo
lallen even more sharply through tho
pressure of the banks to expand theirloans.

These high prices in England and
!¦' rance gold still being available and
111 use lor foreign balances set goodsto Howing in from America and goldto Howing out to America. But stillinterc rates were low in London and
t aris, because, under suspended re-
sumption, gald holdings were notgreatly needed; and thev would buyforeign goods. Of course there came
an end lo the supply 0f gold to be re-

'' ,"1' export. But ineanwhile
America had imported nearly a billion
dollars ol gold from Europe. Its bank
'. |1! ¦'¦ wi re thus made plethoric its
po ib,iii I,-.., 0f credit expansion ren-dered enormous, beyond any menace ofsuspended redemption or of hazard tothe gold standard. Gold merely gotcneaper lost in purchasing power(i'l>""l was plcnty, borrowing remain-
ing en iy, intera ,t moderate, depositsexpaiuling, prices kiting. The banks
"u .1 absorb bonda h! low charges orcould carry buying customers on easyterms. It. was in truth and still i8.

easy enough for the banks to keep in¬
terest rates low, but only on terms ofpushing prices higher.

So again now. they can if they willforce prices down by making interesthigh impoi ing rates that will Induce
or conipel tlu- liquidating of bankingpaper and tho cancellation of deposit'
n dits in this procoss of making pay-"'"l;! Deflation in this bankingaspect, and in its general aspects, isthe prcciso reversal of inflation. Bankinflntion makes deposits larger by the

grant of larger loans tho larger de-posil crodita being the proceeda of the
"¦' '" ase iu discounted paper. Defla-ion is reduction of doposil i made nee
OBSBfy by tho calling in of papor deposil credit cancolled in the paying offf>f borrowcrs' liabilitics. Hut it takos
igh intoresl to make people want to

pay their riolen, n il look lower in
torest io induce llieni greatly to ex
teml their bdVrowinga.
Hut the ejtnondinjj credit currencj

and tiie expanding prices expandedprofits; costs of production, wages in
particular, lagging behind prices. With
tlie increasing earnings and high divi¬
dends, and with not greatly changinginterest rates, there came a boom in
stock;. Even bonds fixed income se¬
curities rose in price; more dollars.
but nooror dollars. Wages, it is truc,
were also rising i-n terms of money.But the prices under the continuinginflation kept well in advance of wage s,to tiie degree that corporatealone rose from 1914 to 1917 fri 11
to upwards of ten biliion doll ir

More Dolla'-s. but
I'oorer Dollars

Our enl ry into the wai did
foundly affect thi a ;p( ct of thc
ion. Interest rosc ,
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through i';..
ta es and tl ro igh ., gci
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prof period. are still
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the outlook won move¬
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situation. taken
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not vei
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ceed with tioi
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f, that to ;: .inflation
thc govi rnmenl
and foi-eign
borrov,ing that
by the ultimatc borrn
up interc >t rates,

rate i slio
from I hc

presi
taken

on wagi 5.
as the urrei cy
rcdiinda:..", On the othei
longi r me t rend of ii 'rest
to bo slightly downward,
rates that, in the long
savingi
mands will tend to fix.

Stock to Reprrsrnt
Larger Ownership Share
Thus the movements of 8ei

prices will not ho general in eitl
rection, but only special to pai
securities or classi s of securities. The
earnings of the war-bride enterpriseswill fail. Hut the stocks need not
sharply fail since contingenl reserve-.
have in general been amply pn
against losscs from the disappearing
war demand.

Public utility enterprises will have
to get relieved in higher rati s for si
vices, or go into iverships,
Bonds will fail *z'' any-great appre-

ciation until a''-"-- a succession of
peace years 1;.. brought lozvering
interest, rates, Meanvvhile the losscs
in the purcha iing pov r of he in¬
vested principal will be not less real.

In the long run, common stocks
should show the effects of thi
stantial scaling down of the bond
holders' and preferred sl

of Ownership, The stockh
ownership share will be larger. On
the other hand, nnd a larger n
tho earnings <<( the common stocks will
tget narrower as wages and other
are catching up with prices. There
musl then be a scaling down of profits,
But in the long run stocks need not
greatly fail. The present market prici -

ar.. low now through the general rec¬
ognition that tho high earnings are ar
ificial and tempornry.
This trend toward higher earnings

of enterprise, while prices are rising
through tbe lag of wages and of other
costs and a later gradual elimination
of these exceptionnl profit margins as
costs approach more closely to tbe
prices of production was we,!
trated in thc years from 1898 to 1912.
The rise in earnings and in exehange
quotations was sharp from 1898 to
1902-'03; ihe pcak in l903-'05; a ¦¦...

ing up or a fail from 1904 to 1907; a

panie, in 1907,
Most stocks never reached again the

earnings or prices of t905-'06; bul.
during tho two or three years of slight¬
ly rising prices following the panic of
I'.iOT, these stocks recovered nz partfrom the earlier fail. ln tlie large,
costs had been for six or BCVetl year;
gaining on the selling prices «.f goods,desnite the general trend toward the
high prices of I'inished good i.
The immediate prospect for advance

with most stocks i.;, then, not had -the
longer time prospect not so encourag-
ing, Public utility stocks, however,
will seriously suffer in earnings, and
thoreforo presunzably in nuzrkel ono
tationa until charges are aut!
tl-.at are Bomewhal in proportion to the
inflation advance,I coats, Theso indus
ries nr,- a good illusl rat Ion llzi

.ie.' durahlc accomp
ion e vccpl.... injusliei ...¦.: of

HOW "bleiii an.ii a loilg 8fl IU3 of le

adjuiitiiicnta. '

New Tax May Seize Part of
Profits Never Realized

Probability of Drop in Value of Inventories as the
Result of War's End Makes Requirenient to
Report Gross Income Unfair, Expert rYsserts

,v

By Morris F. Frey
Tax Consultant of thc Guai

Tnist Company, of New York
ITH the exceedingly high rates

effective for 1918. the pro-
ed provisions in the reve-a

nue bill relating to losses are of es-

pecial importance in determining thc
upon which income and ex¬

cess profits taxes must be paid.
since

the signing of thc armistice have had
a tendency to considerably aft'ect the

a. an

in tiv ming up o

.a .,,: i\ \a ar it is 1

tl -. taxes will be a

large profits, which may prove to be

ous, rather than on ihe ac.ua!
protits of th.-1 business. This :s espe-
ciaWy true ca e of manu

ers and merchants, who have on hand
large stocks of merchaudise and ma-

that they have suffered by reason of
of contracts entered into

the war.

Under the Federal incon
ers and merchants

luired to report their gro

merchandise aad material 0:1 hand,
valued at a.- or a1 markel value,

ever is lower. O:,'.
u y is sound.

At presenI. hov e\ r. Ihe pr
many classes of materials and mer¬

chandise are inflated, and many manu¬
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