
U. S. Tax and Rail Problems Thrust Into Limelight by Bankers
Placid Character of Convention
at New Orleans Punctuated by
Pleas for Awakened America

A
By Merryle Stanley Rukeyser

NEW ORLEANS, November 5.
MERICA'S investment bankers, who held their tenth annual con-
".(-¡ention here this week, i"ecog»nized for the fir."3t time the full value
to them of the revolutionary invention of Gutenberg1 in the

fifteenth century. ?
Instead of wasting the precious op¬

portunity created by the rubbing of
elbows by the nation's principal long-
term money lenders by having commit-
tea chairmen monotonously read end- j
lessly routine reports on various aca¬
demic aspects of the globe's behavior,
the bankers this year threw open their
meetings for free, open and spontane¬
ous discussion ami printed reporta
were distributed. If no epochal devel¬
opments resulted, it can still be argued
that the method was new and that
?nany who had been repelled by the
dryness of the previous meetings again
meandered to the gofi course, oblivious
of the drastic change in method.
The alteration was re-enforced bythé enthusiasm of Roy Osgood, Chicago

banker, the retiring president. Mr.
¦ 'sgood is averse to steam roller
methods and used the force of his
office to woo an expression of what the
d»-?!egates really had on their minds.
If associations can got their members
to speak as candidly on the convention
floor as in lobbies, "the dramatic value
of such congresses will be tremen¬
dously heightened, although possibly
at the expense of dignity.One reason why the clash of opin-ion at the sessions this week did not'
become more intensified is that the
members of the Investment Bankers'
Association have a consciousness of
kind, and are more or less in agree-1ment regarding the desirability of
making politics and economics con-
t.ihute to the stability of investments.
Where men of the same fundamental
outlook gather, the chances oí* differ¬
ing on subjects relevant to the conven¬
tion are minimized.

Suggested to Speakers
If the principle of getting all sides

of a question aired is carried to a

Jpgical.or possibly an illogical -con¬
clusion, the association would invite
as speakers to the next Convention
such men as Eugene V. Dobs, A. C.
Town'.ey, Senator Hiram Johnson and
. -to vary the program George Graham
Rice. These men, each from a diffi¬
cult angle, indulge in philosophies and
methods inconsistent with the scheme
of things which investment bankers,
the makers and fashioners o*" securi¬
ties, glorify.Speakers of this extreme
-tamp, if invited to supplement the'
more customary type, would at Jeast
rouse the bankers to vigorous debate,
and the intellectual exercise might
have fruitful results.
However, it is well to chronicle for

purposes of record that Matthew Woll,
vice-president of the American Fed¬
eration of Labor, was hissed last year
for expressing unpopular sentiments
before a body of business men whom
he was invited t«> address.
At any rate, by the turnabout in con¬

vention technique, the investment
bankers have just held their most in¬
teresting sessions, as well as the most
largely attended. Eight hundred dele¬
gates and alternates .were in attend¬
ance.
Honored by being the first Southern

city chosen as a meeting lece, Xew Or¬
leans, as a corporate entity and as a
body of individuals, gave new meaningand vitality to the much heralded
Southern hospitality. As the country
journalists say. every whim of the del¬
egates was cared for. The badge of the
banker was a signal for honor and re¬
spect. The newspaper correspondents
who wore it had a guilty feeling, as
naive natives looked upon them with
adoration as men who caused the
bsilding of railroads, the tunneling of
mountains and the construction of
great cities where before had been wil¬
dernesses.

City of Contrasts
New Orleans, which is a municipal¬

ity of contrasts, has a passion for
holidays, and the convention days
were seized upon as excuses for let¬
downs i the world of give and take.
Delegates wandered into the old French
io'iarter, where local color is unblurred.
Shacks hundreds of years old stand
there defying time, while only a few-
blocks away are bank buildings and
other modern structures that would
not feel self-conscious if thrown into
the heart of New York.

Despite the picturesque setting, the
convention during its business ses¬
sions succeeded in opening its vision
to the broader problems of the natior
as a whole as viewed by the bankers

In pledging itself' more assertive!},
than ever before to combat aggres
sively the charlatan in the securitj
world, the bankers revealed a height
.t-ned recognition of their moral obli¬
gations. The war is against unscru
pulous men who play upon the ava
ricious impulses of the inexpert; it i.
against fakers who capitalize hot air
who make irredeemable promises, wh«
tell the truth only in so far as it tend:
to help Fales. In striking out agains
the swindler, the legitimate dealer per
ceives the need of keeping his owi
skirts immaculate, of imparting higl
.¡standards of conduct to every cog ii
the machine by which he acts as inter
mediary between borrower and lender

Prefer Fraud Acts
The investment bankers have cçm«

to realize the need of a more positiv
attitude of opposition againgt the de
ceiver. Althovsgh the convention ha
expressed no formal opposition to th
continuance of blue sky acts in th
states where they already are in force
the investment bankers by far prefe
fraud acts. Modeled after the Englis
companies' act, the latter type of la\
glve3 much freedom as to the varyin;
types of securities that may bo sole
whereas the blue sky law attempts t
set up standards and limitations. Un
der the fraud act misrepresentatio
becomes a crime.

Experience has taught the delegate
that in many states laws of both type
often fail to protect the public becaus
of the practical difficulty of separatin
the sheep from the goats. Prosecutin
attorneys, however good their inter
tiens, usually lack discrimination r<
carding the more subtle phases of ii
vestment finance. Speakers at th
convention, therefore, urged that th
bankers voluntarily organize then
selves into vigilance committees, mi
bilizing their expert knowledge for tb
public good.

Publicity, it is recognized, is a wit!
«Bring force if directed against the UJ
scrupulous. One of the pitfalls of tl*
average investor is failure to discrin
iaate between houses of integrity an
counting rooms of thieves. Hbward ]
Beebe, of Harris, Forbes & Co., <
New York, the new president of the a:
f.ociation, suggested in conversatio
that it would be helpful if state bodii
would publi.-*!. from time to time lis;
of firms guilty of fraudulent practice
Sew Code Set Up

In connection with market plac
.ethics, the representatives of the mone
lenders set up a new code of practice
i or paling among themselves. A
ready the association had accompllshe

mbch in this direction. The subject
involves scene-shifting behind tho cur¬
tain of public interest.

Pespito the introduction of addi¬
tional opportunities for untrammeled
discussion, the point has been made
that the sessions of the investment
bankers are placid and unruffled. And
yet emotion was not dead. Two at¬
tempts were made to ride, like Paul Re¬
vere, through the lanes of sleeping
America to rouse folks to the serious¬
ness of conditions.

First, the bankers sought to get the
nation excited about taxes. There is a
feeling that Congress in preparing the
new revenue bill has faced a' lack of
general public interest, although spe¬
cial groups seeking special exemptions
have been conspicuously articulate.
The bond men feel profoundly that the
revenue billv which is scarcely more
thaii a mitigation of the hardships
caused by the Ï918 measure, is wrong |in principle and burdensome in prac-
tice.
The only remedy for the staggering

load that the financiers here could per-ceive is ruthless economy. And, as
long as the task of paying falls primar-
ily on the relatively few rich, say the
bankers, the populace is scarcely likely
to clamor for thrift in government ex-!
pendilures. And. until they do, the
delegates feel Congress is unlikely se-
riously to take up the s.ubject of defla-
tion of public expenses." The way out,
it was suggested, is through the .sales
tas, which will give all free men and
women an equal opportunity to con-:
tribute to the public purse. The sales
tax would tax spending and would en-1
courage saving, its advocates point out.
And yet the multitudes are notshont-

ing for the privilege of paying a sales
tax. Although Senate sentiment was
reported to be drifting to such an im¬
post, Representative Fordney warned
again that the House would not stand
for it, and it was apparently defeated
for the present in the Sonate yester¬day.
Tho banker? would have a system of

taxation which would clear the arteries
through which capital flows. Theywould strike out supertaxes and excess
profits taxes, which, they say, chill
initiative and discourage enterprise.They would instead seek to make the
idle rich pay, who now escape a share
of their responsibilities by purchasing;tax-free securities, Federal, state and'
municipal.
Division Over Sales Tax

Secondly, an effort was made to get
folks to envisage the question of rail-
road mergers as a pressing, burning
issue. John E. Oldham. Boston bank- j
er. who suggested to the convention a !
plan for consolidating the carriers
into thirteen systems instead of nine¬
teen, F.5 the Interstate Commerce Com¬
mission has tentatively recommended,
contended that unless railroads are
scientifically merged private owner-
ship was bound to be superseded by
public operation of the carriers. The
railway securities commission asked
that the Railroad Labor Board be co-
ordinated with the Inter, täte Com¬
merce Commission and argued that it!
would be dangerous to cut rates with-
out reducing wages. It asked Congress
to continue the provision of the trans-
portation act defining 5% per cent to
6 per cent earnings on the propertyinvestment of the carriers as a fair
return. There has been agitation to
repeal the clause.
The experts on industrial and pub¬lic utility securities asked that in-

vestors give some attention to stocks
of the highest type.

Progress Being Made
In Averting Defaults

Committee on Municipal Securi-
ties Finds Prestige of Bank-:
ers> Organisation IncreasingThe report of the Committee on

Municipal Securities says, in part:
''The annual report of the chairman

of the municipal securities committee
consists for the most part of a com¬
pilation of the municipal bond laws
passed by legislatures this year.
"Our municipal bond laws are con¬

stantly changing; existing laws are
being amended and new laws are adopt-
ed every time a Legislature meets, and
it would be impossible to keep the
work revised to date. The constitu¬
tional provisions for issuing munici¬
pal bonds vary so In differest states
that no uniform law can be framed
that would meet these constitutional
requirements.
"The committee's services in work¬

ing out defaults, both temporary and
otherwise, have been in more constant
demand, and it is surprisingly grati-
fying to find how often we are able
to be of real assistance in these matters
after the efforts of the interested niem-
ber have been futile. There seems to
be throughout the entire country. a
most wholesome respect for the In-
vestment Bankers' Association, and in
many cases where the officials of the
issuing community have shown a dis-
position to ignore requests for pay¬
ments we have been able, by enlisting
the aid of local bankers, commercial
clubs, merchants or others who have
pride in the credit of their community| to enforce prompt payment. This is

i one of the most valuable services that
the municipal committee can render,
and we hope all member» of the asso-
ciation will avail themselves of it
whenever the occasion requires."

Authenticating Foreign
Securities Here Urged

A. H. Wiggin, chairman, submit¬
ted the report of the Foreign Securi¬
ties Committee, extracts from which
follows :

"The question of the authentication
of securities representing internal
loans of foreign governments is per¬
haps the most important matter now
under consideration by your commit¬
tee.
"Most of these securities are written

-in the language of the country of their
origin, and, as many of the investors
in this country are unfamiliar with the
different languages in which tho cer¬
tificates are issued, it is the opinion
of your committee that it will be of
benefit to the investors in this coun¬
try, and also of advantage to those is-

! suing such securities, if some officialI governmental agency can be estab¬
lished to authenticate such issues.
"Your committee has taken this sub¬

ject up with the French government.
If your committee receive.** any en¬
couragement the same subject will be
pursued with other governments. Your
committee begs to report progress in
this matter."

Financial Structure Important Feature
In Banker's Consolidation of Railroads

- <?

Regrouping of Western
Carriers Regarded as

Fairer Than I. C. C's ;
Would Group Many and
Have Only 14 Systems!
By William E. Hooper

THE plan of railroad con.*>olida-
tion prepared by John E. Old-
ham, of Merrill, Oldham &

Co., Boston, and published by the
Investment Bankers' Association,
rests on the assumption that the only
essential difference between weak
and strong1 railroads, in so far as the
larger roads is concerned, is a dif¬
ference in the capitalization of the
companies.
To prove this assumption Mr. Oid-

ham divides the larger railroads of the
country as between strong and weak
roads, basing his division on the pay¬
ment or non-payment of dividends, in
Group A he places th* large roads!
which are paying dividends and classes
them as strong roads. In Group B he
puts the non-dividend paying roads and
classes them as weak. In addition ho
deals with two other classes of weak
roads, the short line railroads and the
New England railroads. Under this
method of division it is found that 40
per cent of pre-war traffic was handled
by strong roads, 25 per cent by "weak"
huge roads, 10 per cent by the smaller
and short line roads and i'i per cent bythe New England railroads.
Same Characteristics

Mr. Oldham's basic, contention is
that the strong roads and weak roads
handle similar traffic; that the propor¬
tion of income which is obtained from
different classes of traffic is about the
same; that the rates are substantiallythe same, and that the proportion of
revenue expended for operating (trans-
portation) expenses, maintenance
charges and disbursement to security
holders is about the same, and were
both weak and strong large roads capi¬
talized on the basis of their gross earn¬
ings there would be little difference in
the rate of return earned on the capi¬
talization of either. The difference be¬
tween the weak and the strong roads is
that with the strong roads the aggre¬
gate par value of all obligations and
stock is .$4.07 per dollar of gross oper¬
ating income and that the par of all
obligations raid stock of the weak roads
is $7.03.
Granting that Mr. Oldham's division

of roads as between weak and strong is
a correct one, and .that his method of
arriving at maintenance charges does
not invalidate his argument, the figures
bear him out. The ton mile rate and
the passenger mile rate of the two
groups are much the same. 8.32 mills
per ton mile for the strong roads.
8.19 mills for the weak roads^and ¿.0*'
cents for both weak and strong roads
per passenger per mile. The only de¬
cided difference in character of traffic
is the difference in the proportion of
agricultural products and of manufac¬
tures. Of the total tonnage of the
strong roads 19.2 per cent is furnished
by products of agi ¡culture and 17.0'."
per cent for the weak roads. On the
strong roads manufactures furni.-:h 18.9
per cent of the total tonnage and on
the weak roads 18.2 per cent.
On the strong roads operating ex¬

penses and taxes, excluding mainte¬
nance, consume 41.1 per cent of gross
revenue and on the weak roaos 43.6
per cent. Now, however, Mr. Oldham,
to arrive at his rate of return on

capitalization, assumes that the weak
reads spend as much for maintenance
per dollar of gross revenue as the
strong roads. This, of course, is not
in accordance with the facts, but Mr.
Oldham's argument is that the facts
do not invalidate the point he is try¬
ing to prove. Jn other words, that
the weak roads could spend as much
on maintenance as the strong roads,
and if they could do it it is fair to
assume that they do so for purpose
of determining the rate of return on

capitalization.
Consolidation Necessary

Mr. Oldham considers the various
methods of equalizing the income of
weak and strong roads and comes to
the conclusion that consolidation is
the only method. He does not, how¬
ever, discuss the obvious alternative
of permitting or forcing receivership
of the weak roads and a recapitaliza¬
tion of these companies on a basis
which according to his theories would
make them strong roads. Instead he
proposes a consolidation of all roads
into thirteen systems, and a New
England railroad system which is to
be jointly controlled by four of the
trunk line systems.

This handling of the New England
situation is distinctly different from
anything suggested by the Interstate
Commerce Commission by the report
lof-W. Z. Ripley, professor of eco-

nomics at Harvard University, on

which the commission's plan is based,
or of any other comprehensive pro-

| posai for railroad consolidation that
wc know of.
Under Mr. Oldham's plan System No.

I is to consist of the New York Cen¬
tral System as it did under the Inter¬
state Commerce Commission's plan, but
with this important difference: that to
the New York Central system as now

constituted Mr.-Oldham adds the Cen¬
tral of New Jersey. Under the Tntei-
state Commerce Commission's plan th«
Central of New Jersey was given to

¡the Baltimore «& Ohio-Reading-New
Haven system. There can be lit¬
tle doubt that the New York Cen-
tral would be much better satis-
tied with the Oldham lay-out than with
the Interstate Commerce Commission's.
The New York Central officers would
probably agree heartily with Mr. Old-
ham that giving the New York Central
the Central of New Jersey would give
the New York Central "a share of the
anthracite business of the country
and make a bitter distribution of such
business among the Eastern systems."

»System No. 2 in the Oldham plan con¬

sist's of the Erie, Wabash, Tere Mar¬

quette* New York, Chicago & St. Louis;

Turn in Business
Here, Bankers Think
The investment bankers, though

predicting no immediate leaps
into easy prosperity, were of the
opinion that nationally the turn
upward in business had. come, and
that the curve would be steadily
upward. Since July the selling
of bonds has been in a rising,
active market and investment
brokers are complaining only of
an inadequacy of supplies.¡j_ .;._ ¦"*. ./

HowaBanker Would ConsolidateRoads
The proposal made by John E. Oldham for the consolidation of American

railroads contemplâtes tho forming of thirteen primary systems and one
subsidiary as follows:

New York Central and Central of New Jersey.
Buffalo System, including Erie, Wabash Lines East, Pero Marquette,

New York, .Chicago & St. Louis, Delaware & Hudson and Lackawanna, Buf¬
falo, Rochester ¿ Pittsburgh.

Pennsylvania System.
Baltimore & Ohio, Rending and Leiiigh Valley.
New England System, including New Haven ahd other principal New

England-roads (the subsidiary system).
Norfolk & \Vestern, Chesapeake & Ohio and Virginian.
Atlnntic Coast Line and Louisville & Na&hviile.
Southern, Seaboard Air Line and Florida Easl il»5ast.
Great Northern, Chicago, Milwaukee & St. I'aul ard St. Louis & San

Francisco.
Northern Paclflc, Burlington, Denver & Rio Grande and Kanins CitySouthern. . »

Union Pacific, Chicago & Northwestern and Missouri, Kansas & Texas.
Atchison, Topeka & Santa Fe, Texas & Pacific, International & Great

Northern and Missouri Pacific.
Southern Pacific, Rock Island and St. Louis Southwestern.
Illinois Central, Minneapolis, St. Paul & Saulte Stc. Mario and Minne¬apolis & St. Louis.

Delaware &. Hudson; Delaware, Lack-
awanna & Western; Buffalo, Rochester'
£.. Pittsburgh; Bessemer & Lake Erie,
Pittsburgh & West Virginia: Elgin,
Joliet & Eastern nnd Buffab & Sus-
quchanna, Mr. Oldham's ob,, %*t is to
form a system which shall compete on
even terms with tho New York Cen-
tral system and the Pennsylvania sys-
tern. Purely from a banker's point of
view the merging of the treasury and
credit of the Delaware & Hudson; Delà-
ware, Lackawanna & Western and Erie
goes far to accomplish this purpose.
From an operating point of view the!
Buffalo System, as Mr, Oldham calls
his System No. 2, would appear to be
by no means as strong as the New York
Central.
System No. Í1 consists of the Pennsyl-

vania system as constituted to-day,
practically.
At a Disadvantage

System No. 4 consists of the Haiti-
more & Ohio, Philadelphia & Reading,;
Ann Arbor, T.thip;h Valley, Western
Maryland and two or throe smaller
roar;*:. The addition of thy Western
Maryland to the Baltimore & Ohio
would give it certain operating advan¬
tages; under unified government oper¬
ation the Baltimore & Ohio used cer-
tain parts of the Western Maryland
advantageously. Mr. Oldham himself,
however, recognizes that this system
would be in a position to compete for
Western business,"less advantageously
than the other three systems because
of its less direct lines, and also be-
cause of the topography of the coun-

More Intensive
Action Against
Fraud Schemes

Government and Slate Co-
operation to Curb Stock
Promotions, Especially
in Misleading "Ads"
Julian II. Harris, of Harris, Small

¿c Lawson, Detroit, read the report
of the Committee on Taxation, ex¬
tracts of which follow:
"Our association was one of the first

publicly to recognize the need of elimi¬
nating the excess profits tax as a peace-
time measure. Your committee is
thoroughly in accord with this. We
feel that the provisions of the present
law in that regard, while they may

[ not bear as heavily at this time in
money payment as the new proposed
15 per cent tax because of our de¬
pressed business condition, do, never¬
theless, in normal times tax almost
to the point, of destruction that ele¬
ment of profits which is and should
be the insurance against risk, without
which capital cannot be ! íauced toi promote legitimate business.! "We do not think it necessary to gofurther into the evils of the present
methods of corporate taxation, since
we believe that the country has reason
to feel assured that this method of
taxation will be abandoned.
"Your committee feels that the ques-

tion of refunding is sufficiently ger-
mane to the question of taxation to re-
quire some Attention in this report.
Consideration of the question of re-
funding tho early maturing obligations
of the government has led us to the
following conclusion: We believe that
tho policy of refunding is economical-
ly sound and humanely just to the ex¬
tent that it spreads over the present
and immediately succeeding genera¬
tions the necessary burdens of the
war which was fought for them, as
well as for ourselves, and that the

j economic soundness of the same is fur-
ther emphasized by, the desirability of
removing a part of the strain from the
present already overburdened periodof reconstruction. Nevertheless, we
feel that it is neither sound economy
nor elemental justice to pass on to
future generations any present un-
necessary extravagence, and we are of
the opinion that the whole questionof refunding should await the actual
effecting of economies, promised by the
present Administration. The outstand-
in!.;' Treasury certificates are at present
largely absorbed by what may be calledj investment money. The country is to
be congratulated upon the way this
has been handled, and the ho;>_ maybe reasonably indulged that th« pres-eut liquidation is sufficiently advanced
so that there may be no danger of
these certificates being thrown back on
the hands of the banks. If this is so,

j there is no pressing need for refund¬ing.
"Your committeo is heartily in ac-

cord with tjie position already taken bythe association in regard to doing
away with tax exemptions on the in-
come from municipal bonds thereafter
issued. We understand thé position of
the association in that regard to In»elude the provision that the same
should be done in an orderly manner
by constitutional amendment, which
should include a reciprocal right to the
states to tax tho income from Federalsecurities, with proper safeguards onboth sides against the power to destroywhich i» always inherent in the powerto tax.
"Nothing illustrates the evils of the

present system of taxation hett» i than
the abnormal flow of capital to munici¬
pal securities. They should be ab¬sorbed by institutional buying and bythe investment of trust funds, while
business enterprise should be able todraw upon large accumulations of capi¬tal which should be encouraged to take,the risks incident to business progress.

try through which It passes." This
Buffalo system of Mr. Oldham's rough¬
ly corresponds to a combined Erie
(System No. 4) and Lehigh Valley-New
York, Chicago & St. Louis (System No.
5) of the Interstate Commerce Com¬
mission.

Netv England
The New England system, which is

to be controlled by the four systems
just outlined jointly, is to consist of
the New York, New Haven & Hartford.
Boston & Maine, Maine Central, Rut¬
land & Bangor, Michigan & Aroostook.
In his treatment of the New England
situation Mr. Oldham faces the fact
squarely that the New England roads
cannot maintain their credit and oper¬
ate under rates made for roads more
favorably situated, nor can they have
higher rates, but, Mr. Oldham argues.
New England, with her enormous fac¬
tory development, is of importance to
the rest of «he country, and that the
New England railroad problem is a
matter of concern not only to the pub¬
lic of New England, but to the country
at large. He squarely faces the factthat; the "enormous debt due the gov¬
ernment at the present time by the
New England railroads is a menace to
private operation; their continuance
will eventually lead to government
ownership." Mr. Oldham, therefore,
places this burden of private operation
of the New England railroads jointly
on the four great trunk line systems
which he has formed. It is almost ex¬
actly analogous to the argument pre-

Eliminate Tax
Exempt Bonds
To Aid Revenue

Abnormal Flow of Capital
to Municipal Securities
Illustrates Evil of Sys¬
tem, Says the Committee
The Fraudulent Advertising Com¬

mittee in its report to the conven¬

tion, said in part :

"During the year there has been a
much greater realization on the part of
both investors and investment bankers
of the sums of money lost through
fraudulent promotion. Various efforts,
from those of individuals to those of
national legislation, have been made to
cope with this increasingly difficult
problem.

''Your committee has been in receipt
of complaints of members located in
various parts of the country that cer-

r tain promotions spread broadcast wore
fraudulent in their nature and misrep-
resented tho facts. Efforts have been
made to check these back to their

i source and -the results have demon-
»strated to your committee that the best
results can bo obtained by local
groups,
"As an effort to co-ordinal«; all ofthe various agencies now working forthe betterment of financial advertising,Richard II. Lee, special counsel of thevigilance committee of the Associated¡Advertising Clubs of the World, hasbeen doing splendid work, such us se-

curing a number of convictions of! fraudulent promoters, and has been the
means of stopping newspaper adver?I tising of many others who have beenabout to engage in such fraudulent ad¬
vertising.
"As already indicated, the largeamounts obtained from innocent in¬

vestors by fraudulent promotions havebrought the attention of Congress tothe subject, and national legislation is
now pending in the House of Repre-sentátives. While this subject will betreated by the legislative committee,who have spent much time and effortin the matter, it seems only properto íyecord the opinion of your commit'tee that national legislation Bhould be'along the lines of a 'fraud act' ratherthan along the unes of the so-calledDenison bill as introduced in Congress,which simply perpetuates and puts thenational government behind the bluesky laws of various states. Many ofthese laws and regulations do not co-ordlnate, and the passage of this billwould bring ubout an almost impossiblesituation in handling legitimate in-vestment business."

"In the absence of a sales tax, which
seems to your committee a very remotepossibility at this time, the next reve-nue law will be merely a revision ofthe revenue act of 1918. and will leavej the country committed to a tax onrrotits and incomes for approximately80 per cent of its revenue. The ex-penditures for the fiscal year endingJune ?0, 1922, are estimated by theTreasury at ? *,0,*".4,000,000. Customsand miscellaneous non-tax receipts willyield, it is ustimated, $762,000,000, leav-1 ing «»1.272,000,000 to be raised by in¬ternal taxes."

Propose Anglo-Chinese BankThe conclusion of an agreement between the Acting Minister of Financeof China and a group of British mer-chants for the establishment of aAnglo-Chinese bank is announced i'"The Lcndon and China Telegraph.'The capital is reported to have beefixed at £3,000,000, and it has been provided that the British merchants ahaladvance loans to the Chinese at an annual interest rate of 8 per cent. Thbank is to have the right to issue bannotes and to act as an agent for gov¬ernment bonds and loans, for whithe Chinese group shall be responsible

Oldham Divides Lines on

Basis of Strong and
Weak Capitalization ;
Not Particular About
Retaining Competition

_,___

scntod by the New England railroads
in their request to the Interstate Com-
merco Commission for a higher revi¬
sion of the through ratea into and out
of New England.
The New England system would have

6,903 miles of railroad and $21,988
gross revenue per mile. System No. 1
would have 13,678 mites and $21,932
gross per mile. System No. 2, the
Buffalo system, would have 12,004
miles and $20,966 gross per mile. Sys¬
tem No. 3, the Pennsylvania, would
have 11,384 miles and $35,4*1 grosrt per
mile, and System No. 4, the Baltimore
& Ohio-Reading, would havo 0,266
miles and $25,904 gross.

In forming System No. 5 Mr. Oldham
departs radically from the principle ad¬
hered to both by the commission's plan
and the Ripley suggestions, in that he
boldly disregards the elimination of
competition entirely. He combines the
Chesapeake & Ohio with its controlled
Hocking Valley, the Norfolk & West¬
ern, the Virginia and the Carolina,
Clinchficld & Ohio. There would be
distinct operating advantages to be
gained, but the principle of preserving
competition as laid down in the trans¬
portation act is entirely disregarded.
The result of such elimination of com¬
petition would probably be felt pri¬
marily in the coal trade, and might, or

might not work out to the ecoomic ad¬
vantage of consumers of bituminous
coal. It may be recalled that the Inter¬
state Commerce Commission formed
two competing soft coal systems.
System N<?. 6 is a 12,295-mile system,

consisting of the Atlantic Coast Line,
Louisville & Nashville. Nashville, Chat-
tanooga & St. Louis, some other
smaller roads and half control of the
Chicago, Indianapolis & Louisville.
Giving this system half control of the
Monon would perpetuate an arrange*
ment which is now in existence, and
which, in the opinion of a good many
railroad men, has never worked sati^-faetórily. The joint control of the
Motion by the Southern and the Louis¬
ville & Nashville never resulted in
the Louisville & Nashville using that
entrance into Chicago.
\A Weak System

System No. 7 is the Southern Rail¬
way, its affiliated lines, the Florida
East Coast and tho Seaboard Air Line,
which form a systerfl of 14,512 miles,
with average gross earnings of $10,145
a mile. Without recapitalization of
buth tho Southern and the Seaboard it
is difficult to see where Mr. Oldham is
to get the credit which he deems es-
sential for each of his systems.
The Transcontinental^
System No. 8 combines the Great

Northern, the Chicago, Milwaukee &
St. Paul, St. Louis <£* San Francisco and
a half interest in the Chicago & Alton.
Mr. Oldham is in agreement with the
Interstate 'Commerce Commission in
giving the St. Paul to the Great North¬
ern to perform the function now
performed by the Great Northern's
Chicago, Burlington & Quincy, but
goes one step further in that he com¬
bines a transcontinental and a South-
western system (the Frisco).

Like the Interstate Commerce Com¬
mission, the Oldham plan gives the
Northern Pacific the Chicago, Burling¬
ton & Quincy, but adds also to it, to
form the System No. 9, the Chicago
Croat Western, Denver & Rio Grande,
\\ estei n Pacific and Kansas City South-
em. Whereas, therefore, the Interstate
Commerce Commission's plan made tho
chief competitor of the Union Pacific
the newly created Atctiiacn system
(the commision plan gave the Atchi-
sou the Denver & Rio Grande^ the
Western Pacific and Colorado & South-
ern) the Oldham plan makes the Bur-
lington and Rio Grande the newly set-
up strong competitor of the Union
Pacific.
As in the Interstate Commerce Com-

mission plan the Chicago Northwestern
i and the Union Pacific are combined,
and this combination, together with a
half interest in the Chicago & Alton
and a full interest in the Missouri,
Kansas & Texas, forms System No. 10
under the Oldham plan. This plan,
however, recognizes the fact that is
conceded by nearly every railroad man
who knows the transcontinental situa-
tion and gives to the Union Pacific the
Central Pacific.
System No. 11 is the Aichison, To-

peka & Sante Fc, Texas & Pacific, half
interest in the Chicago & Eastern
Illinois, full interest in the Interna¬
tional <!c Great Northern and the
Missouri Pacific. It would appear that
in forming Systems 9, 10, 11 and 12.
12 being* the Southern Pacific, Chi¬
cago, Rock Island & Pacific, El Paso &
Southwestern, St. Louis Southwestern
and half interest in the Chicago &
Eastern Illinois.the Oldham plan
divides up the southwestern and trans¬
continental road among systems far
more equitably than did the Interstate
Commerce Commission's plan.
The Last System
The thirteenth system consists of

the Illinois Central, Minneapolis & St.
Louis, Minneapolis, St. Paul and Sault
Ste. Marie, the Duluth, South Shore &
Atlantic, and the Mineral Range. By
giving the Soo, which is now a sub-
sidinry of the Canadian Pacific, to the
Illinois Central, it is possible that the
Oldham plan strengthens American
railroads as against their Canadian
competitors.
Mr. Oldham comes to the conclusion

based on combined figures for each
system for three years, June 30, 1915,
to June 30, 1917, that his grouping has
created systems "of about the same
size and earning power; that the sev¬
eral systems competing in the same
district obtain their earnings from
pasrenger, freight and miscellaneous
traffic in similar proportions to the
total; that the character of the ton-
nage was much the same; that the
average rate per ton mile and pel
passenger mile was substantially uni-
form, and that under these conditions
similar results from operation were ob*
tained by all systems which competed
with each other."

j
South to Benefit

By Bankers' Visit
As a result of the visit of the

Investment bankers to New Or¬
leans the South will at least senti¬
mentally play a more important
part in the counting-room calcu¬
lations erf Northern bankers.
Actual first-hand observation
gave the delegate:* an interest and
confidence in tho district which
the reading of cold balance sheets
could never stimulate.

Security Fashioners Try
To Make Wares Attractive

Committee Reports on Several Classes
of Issues Contai n Many Interest¬

ing Dis eussions
REPORTS of several committees on different classes of s-cur»-

formed one of the more practical features of the convention. These
dealt with industrial, railroad, foreign, municipal and public service

securities. Development of protective measures for the benefit of roiderj'
was stressed in pointing out the tremendous volume of such financing done
during the year.
The New York transit commission's'?
plan was discussed briefly in the pub¬

lic utility group, and the service-at-
cost idea, with rewards for efficiency in
operation, was commended as the fair¬
est to all concerned. The inherent
stability of this class of securities, the
committee said, was demonstrated dur-
ing the recent business depression.

Safeguarding Security
Holder Being Stressed

Progress in Development of
Protective Measures Dmfng
Year, Industrial Group finds
Harold Stanley, chairmayi of the

Industrial Securities Committee,
submitted a report, extracts from
¦which folloiv:
"Judging from available figures, the

year 1920 broke even the 1919 record
for volume of industrial financing, and
the comparison is still more impres-
sive if confined to fixed obligations.
bonds and notes. According to esti-
mates, industrial companies furnishet
less than 20 per cent of the amount
of new bond and note issues sold dur
ing 1915. Tho percentages in succeed
ing years have been roughly 30, 39, 37
40 and 55 in 1920.
"Even though commodity price.should retrace their course to "nor

mal," meaning vaguely tho pre-wa:level, it does not necessarily i'ollov
that the volume of industrial financin!
will correspondingly decline. In thi
connection it is noteworthy that mon
than one-half of the 1020 financin)
came in the second six months, afte
the change in price trend. This ap
parent paradox is explained by the fac
that the decline in sales and conse
qnent hacking up of inventory mor
than offset the effect of falling price-and outside assistance was therefor
needed.
"The report of this committee fo

1920 referred to the covenants whic
have been evolved for the protectioof the security holder. From thi
standpoint the current period of re
action has a very special interest a
affording the first real test these cov
enants have received. It should b
remembered that industrial financin
as we know it is the result of evolu
Lion, and the note issues and protectestocks with their technical provision
are a comparatively late development
''However, certain difficulties and ir

adequacies have come to light. As raer
tioned in our report of 1»20, the lac
of satisfactory enforcement clauses-
especially in preferred stock issues-
has tended to nullify the protectivprovisions. In some cases the respörsibility of the trustee sits much to
lightly. In certain issues the actus
ratio was at fault.either so high t
to hamper the company unduly in it
normal seasonal swings, or so low as 1
afford no real factor of safety. Thei
hay«? also been errors in definition «
current assets, for example, the inch
sion of advances to subsidiaries <
stocks of subsidiary or affiliated con
panics when such items are not real!
liquid. In many cases there has bee
no proper safeguard against contingeiliabilities. Too frequently tho cov»
j»ants have been so complicated ar
ambiguous as to tax the patiencethe borowing company and the truste
"An outstanding weakness has a

peared in the inventory account, and
is now more generally realized th
this vital part of an industrial balan
sheet requires more careful study. Ï'
example, it hag been customary to prvide that inventory be valued "at co
or market, whichever is lower" ai
prices have been carefully scrutinize
but the same consideration has not «.

ways been given to the fact that i
ventory shobld be fairly balanced ai
bear a proper relation to the volur
of sales."

Railroads' Securities
Still Reflect Anxiei

Amendments lo Transpórtala
Act Needed to Improve Creo
and Remove Vncertainti
Pierpont V. Davis, chairman, si

mitted the report of the Commiti
on Railroad Securities, extracts />.«
which follow:
"The railroad problem is still w

: us, hut not because the transportât;
act is a failure. The first year's tc

j however, demonstrates the need
amendment.
"The railways' troubles in the 1

twelve months were brought to a h«
by a shrinkage of earnings caused
a decline in traffic so rapid that
penses could not be reduced proptionately. The result has been tinstead of earning a 6 per cent ret«
on the value of their property the criers of the country earned only
per cent since the termination of
guaranty period. And this scantyturn was obtained only by a curt'ment of maintenance so drastic tthe physical condition of roadbed i
equipment, generally speaking, has
teriorated.

"In 1914 and 1915, when the percc
age of return on the investm
dropped to about 4.20 per cent, apprimately 35,000 miles of railway w
forced into receivership. That no s
calamity occurred in the las: twe
months is due, in considerable m<
ure, to the fact that the Intersl

j Commerce Commission has made v
and effective use of the $300,000

j revolving fund which the transpo:tion act created.
"Recent railway earnings h

shown considerable improvement.
if the carriers are to hold their p]in the investment markets the bet
ment in earnings must run considi
bly further, and there must be detideflation in the costs of operationI "These Jbsts are comprised chi
of fuel, which absorbed 11 cent;

lof each dollar of gross in 192''; mrials and supplies, which took a
) ther 17 cents, acd labor, which recci
60 cents, a. total of 88 cents. C jntthese figures with the ratios in 1when fuel took 7 cents, materials

; supplies 12% cents and labor 41 ce
a total of 60*4 cents.
"The next atep toward a returtI normal operating conditions shouUI the abolition of the improviviont

ticr.al agreements, which compel theemployment of unnecessary men an»
are responsible for extravagances in
pay.

Most Important Item
"As wages are the most importait

item in operating expenses they be¬
come the determining factor in thelevel of rates; the division of authority,
therefore, between the Labor Board and
the Interstate Commerce Commissiaa
constitutes the fundamental weakrief,
in t£o transportation act. The best ef¬
forts of the commission to stabilize
credit and encourage economic manage¬
ment can be and have been nullified bythe decision« of this totally unrelated
beard. An amendment to the act to co-
ordinate the work of the Labor Boarù
with that of the Commerce Commissior,
is recommended.

*'VV" believe that the whole railway
industry will be on a much sounder
basis when it is possible to reduce
rates, and it is probable that reduc-
tions when made will contribute i:.
some de'gree to improvement oí peneral
business; but substantial and effective
decrease's in railway operating cost"
are the conditions precedent to any
rate reductions.
"As we have pointed out, the funda

mental importance of the transporta-
tion act to the investor lies in its man¬
date to the Interstate Commerco Con-
mission to adjust rate schedules that
will yield a fair return on the a(tgre-
sate value of railway proper.*.. After
March 1, 1922, the statutory definition
of what constitutes a fair return ex-
pires, and the determination of'the rat;
is Left to the discretion of the com-
mission. Amendments to the trans¬
portation act have been introduced in
the Seriate to reduce the statutory reto
of return below 6 per cent. Your com¬
mittee wishes to go on record as op¬
posing a return of less than 6 per* cent
believing it would be unfair and cer-
tain to undermine railway credit
Aid From Consolidations
"Railway consolidations, which have

been proposed as the ultimate solution
of the problem of the weak roads, can-
not afford relief for some time to come,
in any event The Interstate Con*.-
meree Commission's plan, recently
published, is purely tentative and will
not be made final until protracted hcar-
ings haye been held. ) If the padopted, no consolidations "are possibleuntil the final physical valuations have
been completed, in view of the
tion of the law that the aggregatecapitalization of merged propi rtk-s
shall not exceed their physical valued.
"So we are a good many months,

perhaps years, from the beginning of
the operation of this section of" the
act. Graiited that a material reduc¬
tion in the number of railway bjis in the public interest, we regardecided apprehension an amendment to
the transportation act which would
make consolidations compulsory even
if legally possible. The effect of such
forced consolidations would be far
more likely to destroy the credit of the
strong road than build up the credit
of the weak. On the other hand, con¬
solidations which flow from the motive
of self-interest will not jeopardizecredit and will, in our judgment, pro¬duce the more vigorous systems."The interstate Commerce Commis¬
sion now has full authority over the
issuance and sale cf securities. Dur¬
ing Cíe last year sometimes six weeks
and longer have elapsed between the
time the railroad company mad.* its
application to sell bonds and the date
the authority was officially given.
Such delays are dangerous. If the
securities are sold by the bankers sub¬
ject to the approval of the Commis-
sion, the investor is annoyed at nor-
receiving delivery of his securities,
and if the quoted price goes down he
may attempt to cancel his purchase.
If the sale by the bankers is deferred
until the Commission-has granted au¬
thority, the market m.y have disap¬
peared. In a year of rising prie«-
there might be no injury t
in a falling market the railroad >''¦*
bankers and their customers may be
seriously embarrassed. Doubtless, a
part of the delay has been due to th<;
immenso amount of work the Inter¬
state Commerce Commission has beer.
doing. The question deserves the
prompt attention of the Commission

¡ to devise a means of relief.
"A summary of the conclusions o.

your committee follow:
"The persistence of the railway prob-

lern is due to the acute business de-
pression and the ensuing maladjust¬
ment of prices and labor, and is no re¬
flection on the-'value and importance oi
the transportation act, which we re¬
gard as a most constructive le_
achievement.
"The labor cost3 on the railways are

beyo»d the ability of the industry to
meet and we believe the Labor Heart.
erred in not abrogating nv.
the so-called national agi
"As wage:* are the important factor

in the determination of the rate struc¬
ture, the fuiK-ions of the Labor Board
should be co-ordinated with I
the Interstate Commerce Commission,
and v.»- suggest an amendment to the
¡transportation net looking to this end.

"Railway rates are still on a war
basis and should be reduced jj soon as operating costa have been re¬
duced. But a too drastic premature
reduction, in view of the weakened
condition of railway treasuries, would
be likely to invite disaster.
"When railway earnings fell close ta

| 4 per cent in 1914 and 1915, receivcr-
ships multiplied. When earnings ad¬
vanced to the neighborhood
cent in 1916 and 1917, reorganization»j were carried out and credit was ex-
panding. The lesson of railway history
is clear that the ïntatstete Comme««

) Commission should continue to ndjusi
rates with the view of permitting »
net return of C per cent, when the de-
termination of such return rests m
their uncontrolled discretion, that »;..

j after March 1, 1922.
"Consolidations are desirable so Ions

as they result from the voluntary
action of the interested parties. Co«'
pulsory consolidations might
cases injure instead of restoring t'iL'
credit of the railroads concerned.

"Th«s overwhelming part of the rsll-
ways' activities is now inter
fact recognised by the Transportation
Act. Any restoration of regulating
authority to the state commissions
would bo a retrograde step."Railroads, having already sufferer
from the competition of motor truck:
using highways provided at
pense of the public, should not
tion be subjected to competition

^, Continued on Pas»' Ki-rlit


