6 11

SUNDAY,

NOVEMBER 6,

1921

‘NEW YORK TRIBUNE

U.S. Tax a

nd R

ail Problems Thrus

Sl G

t Int

o Limelight by Bankef;

Placid Character of Convention
at New Orleans Punctuated by
| Pleas for Awakened America

By Merryle Stanley Rukeyser

MERICA'S investment bankers, who held their tenth annual con- |
wention here this week, recognized for the first time the full value |
to them of the revolutionary invention of Gutenberg in the

&

4L

NEW ORLEANS, November b.

fifteenth century.

Instead of wasting the precious op-
portunity created by the rubbing of
elbows by the nation’s prinecipal long-
term money lenders by having commit-
ies chairmen monotonously read end-
lessly routine reports on various aca-
demie aspects of the globe's behavior,

the bankers this year threw open their
.meetings for free, open and spontane-
ous’ discussion and printed reports
were distributed. If no epochal devel-
opments resulted, it can still be argued
ithat the method was new and that
many who had been ropelled by the
dryness of the previous meetings again
meandered to the golf course, oblivious
of the drastic change in methad.

The alteration was re-enforeed by
the enthusiazm of Roy Osgood, Chicago
banker, the retiring president. Mr.
Usrood' is averse to steam

il msgociations can got their members
to speak as candidly on the convention
floor ns in lobbies, %he dramatic value
of such congresses will be tremen-
douely heightencd, althourh possibly
at the expense of dignity.

One reason why the clash of opin-
fon at the sessions this week did not
become more intensitied is that the

members of the Investment Bankers' |
iousness of |
in agree-|
of |

Association have a con=eion
kind, and are more or less
ment regarding the
making politics and con-
tribute to the stabilitv of investments,
Where men of the same fundamental
outlook gather, the chances of difTer-

desirahility
economics

ing on subjects relevant to the conven- |

tion are minimlized.
Suggested to Speakers

If the principle of getting auil sides
of a guestion aired is carried to a
lngical—or possibly an illogical —con-

clusion, the asseciatimn would invite
as speakers to the next convention
sucn. men &5 Fugene V. Debs, A, .

Townley, Senator Hivom Johoson and
~to vary the program— Georre Graham
Rice, These men, each from a diffi-

cult angle, indulge in philosophies and |

methods ineonsistent with the seheme
of things which investment bankers,
the makers and fashioners

ties, glorify Speakers of this extreme
stamp, il invited to stpplement the
more eustomarv tyvpe, would at leaszt

rowse the bankers to vigorous debate, |

| Division Qver Sales Tax |

arnd the intellectnal exercise might
have fruitfaul resuits.

BHowever, it is well to chronicle {or
rurpeses of record that Matthew Wall,
vice-president of the American Pad-
ceration of Labor, was hizsed last year

for expressing unpopular sentiments

before a body of business men whom
he was invited to address,

At any rate, by the turnabout in con-
vention technique, the invesiment

; ] i : en, 25 the Interstate Uommerce Com-
bankers have just held their most in- [C°0: &8 a
teresting sessions, ns well as the most | 115300 has tentatively recommended,

largely attended. Eight hundred dele-
pates and alternates were in attend-
anee. .
Honored by being the first Southern
city chosen as a meeting lace, New Or-
leand, as a eorporate entity and as &
body of individuals, gave new meanin
and wvitality to the much
Southern hospitality. As the country
Journalists sav, every whim of the del-
ogates was cared for, The badge of the

spect,
who wore it had a guilty feeling, as
naive natives looked upon them with
adoration as men who

mountains and the construction of
creat cities where before had been wil-
dernesses,

City of Contrasts

New Orleans, which is g munleipal-
ity of conirasts, has passion for
helidays, and the convention days
were seized upon us excuses for Iet-
downs i the world of give and take.
Delegates wandered into the old Fronch
anarter, where local eolor is unblurred.
Shacks hundreds of vedrs oid stand
thore twing time, while only a fow

{§ 40
blocks away are bank buildings and
other modorn  structures that avould
not feel self-conseious if thrown into
the licart of New York.

Despite the picturesque setting;, the
eonvention during itz business ses-
gions suceceeded in opening its vision
to the broader: problems of the nation
25 a whole s3 viewed by the hankers,

In pledging itself more assertively
than ever before to combat BEEIOS-
eively the charlatan in the security

world, the bankers revealed a height-
wned recognition of their moral obli-
gatioms, The war is against unscru-
pulous men who play upen the ava-
ricious impulses of the inexpert; it is
apainst fakers who capitalize Wot air,
who make irredeemable promises, who
tell the truth only i so far as it tends
to help sales. 1In striking out against
the swindler, the legitimate dealer per-
coives the need of keeping his own
skirts immaculate, of imparting high
atandards of conduct to every cog in
the machine by which he acts as inter-

mediary between borrower and lender. |, throughout the entire country. a|gr of any othur comprehensive pra-|war which was fought for them, as
]

pect for the Tn-| posal for railroad consolidation that| well ns for ourselves, und that the

Prefer Fraud Acts

* The investment bankers have come
to realize the need of a more positive
attitode of opposition againgt the de-
‘ceiver. Althowgh the convention has
exprossed no formal oppesition to the
cantinuance of blue sky acts in the
ttates where they already are in force,
the investment bankers by far prefer
fraud acts. Modeled after the English
companies' act, the latter type of law
gives much freedom as to the varying
tvpes of securities that may be sold,
whereas the blue sky law attenmpts to
#et up standards and limitations. Un-
der the frond act misreprésentation
breomes a erime,

Experience has taught the delepates
that i1 many states laws of both twypes
often fail to protect the public because
‘of tha practical difliculty of separating
the sheep from the gpoats. Prosecuting
attorneys, however good their inten-
tions, usually lack diserimination re-
cparding the more subtle phases of in-
vestment finance.  Speakers at the
~eonvention, therefore, urged that the
bankers voluntarily organize them-
celves into vigilunce committees, mo-
hilizing thedr expert knowiadge for the

. publie good.

Publicity, it is recognized, is n with-
ering force if direeted apainat the un-
serupulous. One of the pitfalls of the
aversge investor is failure to discrim-
inate between houses of integrity and

_counting rooms of thieves, Hbward F.
. Beebe, of Harris, Forbes & Co. of
‘New York, the new president of the an-
soclation, suggested in eonversation
that it wonld be helpful if state bodies
would publieh from time to time lists
of firms guilty of fraudulent practices,

New Code Set Up
. In conneetion with market place
,ethics, the representatives of the money

“lenders set up a new code of practices

for dealing among themselves. Al-
ready the assoclation had accomplished

1

roller |
metheds and used the force of his!
office to woo an expression of what the |
delegates veally had on their minds. |

of securi-|

| er. who suggested to the convention a

|
| public operation of the carriers,
| railway
| that the Railroad Labor Boeard be co-
| prdinated with the Interetate Com-

E | merce Commission and argued that it

heralded

The newspaper correspondents [ inv
re

| repeal the eclanuse,
cauzed the|

badiding of railroads, the tunneling of |

Iheing amended and 1

3

mbuch in this direction. The subject
involves ecene-shifting behind the cur-
tain of public interest.

Despite 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
vet emotion was not dead. Two at-
tempts were made to ride, like Panl Re-
vare, through the lanea of sleeping
America to rouse folks to tho serious-
ness of eonditions.

First, the bankers sought to get the
nation excited nbout taxes. There i &
feeling that Congress in preparing the
new rovenue hill has faced a lack of
general publie interest, although spe-
cial groups seeking special exemptions
have been couspicuously srticulate.
The bond men feel profoundly that the
revenue bill{ which ia scarcely more
than s mitigation of the hardships
caused by the 1918 measure, is wrong
in principle and burdensome in prac-
tice.

The only remedy for the ataggering
load that the financiers here could per-
ceive i® ruthless economy. And, as!
long as the task of paying Talls primar-|
| ily on the relatively few rich, say the
| bankers, the populace is scarcely likely |
| to elamor for thrift in government ex-
penditures, And, until thoy do, the|
delegates foel Congress s unlikely se- |
riously to take up the subject of defla- |
tion of public expenses. The way out, |
it was suggested, is through the sales|

tax, which will give a1l free men and!

| women an equal epporinnity to con-

tribute to the public putrse. The sales |
tax would tax spending and would en-|
churage saving, its advecates point out,

And yet the multitudes are not shont- |

tax. Although Senate sentiment was !

| reported to be drifting to such #n im-
| post, Representative Fordney warned !

again that the House would nut stand

{ for it, and it was apparently defeated |

for the present in the Senate yester-
day.

The hankers would have o system of
taxation which would clear the arteries
through swhich capital flows, They
would strike out supertuxes and excoss |
profits taxes, which, they say, chill
initintive &nd discourage enterprise, |
They would instead seek to make the
idle vieh pay, who now escape a share
of their responsibilities hy purchazing
tax-free securities, Federal, state and|
munieipal.

Secondly, an effort was made to get |
folks to envisage the guestion of rail- |
road mergers as a pressing, burning
issue, John E. Oldham, Boston bank-

plen  for consolidnting the carriers
into thirteen systems instead of nine-

contended that unless railroads are
selentifieally merped private owner-
ship was bound to be superseded by
i The
commission ashked

securitios

k-4

them as slrong romls,

Regrouping of Western
Carriers Regarded as
Fairer Than I. C, C.’s;
Would Group Many and

By William E. Hooper
HE plan of railroad consolida-
tion prepared by John B, 0Old-
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 strong railvoads, in so far as the
larger roads is concerned, is a dif-

—%

Have Only 14 Systems |

Financial Structure Important Feature
In Banker’s Consolidation of Railroads

| How a Banker Would Consolidate Roads

subsidiary ns follows:

falo, Rochester & Pittsburgh,
Pennsylvania System,

Francisce.

Northern Pacifie, Burlin
Southern,

ference in the capitalization of thel
COMpPAnies, |

To prove this assumption Mr. Old-
ham divides the larger railroads of the |
country as between strong wnd wenk!
roads, basing his division on the pay- |
ment or non-payment of dividends, In |
Group A he places thw large “Toads |
which are payving dividemds and classes
In Group B he
pots the non-dividend puying roads and
elasses thom as weak, In additien he
deals with two other clusses of weak
roads, the short line railronda and the
New Fngland railvoads,  Under thia
method of division it is found that 40 |
per cent of pre-war traffic was handled
by strong roads, 25 per cent by “weak’
large roads, 10 per cent by the smaller |
and short line roads and i per cent by |
the New England railroads,

Same Characteristics |

Mr. Oldham's basic contention is|
that the strong vouds and weak reads

Y p i , { handle similar traffic; that the propor-
| ing for the privilege of paying a sales |

tion of income: which i2 obtaimed from
different classes of traflic iz about the
same; that the rates are substantially
the same, and that the proportiem of
revenug expended for operating (trans-
portation ) eXPeNEeS, maintenance
charges and dishursement to security

| holders is about the same, and were

Bboth weak and stronge lareze roads capi-
talized on the bagis of their gross carn-
ings there would be little difference in
the rate of veturn earned on the capi-
tulization of either. The difference be-
treen the weak and the strong roads is
that with the strong roads the aggre-

| gate par value of all obligations and
- stoek iz 3407 per dollar of gross pper-

ating income and that the par of all
ohligntions and stock of the weak roads
is 8708,

Granting that Mpe, Oldham's division
of roads us between weak and strong is
# correct one, and fhat his method of
arriving at maintenance charges does
not invalidate his argument, the fipures
bear him out. The ton mile rate and
the passenger mile 1ate of the two

per ton mile for the strong roads.
.19 mills for the weak roadggand 2.08
cents for both wewk and strone road:
per passenger per mile. The only de-
tided difference in chargcter of traffic
iz the differenee in the proportion of
agricultural products and of manufac-
tures, Of the total tonnuge of the
strong roads 19.2 per cout is furnished

would be dungerous to cut rates with-
sut redacing wages. It asked Congress

| to continue the provision of the trans-

: ortation aet defining 6% per cent t
banker was z signal for honor and re- 15 £ o

§ per cent earnings on the property
vestment of the carriers ®Bs a fair

turn, There has been

The experts on industrial and puh-
lHe utility =ecurities asked that in-
vestors give some attention ta stocks
of the highest type,

I Progress Being Made

In Averting Defaults

Committee on Municipal Securi-
‘ties Finds Prestige of Bank-
ers’ Organization Increasing
The report of the Committee on

Munieipal Secuvities says, in part:
“The annual report of the chairman

of the municipal sceurities commitico

consists for the most part of a com-

pilation of the municipal bond luws
passed by legislatures this year,

“Our municipal bond laws are eon-
;atantly changing; existing laws are

i 1ew laws are sdopt-
rad every time & Legislature meets, and

it would be impussible to keep the
work revised to dave. The constitu-
tional provisions for is:iing anuniei-

pal bonds vary so In dilterest states
| that no uniform law ean be framed
|that would meet these constitutionsal
requirements,

althierwise, have been in more constant

| fying to find how often we are ahle
| to be of real assistance in these matters
{after the efforts of the interestesdd mem-
I ber have been fulile.

| most wholesome res
| vestment Bang‘.rs' Association, and in

many cases where the officials of the
|issu_ins‘: community have shown a dis-
| position to ignore requests for pay-

the aid of loeal bankers, commercial
clubs, merchants or others who have
pride in the credit of their community
lto enforce prompt pavment. This is
one of the most valuable services that
| the municipal committee can
and we hope all members of the asso-
cintion will avail fthemselves of it
whenever the oceasion requires.”

Authenticating Foreign
Securitics Here Urged
A, H, Wiggin, chairman, submit=

ties Committee, extracts from which
follows:

“The question of the authentication
of securitica rvepresenting interual
loans of foreign governments is per-
haps the most important matter now
under consideration by your commit.
iee,

“Mozt of these securities are written
4n the language of the country of their
origin, and, as many of the investors
in this eountry are unfamiliar with the
different languages in which the 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 Huch securities, if some offieial
governmental agenecy csn be estab-
lished to authenticate such jsaves,

“Your committee has taken thiz sub-
jeet up with the French government.
If your eommittee receives any en-
courngement the same subject will be
pursusd with other governments, Your
committee begs to report progress in
this matter.”

agitation to |

: - g |
_ “The committee's services in work- |
ing out defaults, both temporary amd |

demand, and it is surprizingly prati- |

ments we have bcen able, by enlisting |

render, |

ted the veport of the F-n'z-'i'y;r. Seeuri- |

by produets of agriculture and 17.02
per cent for the weuk roads. On the
strong roads manufactures furnigh 18.9

| per cent of the total tonnage and on
|

the weak roads 182 per cent.
|
ipenses and taxes, excluding mainte-
| mance, ¢ongume 41.1 per cent of gross
revenue and on the weak ronos 408
per ecent.  Now, howaever, Mr. Oldham.
to arrive at his rate of return on
capitalization, assumes that the weak
reads spend as much for maintenanee
per dollar of gross revonus as the
strong roads. This dourse, iz not
in aceovdance with the facts, hut ri

af

Oldham's argument iz that the facts
do nof invalidate the point he is try-
ing to prove. In other womnds, that

| Pittsburgh &

groups are much the same— 812 mills
P

On tha strong roads operatine ex-

Naorthern and Missouri Pacific.

apolis & St. Louis.

The propogal made by John E. Oldham for the consolidation of American
railronds contemnlntes the forming of thirteen primary systems and one

New York Central and Central of New Jerzey,

Buffale System, including Erie, Wabash Lines East, Pera Marquette,
New York, Chicago & 5t. Louis, Delawara & Hudson and Lackawanna, Buf-

Baltimore & Ohlo, Reading and Lehigh Valley,

New Englind System, including New Haven and other principal New
Fugland-roads (the subsidiary system).

Norfolk & Western, Chesspeske & Ohlo and Virginian.
Atlantic Const Line nnd Louisville & Naghville,

Sonthern, Seaboard Air Line and Florida Ei-
Great Northern, Chicago, Milwaukee & St. Faul and St. Louls & San

gton, Denver & Rio Grande and Eanaas City
L]

Unlon Pacific, Chicago & Northwestern and Missouri, Kansas & Texas.
Atchison, Topekn & Santa Fe, Texas & Pacific, International & Great

Southern Pacifie, Rock Island and St. Louls Southwestern.
Ilinoin Central, Minncapolis, St. Paul & Saulte Ste. Marie and Minne-

Cuaet,

: 3
Delaware & Hudson; Delnware, anklltry through which 1t passes.”
awanna & Western; Buffalo, Rochester | Buffalo system of Mr.

& Pittsburgh; Bessemer & Lake Erie,
West
Joliet & Esstern and Bufful, & Sus-
guehanna, Mre, Oldham’s ob; el is to
form A system which shall compete on
even térms with the New York Cen-
tral syatem and the Pennsylvania sys-
tem. Purely from a banker’s point of
view ithe merging of the treasury and

£

Virginin; Elgin, |

credit of the Delaware & Hudson; Dela- |

ware, Luckawanna & Western and Erie

goes far to accomplish this purpese. |

H¥rom an operating point of view the
Buffaly Hvstem, as Mr. Oldham calls
hig Systein No. 2, would appear to be
by no means a8 gtrong ns the New York
Central,

System No. 3 congigts of the Pennsyl-
vinig systenmt ns eonstituted to-day,
practically.

At a Disadvantage

Systemn No. 4 eonsists of the Balti- |

more & Ohio, Phil
Ann Arbor, TLehigh
Marvyland and two or thren
ronds,  The addition of the Western
Maryland to the Baltimore &
would give it certain operating advan-
tages; under unified government oper-
ation the Baltimore & Ohio used cer-
tuin parts of the Western Maryland
advantageously., Mr. Oldham himself,
however, recotnizes that this svetem

Western
emaller

Yalley,

ladelphia & Heading, |
| New

(Vhio |

would be in o pogition te eompete for |

Western busineas “less advantsgeously
than the other three gvstems because
of its less diveet lines, and nlso be-

canse of the {topography of the coun-!

More Intensive
Action Against
Fraud Schemes

Eliminate Tax

Government and Siate Co-

operation to Curb Stock
Promotions, Especially
in Misleading ““Ads™

Julian H. Harris, of Harrig, Small
& Luwson, Detroit, read the report
of the Commitiee on Taxation, ex-
traets of which follow:

“Our wssociation was one of the first
rublicly to recognize the need of ¢ljmi-

nuling the excess profits {ax as o peace- |

time weasure.  Your committes is
thoronghly in acvord with thiz, We
feel that the provisions of the prezent

| the weak roads could spend ns much | law in that regard, while they may

on maintenance as the sirong ’rlnmla.
and if they ecould do it it is fair te
assume that they do so for purpose

eapitalization,

Consolidation Necessary

My. Oldham considers the various
methods of equalizing the income of
wenk and strong roads und comes to
the conclusion that consolidation is
the only method, He does net, how-
pver, discuss tho obyious v
of permitting or forcing rt-c.-ui\fnr.f-.‘hm
of the weak roads and a rn-t’.ap:lahzx}—
tion of those companies on a basgis
which nceording to his theories would
muke them stroug ronds, Instead he
proposes a consolidation of all r(:fuls
into thirteen systems, and a New
| England railroad system which is fo

be jointly controlled by four of thel

trunk line systems.
This handling of the New England

Commerce Commission by the report

| we know of. .
Tnder Mr. Oldham’s nlan E?.ystmn_‘l\.a.
1 is to coneigt of the New York Cen-
tral Systom 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 My, Oldham adds 11\1;1 Cen-
tral of New Jersey. ‘.Tnd_nl' ,thv Inter-
state Commeree Commission’s plan thae
| Central of New Jersey was piven to
‘the Baltimore & Ohio-Reading-New
{Haven system. There can he I[lt—
tle doubi that the New York Cen-
Ttral would be much better sdtiz-
fied with the Oldham lay-out than _“‘11;h
the Interstate Commérec f_‘.lt_ummssmu 2.
The New York Central officers wonld
Ipruhuhl\- agree heartily \l'l't.h M:. Old-
ham that giving the New York Central
phe Central of New Jersey wouhljlgl\-o
the New York Central “a share of the
anthracite business of the country
and make a better distribution of suc!ll
business among the Eastern systems.
System No. 2 in the Oldham plan con-
sista of the Krie, Wabash, Pere M:}r:
quette; New York, Chicago & St Louis;

Turn in Business
Here, Bankers Think

The investment bankers, though
predicting no immediate Jleapa
into easy prosperity, were of the
opinion that natienally the turn
upward in buziness had come, and
that the curve woald be steadily
upward, Since July the seclling
of bonds has been in a rising,
active market and investment
brokers are complaining only of
an inadequacy of supplies.

alternative’

| not beur as heavily st this time in

meney payment as the new proposed

of determining the rate of return on|1d per cent fax beeduse of our de-

pressed business condition, do, never-
theless, in normal times taxz almost
to the peoint of destruction that ele-
ment of profits which is and should
be the insurance against riz-»ib without
which ecapital cannof be uced to
promote legitimate husines..
! "We do not think it necessary to go
further into the evils of the present
| methads of ecorporate taxation, =ince
[ we believe that the country has reason

taxation will be abandoned,

“Your committee feels that the ques-
| tien of vefunding is sufficiently mer-
mane to the question of taxation to re-
guire some gttention in this report.
Uonsideration of the question of re-
| funding the carly maturing ohligations

| copa with

This
Oldham's rough-
ly ecorrespondd to s combined Eric
(Syatem No, 4) and Lehigh Valley-Now
York, Chicago & S{, Lounis (System No.
5) of the Interstate Commerce Com-
mission.

New England

The New England system, which ia
to be eontrolled Ly the four systems
just outlined jointly, is to consist of
the New York, New Haven & Hartford,
Hoston & Muaine, Maine Uentral, Rut-
land & Bangor, Michigan & Aroostook.
In his treatment of the New Linglund
situation Mr, Oldham facee the fact
squarely that the New England roads
cannot maintain their credit and oper-
ate under rates made for roads more
fuvorably situated, nor ean they have
higher rates, hut, Mr. Oldham argues,
Now England, with her enormous fae-
tory development, is of importance to
the rest of the epuntry, and that the
Fngland railroad

sstate Commerce

problem is g |

mitler of eoncern nol only Lo the pub- |

lic of New England, but to the country
At %_nrgrﬂ. He seuarely faces the {act
tlia

crument st the present time [hy the
&

ate operation; their
willi evenlually lead Lo government
gwnership.™  Mre, Oldham,
places this burden of private operatinn
of the New England railroads jointly
un the four great trunk line systems
which ke has Tormed.
actly analogous to the argument pre-

nr

Exompt Bonds
To Aid Revenue

Abnormal Flow of Capital
to Municipal Securities
lllustrates Evil of Sys-
tem, Says the Committee

The Fraudulent Advertising Com-
mittee in ils report to the eonven-
tHon, said in part:

the "enormous debt due the pove |

¢ BEngland railvpads | is a menaee to |
continuange |

therefore, |

It iz almost ex- |

Oldham Divides Lines on
Basis of Strong and
Weak Capitalization;
Not Particular About
Retaining Competition

sented by the New England railroads
in their request to the Interstate Com-
merce: Commission for a higher revi-
gion of the through rates into and out
of New England. .

The New England system would have
6,003 miles of railrond and $21,088
gross revenue per mile, System No, 1

would have 13,678 miles and §21,982
pross per mile,  System No, 2, the
DBuffele system, would have 12,004

mileg and $20,988 gross per mile. Sya-
tem No. 8, the Pennsylvania, wonld
hitve 11,384 miles end 536,481 gros4 per
mile, and System No. 4, the Baltimore
& Ohio-Reading, would have 2266
miles and §26,004 gross,

In forming System No. 5 Mr. Oldham
departs radically from the principle ad-
hered to both by the eommission’s nlan
and the Ripley sugpestions. in that he
Lolilly disregards the elimination of
competition entirely, He combines the
Chesapeake & Ohlo with ite controlied
Hocking Vallew, the Norfolk & West-
ern, the: Virginin and the Careling,
Clinchtield & Ohio. There would be
distinet operating advantages to be
gained, but the principle of preserving

| eompetition as laid down in the trans-
| portation act is entirely disregarded.

The result of such elimination of com-
petition would probably he felt pri-
warily in the counl 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-
Commisgion formed
two competing soft cosl systems.

Svetem No, 6 s a 12,.205-mile system,
consisting of the Atlantie Upast Line,
Loutsville & Nashville. Naghville, Chat-
tanoopn & Louis, some other
smaller roads and half contrel of the
Chigngo, Indianapolis & Lpuisville.
Givinge this system half control of the
Monon would perpetuate an
ment which is now in existence, and
whieh, in the opinion of a good many
vailrond men, has never worked sarig-
faetorily., The joint control of the
WMonnn by the Southern and the Lguis-
ville & Nashville naver resulted in
the Louisville & Nashville using that
ontrance into Chicago.

A Weak System

System No, 7 is the Southern Rail-
way, its affiliated lines, the Florida
Fast Coast and the Seaboard Air Linse,
which form a systefl of 14512 miles,
with average gross earnings of §10,145
a mile, Without recapitalization of
hoth tho Southern and the Seaboard it
is difficult to see where Mr, Oldham is
Lo gret the eredit which he deems es-

| gentinl for each of his systems.

| performed by

“During the year there has heen a |

much greater realization on the part of

hoth investors and investment bankers |

of the sums of money lost through
fraudulent promotion, Various elforts,
‘romn those of individuals to those of
national legislution, have been made Lo
this inecressingly
problem.

“Your committee has been in receipt
of complaintz of members located in
various parts of the country that cer-
tain promotions spread broadeast wore
fraudulent in their nature and misvep-
resented the facts. Eiforts have heon

made to check these back to {heir
sourea and the results have demon-

difficult
| Hp

The Transcontinentals

System No. 8 combines the
Northern, the Chiengo, Milwankes
=t Paul, St. Liouis & Han Francisco and
i half interest in the Chieago & Alton.
My, Oldham is in sgreement with the
Interstate ‘Commerce Commission
giving the 8i. Paul to the Great North-
ern to perform  the funetion now
tho Great Northern's
Chicago, Burlingion & Quiney, but
gors one step furiher in that he com-
Iines o transcontinental and a Soulh-
western systom o the Frisen).

Like the interstate Commerce Com-
mission, the Oldhim plan gives the
Northern Paeific the Chicago, Burling-
torn & Quincy, but adds also to it, to
form the Pystem No. 9, the Chicago
Great Western, Denver & Hio Grande,
Western Pacific and [ansas City South-
orn. Wherens, therefore, the Interstate
Conme Commission's plan made the
chief eompetitor of the Union Paecifie

Lireat

the newly created Atchison system
(the commizion plan gave the Atehi-
aon. the Denver & Rip Grandeg the

Western Pacific and Celorado & South-
ern) the Oldhum plan makes the Bur-
lington and Rio Grande the newly set-
strong competitor of the Union
Paeific,

Ay in the Interstate Commerce Com-
mission plan the Chicago Northwestern
and the Unien Pacitic are combined,
and this eombinaiion, torether with a

| hal{ intereat in the Chicago & Alten

| and

| strated to your commitiee that the best |

1 to feel gasured thut this method of | the bettermont of #

be

results
Broups,

can obtained by local

u full interest jn the Missouri,
Kansas & Texas, forms System No. 10
tnder the Oldham plan. This plan,
howsnver, recognizes the fact that
conceded by nearly every railroad mman
who koows the transcontinental situa-
tion and pives to the Union Pacifie the

“As an effort to co-ordinaln all a:.|1'|f~-'('"l=‘f'5l Pycifie,

the various agencies now working for
nancinl advert
Richard H. Lee, special counsel of tho
vigilance committes of Lhe Associuted
Advertizing Clubs of the World, hos
heen doing splendid work, sueh as so-
euring w number of econvietions of
fraudulent promoters, and has heon the
means of stopping NeWspaper sdver-

of the government has led us to the | tising of many others whe have bLeen

| Iy sound and humanely jusl to the ex-

| eponomie soundness of the same is fur-
{ ther emphasized by, the desirability of

present already overburdened

period
of reconstruction.

Nevertheless,

wie |

lof+ W. Z. Ripley, professor of eco-'tent that it spreads over the present
[ nomies at Harvard University, on and immediately suceeeding genera- |
There seems to | which the commission's plan is based, | tions the necessary burdens of the

foel that It is nelther sound cconomy |

nor elemental Justice to pass on Lo
future generations any present un-
necessary extravegence, and we are of

the opinion that the whols question |
of refunding should swait the actual|
| effecling of economies, promised hy the
| present Administration. The outstand- |

largely absorbed by whaot may be called
investment money. The country is te
be congratulated upon the way this
| has been hundled, and the hopa may
| be reasonably indulred that the pres-
ent fquidution is sufficiently advanced
s Lhat there nay be no danger of
these certificates being thrown back on
the hands of the banks. If this ju =g,

ing Treasury certificates are at prosent |

there is no pressing need for refund- |

mng.

"Your committen is Heartily in se-
cord with the position slready taken by
the association in regard to doing
away with tax exemptions on the in-
coma from munigipal bonds thereafter
iasued, We understand the position of
the mssoclation in that regard to in-
clude the provision that the same
should be dome In an orderly manner
by constitutional amendment, which
should include a reciprocal right to the
states to tax the income from Federal
securitiea, with proper safeguards on
both sides against the power to destroy
which is always inherent in the power
10 tax,

“Nothing illustrates the evils of the
present system of taxation hetter than
the abnormal flow of capital to muniel-
pal securities. They should be ah-
sorbed by institutional buying and by
the investment of trust funds, while
business enterprise shouid be abile tn
draw upon large sccumulations of canpi-
{ tal which should be encoursged to take
the riska incident to business progress.

| ehants
| Angla-C

| The eapital is

situation is distinctly different, fromfollowing conelusion: We belieyve that|about to engage in such fraudulont ad-
anything suggested by the Interstate | the poliey of rvefunding is peotiamical- | vertising,

“As alveady indieated, the large
amounts obtained from innaeent in-
vestors by fraudulent promotions have
Lrought the attention of Congross to
the subject, and national lemislation is
now pending in the House of Benre-
sentrtives. While this subject will ha

. . | treated by the legislative committee,
i removing @ part of the strain from the |

who have spent muel time apd effort
in the r?nttor, jt‘seema enly proper
to necord the opinion of your commit-

tee that national legislation should he

along the lines of a ‘fraud act' ruther
than along the lines of the so-cailed
Denison bill as introduced in Congress,
which aimply perpetuates angd puts the
national government belind the blue
sky lawa of various statos, Meny of
these laws and regulations do not co-
ordinate, and the passage of this bill
would bring abeut an almost impossible
situation in handling legitimate in.
vestmoent business"

“In the abzence of a sales tax, which
seens to your comnilittes s Very romate
poszibility at this time, the next veve-
nue law will be merely a pevision of
the révenue act of 1918, and will Jeave
the_uuuntr_\' committed to a tax on
vrofits and inconmecs for approximately
80 per cent of its revenue, The ex-
penditures for the fiscal year ending
June 30, 1022 are estimated by (he
']reasqry at $4,084,000,000, Customs
and miscellaneous non-tax receipts will
vield, it is estimated, $762,000,000, 1eav-
ing £3.272.000,000 to be raised by in-
ternal taxes"

Propoese Anglo-Chinese Bank

Ihe conclusion of an agreement he-
ween the Acting Minister of Finance
of Chinn a
Yor the establishinent of an
An, hinese hank is announced in
The Lendon and China Telegraph.”
I reported to have been
fixad at £3,000,000, and [t has been pro-
vided that the British merchants ahali
advance loins to the Chinese at an an-
nual interest rate of 8 per cent. The
bank is to have the right to igaue bank
notes and to aet as an agent for gov-
ernment honds and loans, for which
the Chinsse group shall be responsible,

*

nd a group of British mer- |

ising, | D&

System Noo 11 ds the Atehison, To- |

4 & Sanle Fe, Texns & Paeific, half

interest in the Chicago & Tastern
[Hinais, full interest in the Interna-

tional & Great Northern and the
Missouri Pacific, It would appear that
in forming Systems 8, 10, 11 and 12—
12 being the Southern Paeifie, Chi-
cago, Rock Island & Pacifie, Fi Paso &
Southwestern, St. Louis Sputhwestern
and half interest in the Chicago &
Fastern Illinois—the Oldham plan
dividez up the southwestern and trans-
continentnl road among systems far
mate equitably than did the Interstate
Commerce Commission’s plan,

The Last System

The thirteenth system consists of
the lilinois Central, Minneapolis & St.
Louig, 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-
sidinvy of the Canadian Pacific, to the
Tlineis Central, it is possible that the

Oldham plan  strengthens American
railroads as against their Canadian
competitors,

My, Oldham comes to the conclusion
based on combined tfigures for each
syetem for three years, June 30, 1915,
to June 80, 1917, that his grouping lhas
eroated svstems “of about the same
aize and earning power; that the sev-
eral systems competing in the same
distriet obtain their earnings from
passenger, freight and wiscellanecus
traffie 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 per
passenger mile was substantially uni-
form, and that under these conditiona
similar results from operation were ob-
tained by all systems which competed
with each other.”

South to Benefit
By Bankers’ Visit

As a result of the visit of the
investment bankers to New Or-
lzans the South will at least zenti-
mentally play a more impertant
part in the counting-room ealeu-
lations ' Northern hankers.
Actual first-hand observation
gave the delegates an interest and
confidence in the district which
the reading of cold balance sheets
could mever stimulate,

nrrangs- |

& |

in |

is |

: Security

Fashioners Tr_y

To Make Wares Attractive

Committee Reporis

on Several Classes

of Issues Contain Many Interest-
| ing Dis cussions

during the year.

formed one of the more practical features of the conventicn. These
dealt with industrial, railroad,
securities. Development of protective measures for the benefit of koldery’
was-stressed in pointing out the tremendous volume of such financing dong

REPDRTS of several committees on different classes of s curitios

foreign, municipal and public servipg

lie 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

lcammitt{ee said, was demonstrated dur-
|Eng the recent business depression.

| Safeguarding Security

| Holder Being Stressed

Progress in Developmeni of
| Protective Measures Duiyng
| Year, Industrial Croup Finds

Huarold Stanley, chairman of the
| Industrial  Seeuritiecs Committee,
';su.bm.iited a veport, extractz from
| which follow:

“Judging from available figures, the
| year 1920 broke even the 1919 record
| for velume of industrial financing, and
| the comparison is still more impres-

bonds and notes.
mates, industrial companies furnished
less than 20 per cent of the amount
of new bhond and note issues sold dur-
| ing 1915. The percentages in succeocd-
| ing vears have been roughly 30, 30, 37,
]40 and 85 in 1920,

“Tven

though commodity pricas
should retrace their course to “nor-
mal,” meaning vaguely the Pre-war

level, it does mot necessarily follow

that the volume of industrial financing
will correspondingly deeline. In this
| eonneetion it is noteworthy that more
thzn one-half of the 1720 financing
| came in the second six months, after
the change in price trend. This ap-
parent parpdox is explained by the fact
that the:decline in sales and conse-
quent hacking up of inventory more
than offket the effect of falling prices,

needed,

“The report of this committee for
1920 referred to the covenants which
have been evolved for the protection
of the segcurity holder. From this
standpoint the current period of re-
aetion has a very special interest as
affording the first real test these cov-
enants have reeeived, It should he
remembered that industrial financing
as we know it is the result of evolu-
tion, and the note issues and protected
stocks with their technical provisigns
are u comparatively late development.

“However, certain difficultics and in-
adequacies have come to light. As men-
tioned in our report of 1420, the lack
of satisfactory enforcement clauses—
especially in preferred stock issues—
has tended to nullify the protective
provisions. In some cases the respon-
sibility of the trustee sits muoeh ton
| lightly. In certain jesues the actual
ratio was at fault—either so high as
to hamper the company unduly in its
normal seasonal swings, or so low as to
aftord no veal factor of safety. There
hava also been errors in definition of
eurrent assets, for example, the inclu-
sion ef advances ‘to subsidiaries or
stocks of subsidiary or afliliated com-
panies when sueh items ure not really
lguid. In many cases there has been
ng proper saferuard against contingent
liabilities. Tao frequently tha cove-
nants have been so complieated and

ambiguous as to tax the patience of |

the borowing company and the trustve.

is now more generaily realized that
this vital part of an industrial balanee
slievt requires more careful study. Foy
exumgle, it has been customary to pro-

or market, whickever is

lower” and

but the same considerstion has not al-
ways heen given to the faet that in-
ventory sholld be Ffuirly balanced and
bear a proper relution to the volume
of sales.”

Railroads’ Securities

Still Reflect Anxiety

Amendments to Transportaiion
Aet Needed to Improve Credit
and Remove Uncertainties
Pierpont V. Davis, chaiyrman, sub-

mitted the report of the Committee

onr Railrond Securities, extracts from
which follow:

“The railroad problem 13 still with
%, but not because the transportation

!1.]

act is a failure. The first year's test,
however, demonstrates the need of
amendment,

“The railways' troubles in the last
twelve months were brought to a head
by a shrinkage of earnings caused by
4 decline in traffic so rapid that ex-
penses could net be reduced propor
tionately. The result has been that
instead of earning a 6 per cent return
on the value of their property the car-
riers of the country earned only 214
per cent since the termination of the
guaranty pericd. And this scanty re-
turn was obtained only by a curtail-

the physical condition of roadbed and
equipment, generally speaking, has de-
teriorated.

“In 1914 and 1915, when the percent-

age of return on the investment
dropped to about 4.20 per cent. approx-
[imately 35,000 miles of railway wers
qurced‘ into receivership.
calamity occcurred in the last twelve
\months is due, in considerable meas-
ure, to the fact that the Interstate
Commerce Commission has made wise
and effective use of the $300,000,000
rovolving fund which the transporta-
tion act created.
| “"Recent railway earnings have
| shown considerable improvement. But
| if the carriers mre to hold their place
[in the investment markets the better-
ment in earnings must run eonsiders-
bly Turther, and there mugt be definite
deflation in the costs of operation,
, “These &sts are comprised chiefly
of fuel, which absorbed 11 cents aut
of each dollar of gross in 1020: mate-
rials und supplies, which tonk a fur-
ther 17 cents, apd labor, which received
G0 cents, u total of BB cents. Contrast
those figures with the rutios in 1915,
when fuel took 7 cents, materials and
supplies 1215 cents and labor 41 cents,
a total of 6014 cents,

“The next step toward a return to
normal operating conditions should be

-

The New York transit commission's®
plan was discugaed briefly in the pub-tional agreements, which compel

stability of this class of securities, the

sive il confined to fixed obligationa— |
According to esti- |

i Py |
and ocutside assistanee was therefore

| applieatipn to sell bonds and t
“An outstanding weakness has ap-|
peered in the inventory account, and it

vide that inventory be valued “at cost

prices have been carvefully scrutinized, !

ment of maintenance so drestie that

That no suach |

the abolition of the improvident LR

—_—

the
|employment of unnecessary men ang
are rexponsible for cxtravagances i

pay.
Most Important ltem

“As wages are the most important
itemy in opersting expenses they be.
come the determining factor in the
[ leve] of rates: the division of authorjty,
therclore, between the Labor Boardang
|the Interstate Commerce Commissian
constitutea the fundamental wesknass
in the transportation act, The best of-
| forts of the commission to stabilizs
I credit and encourage economic munage-
ment can be and have been nullified by
the decisions of thia totally unrelsted
| beard. An amendment to the act to co-
| ovdinate the work of the Labor Heard
with that of the Commerce Commission
18 recommended,

“We belicve that the whale railwar
industry will ke on & much sounder
| basis when it is possible to reduce
rates, and it is probable that redue-
tions when made will contribute iy
some degree to improvement nf peners!
business; buot substantial and etfertive
decreages in railway operating costs
are the conditions precedent to any

! rate reductions.

|  *As we hzve pointed out, ths funds-
mental importance of the transporis-
tion act Lo the investor lies in ils man-
erce Comi-

date to the Interstate Com
| mission to adjust rate sche
| will wvield a fair return en

| mate value of railwey property. After
Mareh 1, 1922, the statutery definition
of what constitutes a frir rcioen ex-
 pires, and the determination of'the rale
15 left to the diseretion of the com-
mission., Amendments to the trane
| portation met have been introduced in
| the Senate tp reduece the statutory =te
of return belew 6 per cent. Your com-
mittee wishes to go on record zs op-
posing & return of less than 6 per cent,
believing it would be unfair and cer
Itain tor underming 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 Com-
| merce Commission’s plan, recently

publizhed, is purely tentative and will
not he made final until protracted
inga have heen held. | If the

adopted, nio consolidations ‘are g

until the final physical valuatior

heen completed, in view of the stipuls-
i1i03-_1 of the law that ths aggregate
capitalization of merped properties
shall not exceed their physical valurs.

“So we are a good many months,
perhaps yesrs, from the beginning of
the operation of this seetion of the
|act. Granted that 8 material reduc-
| tion in the number of railway =3 :
is in the public interest, we regard
| decided apprehension an am
the tranesportation act b wa
make eonsolidations compulsory
it legally poszible. The eficct of
forced consolidations would
niore likely to destroy the credit of
strong road than build up the cre
of the werk., On the other hand, ¢
solidations which flaw from the n
of self-intevest will not jeopardize
credit and will, in our judgment, pro-
duce the more vigorous syste

“The Interstate Comimerce Commis
sion now has full authority over the
issuanee and sale of securities.
ing the lust year sometimes s
and longer have elapsed hetv
time the railroad company

the authority was officially & ;
Such delays are dangerous. If the
securities are so0ld hy the hankers agh-
i to the approval of the Commis-
sion, the investor ie annowved at nof
rereiving delivery of his securities,
and if the gquoted price poes down he
may attempt to cancel hia purchase.
If the sale by the bankers is deferrad
until the Commission. has granted so-

ey

| thority, the market mey hsve disap
peared. In a year of ri prices
there might be no injury iy, but
in & falling market the ra s, the
bankers and their eustomers may be
seriously embarrassed. Doubtless, &
part of the delay has to the
immense amount of work the Inter-

giute Commeree Commission has been
doing. The pgnestion des the
prompt attention of the ( ion
to devise a means of relief. 4

“A summnjary of the conclusions ol
your ecominittes follows:

“The persistence of the r
lem is due to the acute |
preesion and the ensuing 2
ment of prices and labor, and is 1
fleetion on the value and i1
the transportation act, whiel
gard ps o most constructive legisia
achievement.

“The Jubor cests on the railways aro
beyomd? the alility of the industry tc:
meet, and we beljeve the or Hna‘?.
erred in not abrogsting uncond i tionatly
the so-called national agreements,

“Asg wages are the important factor
in the determination of the rate struf-
ture, the functions of the Labor Board
should be co-ordinpted with thoss of
the Interstate Commer o ission,
and we supgest an &
transportation act lToak:

“Railway rates ure sti
bagig @nd should be redue
socn as operaling costs have Dbeen re
duced.  But a too drastic prematurt
|reductiun, in view of the weakenad
cendition of railway treasuries, wonld

be likely to invite disaster.

“When railway earnings fell elose to
4 per cent in 1914 and 1015, receiver
shins multiplied. When earnings &o-
vanced to the neighborhoed of 6 per
cent in 1918 and 1417, recrganizations
were carried out and credit was ex-
| panding. The lesson of railway history
143 clear that the Interstete Commercs
| Commission should continue to ndjust
| rates with the view of permitting @
| net return of 6 per cent, when the de-

termination of such return rests in
| their uncontrolled discretion, that 15
aftar Mareh 1, 1922,

“Consolidations are desirable so long
as they result from the volantary
cction of the interested parties. Com-
puisory consalidations might in many
cases injure instead of restoring the
credit of the railroads coneerned.

“The overwhelming part of the rail-
ways' activities is now [nterstate
fact recognized by the Transportatiod
Act, Any restoration of rogulating
authority to the stats commissions
would hn a retrograde step. >

“Railroads, having already suffercd
from the competition of motor trucks
using highways provided at the ra-
pense of the public, should not in 5-1_-1‘--
tion be subjected Lo competition
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