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INTRODUCTION

Maxine no claim to being a professional
cconomist, I feel, in submitting the sugges-
tions of this paper about several phases of
what I believe to be the world’s most im-
portant economic problem, that I should sub-
mit such eredentials as I have in explanation
of my temerity.

Entering the employ of Cupples and Mars-
ton, Saint Louis, in January, 1867, at the
early age of seventeen, I became a member of
the reorganized firm of Samucl Cupples and
Company at the age of twenty-two. From
shortly after that time until T retired from
business in 1896, a period of nearly twenty-
five years, I was practically the manager of
this company, which, in addition to represent-
ing as agent a large number of manufacturing
concerns, was itself part or entire owner in

several important manufacturing enterprises.
v
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Among others, it owned a controlling interest
in a small cordage company, which as an inde-
pendent producer was an active competitor of
the first great American trust, The National
Cordage Company.

We were not immune, however, from the
effort of manufacturers to evade in those
days (say thirty or forty years ago) destruc-
tive competition through the organization of
pools or combinations, and I must confess to
having been an active participant in that
phase of business evolution. While pools and
combinations were not then unlawful, they
were discriminated against by the courts to
the extent that they could not recover by
legal process damages due to the bad faith
of their associates.

Following this period of pools and combi-
nations came so-called trusts, another phase
of business evolution through which manu-
facturers endeavored, by consolidating their
interests into one large corporation or into a
holding company, to reduce competition and
at the same time develop economies through
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mass production and distribution. This con-
centration of power offered such opportunity
for exploitation as to arouse the antagonism
of the public, resulting in the Sherman Act
and other so-called anti-trust laws.

Retiring from active business at the age of
forty-six, I became interested as the Presi-
dent of the Washington University Corpora-
tion, Saint Louis, in university work; and
since then practically all of my time has been
given to education and similar activities. Yet
I have never ccased to maintain my interest
in industrial problems. Both in the Univer-
sity and in my research activities at Wash-
ington, as President of the Institute of Eco-
nomics and the Institute for Government
Research, I have been closely associated with
professional economists, who, I think, agree
in a general way with the contents of this
paper. Both as Chairman of the Price Fix-
ing Committee during the war, which brought
me into contact with practically all of the
important industries of the country, and as
one of those appointed by the President to
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represent the public in the Labor Conference
in the autumn of 1919, I have had unusual
opportunity to keep in touch with that all-
importént problem, the relation of manage-
ment and capital to labor and the publie.

As the Price Fixing Committee was com-
pelled during the war to deal with the indus-
tries colleclively, they may have been indi-
reelly responsible for some of the energetic
trade associations which are now under
Government criticism. Since the failure of
the National Cordage Company’s monopoly
cffort, I have noted the influences which have
led to numerous industrial consolidations and
to new methods of marketing the securities
they issue, with the result that the great mass
of our industries have been almost uncon-
sciously converted from a management based
on an intensely personal ownership to a man-
agement based on an ownership widely dis-
tributed and therefore almost entirely imper-
sonal. Tt is the far-reaching significance of
this change in ownership which has induced
me to write this paper.
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I am, however, fully conscious of the fact
that many of the arguments advanced have
been much more -eclaborately treated by
others, and some of the suggestions have
heen already adopted by a considerable num-
ber of manufacturers. I simply repeat them
in connection with, and supported by, receent
developments and my own personal experi-
ence.

I would call special attention to the
attached table of industrial and banking
profits. Few managers of industry them-
selves realize that banking under the strictest
sort of government consorship and regula-
tion is netting a larger profit on investment
than some of the most cfficient industries.
Yet we hear certain managers protesting
against too much government in business.
What we need is that stability which pro-
motes efficiency, to be had, not nccessarily
by less, but by better government in business.

Nothing in the paper assumes that any
economic system will supplant the human
equation. We may still have the exceptional
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Henry Ford. The exceptional worker will
become the manager or owner, and the excep-
tional owner-manager will continue to reap
exceptional profits. The paper simply deals
with the problem in its mass relation.

The author makes grateful acknowledg-
ment of the helpful suggestions of Dr. C. O.
Hardy of the Institute of Economics, Wash-
ington, D. C., and of Emeritus President
Charles W. Eliot of Harvard University.
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INDUSTRIAL OWNERSHIP

CHAPTER I

Tar SEPARATION OF OWNERSHIP FROM
MANAGEMENT

WitaIN the last forty years there has been
taking place what promises to be one of the
most far-reaching and significant changes in
the organization of business that has occurred
within the period of modern industrial his-
tory. I refer to the change which is taking
place in the essential character of the cor-
poration as a business unit, through the
progressively wider distribution of the own-
ership of its capital by the investing public.

Going back some forty years to the time
I was most active in business, I find that
practically all the active industries of which

I have knowledge were either small partner-
1
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ships or very closely held corporations.
There were not more than five persons inter-
ested in any of the industries which I man-
aged, and practically all of these participated
actively in some phasc of the management.
In other words, it was a period of personal
management., Ownership and management
were one interest, and no one questioned the
right of the owner-managers to conduct their
business in the way that netted them the most
money so long as they transgressed no law.
Today, on the contrary, most of the owners
of the stock of our leading industrial corpora-
tions have no part in the management of
those corporations. Wide distribution of
securities in the hands of the public has sepa-
rated management from ownership.

This separation of management from own-
ership began to be conspicuous at about the
turn of the century and was a by-product of
what was then regarded as a much more
important change, namely, the formation of
industrial trusts. The tendency to industrial
combination, which became evident in the
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'80’s and culminated about 1900, is familiar
to all. During the four years from 1898 to
1901 inclusive, ‘‘the Era of Trust Forma-
tion,”” more than 300 industrial combinations
were formed, and many others during the
decade jusl preceding and the one just fol-
lowing. Though some of {hese combinations
failed to hold together, the net result was the
permanent transfer of a major portion of
the nation’s manufacturing resources to the
control of the so-called trusts.

Public interest in the trust movement has
centered chiefly in its monopolistic features,
and it must be conceded that the strongest
motive back of most of the consolidations was
probably the hope that they would be able
to restrict output, raise prices, and deal inde-
pendently with labor. But the attainment of
monopolistic power was not the most im-
portant result. Viewed as an experiment in
monopoly the trust movement was on the
whole a failure, partly -because of the vigor
with which public opinion opposed it, and
partly because the market was too big for the
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organizations set up to controlit. For many
years the combinations made less money for
their owners than the separate units had been
making previously.! Xven during the recent
period of easy ‘‘war profits’’ it was not the
great national combinations, as a rule, which
made the most extraordinary returns.

‘What turned out to be the most important
result of the consolidations was regarded at
the time as only an incident, and its full sig-
nificance is not yet gencrally recognized.
Then began the transfer of the ownership of
a substantial portion of the capital of indus-
trial corporations to a wide investing and
speculative publie, a portion which has tended
ever since to grow larger, and is now growing
more rapidly than cver.

The influences which have produced this
change are interesting. There is scarcely an
important industry in this country that can-
not trace its success to the initiative of some

*Dewing, Arthur Stone, ¢‘Statistical Test of the Success
of Consolidations,”’ Quarterly Journal of Kconomics,
November, 1921, pp. 84-101.
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one person. As such an industry developed,
competition often grew keener, and the profits
showed a progressively lessening percentage
on investment. Then came the promoter,
who pointed out the advantages of consoli-
dating a group of competing plants, with
a purpose not only to lessen competition
but also to introduce numerous economies
through large-scale production, allocation of
orders, and improved methods of distribu-
tion. It was argued that thec big business
thus created would admit of such division of
responsibility and authority as would elimi-
nate the risk and uncertainty of one-man
management. It was also urged that the in-
vesting public, who were looking only for the
ordinary return on investments, would pay
a price for consolidated securities which
would net the original owners a good profit
over cost.

The trust movement in the sense of a gen-
eral trend toward monopoly is dead. There
is no indication of the disappearance of com-
petition, either as a protection for the public
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against exploitation or as a stimulus to effi-
ciency. But the related movement for the
diffusion of the ownership of capital is pro-
ceeding at an accelerating rate. It has been
stimulated by the great increase in recent
years in the number of incomes large enough
to afford a margin of saving, by the Liberty
Bond campaign, by ‘‘blue sky’’ laws, and
perhaps by the superior value of tax-cxempt
bonds to large holders. It has been promoted
by the deliberate policy of many large cor-
porations, as is illustrated by the great in-
crease in the number of stocks of low par
value and the splitting of $100 shares into no-
par stocks of lower book value. Within the
last fow years, for example, a number of the
Standard Oil Companies, which were a long-
standing exception to the tendency we are
discussing, have split up their common stocks
so as to make them available to the small in-
vestors, given wider publicity to their finan-
cial condition, and in some instances listed
their stocks on the New York Stock Ex-
change. Of the leading automobile producers



SEPARATION OF OWNERSHIP 7

only half a dozen or so preserve the char-
acter of close corporations. Innumerable
cases could be cited of leading corporations
in almost every line which have sought a
public distribution of their sccurities within
the last five years. The newest phases of
this movement arec the drives for customer
ownership conducted by public utilities and
the encouragement of cmployee ownership,
adopted as a policy for industrial and com-
mercial concerns.

The extent to which the ownership of our
large corporations is being diffused among
people of small means is illustrated by the
attached table,® which shows the number of
investors in the preferred stock of three sub-
sidiaries of the American Telephone and
Telegraph Company, the vocation of the
stockholders, and the number of shares held
by each. The same picture would hold not
only for the threc or four other associated
companies which have preferred stockhold-
ers, but also for the common stock of the

38ee Appendix I.
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American Telephone and Telegraph Com-
pany, which has over 340,000 stockholders.

In the annual report of the Bell Telephone
Securities Company (another subsidiary of
the American Telephone and Telegraph Com-
pany), attention is called to an issue in No-
vember, 1923, of the Pennsylvania Bell Tele-
phone Company (also a subsidiary of the
American Telephone and Telegraph Com-
pany) of $20,000,000 of 614 per cent preferred
stock, offered to the residents of the State
of Pennsylvania. The amount of stock for
which any one might apply was limited to
twenty shares, and yet the applications, al-
most entirely from telephone users, amounted
to 621,669 shares, or more than three times
the amount of the offer. The public lighting
companies in many of the large cities have
pursued the same policy, to the end that a
large number of their securities are now
owned by their customers and other small
investors.

As an indication of the small proportion
of corporation stock owned by the manage-
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ment, I quote from a letter received from
the President of one of the large national
corporations or so-called trusts, as follows:

“You may be interested in the following
facts: of the 8069 stockholders in this com-
pany over 90 per cent own 100 shares or less.
All of the directors combined with their rela-
tives and friends whom they could control
do not own 10 per cent of the outstanding
capital stock.”’

Again, we find in nearly every large city
the common and preferred stocks of some of
the most important distributing houses (both
wholesale and retail) are traded in through
the local stock exchanges every day. It re-
quires no stretch of the imagination to dis-
cern the possibility that through increased
production per capita and through the dis-
tribution of this increase in an increased
wage, ownership will eventually be diffused
among the largest part of the population.
Thus we may come as near to a realization
of the aspiration of socialists as is consist-
ent with the maintenance of the industry
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and thrift which private ownership has fos-
tered and which has made civilization pos-
sible.

The immediate and incvitable result of a
distribution of stock to the public is, as was
noted previously, the separation of ownership
from management. Not only do the legal
owners of the business cease to take a direct
personal part in the direction of its affairs,
but even their right to select the actual man-
agers in effect ccases to be excrcised.

No large body of people can really select
their representatives any more tban they
can themselves administer their common
affairs. In every government, every church,
every university, every business or social
organization, wherever control nominally is
in a body too large to meet around a council
board, some small group selects itsclf as the
management. It selects itself partly by vir-
tue of its harmony with the attitude of the
larger group upon a very few conspicuous
policies, but chiefly by its interest, its energy,
its ability and most important of all, ils
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willingness to accept responsibility. Those
few people who know the things that must
be known, and are ready to do the things
that must be done, are the ones who manage
every organization, and to a surprisingly
large extent they clect themselves. Figure-
heads come, figurehcads go, but real man-
agers stay. When a considerable part of the
stock of a corporation is closely held, control
is perpetuated by ownership, but when ab-
sentee owners must choose hired managers,
the range of their choice is very small. The
actual control, including the choice of those
responsible for routine management, is exer-
cised by the relatively small group—officers,
creditors, or active stockholders, who are
interested enough and have ability enough
to cxercise that control—and the financial
results of the control exercised by this group
fall only slightly on themselves. The owner’s
reliance is primarily on the good faith and
ability of the management as witnessed by
past r;erformance. He cannot hold it closely
responsible or make it carry personally the
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risk of loss, even of loss due to mismanage-
ment.

The separation of management from own-
ership has had two important consequences.
In the first place, it has made it possible to
distinguish the return to ownership from
the return to management, and therefore to
set up standards of a fair return for each.
If we had attempted, thirty or forty years
ago, to demonstrate that labor should not be
treated as a commodity, and that to remedy
the weaknesses in the industrial system we
should segregate management from capital
and endeavor to allot to capital a fair return,
management would have replied, ‘“We know
of no means of segregating our ‘gray matter’
from our capital.”” Many like myself would
probably have said, ‘We have not enough of
either to segregate.’” Yet the segregation
has gone far enough to make it possible to
form an opinion of the separate value of
capital in large-scale industry and to judge
whether the return in a particular enterprise
is excessive. Facts and figures bearing on
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this point are presented later. In the second
place, the separation of management from
investment is bringing about a change in the
ideas of managers about their own responsi-
bility. As management ceases to represent
merely itself, it comes to feel a responsibility
not merely to the stockholders but also to
labor and to the public. Before discussing
the effects of this change, however, we must
give brief attention to certain other changes
which have been taking place at the same
time.



CHAPTER II

ManaceEMENT Now A TRUSTEE

Tais widespread diffusion of ownership
and the increasing sense of responsibility
of management to all the interested parties,
point to a satisfactory solution of ¢‘the indus-
trial problem.”” On the one hand, they point
to the possibility of getting rid of restrictions
on the frcedom of management which may
have been necessary to prevent exploitation
but have operated to prevent the expansion
of production. On the other hand, they create
the probability that the benefit of such expan-
sion of output will be diffused among the
employees and among consumers of the prod-
uct, instead of aceruing merely to the owners.

Before considering in detail the way in
which this change has influenced the problem
of industrial control, however, it is neces-

sary to give attention to certain other changes
14
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which have taken place in the powers and
duties of the corporation manager himself.
As was noted previously, in the day of con-
centrated personal ownership there was little
disposition to question the owmer’s right to
do as he pleased with his own possessions.
The whole tradition of the nature of owner-
ship had been carried over from the times
when property was owned in small units, and
when the uses to which property was put
made little difference to any one but the
owner. Barring such exceptional uses as
constituted a nuisance or a menace to the
property of others, the owner was free to
use his property as he pleased. Any income
which it brought was his, and the risk of loss
from its misuse was also his. This is what
ownership meant in the days of simple agri-
cultural and handicraft organization, and is
substantially what it continued to mean as a
larger scale of production and a corporate
type of organization came into vogue, first
in commerce, then in transportation, and
finally in manufacturing.
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This simple conception of ownership
worked well under the conditions of its
origin. It put the gain from good manage-
ment, industry, and thrift, and also the loss
from slackness, recklessness and poor judg-
ment, as squarely and immediately as possible
on those whose decisions were responsible
for the gain or loss. It was a powerful
agency in bringing about the accumulation of
capital and the advance of the industrial arts.

But under the system of large-scale pro-
duction which appeared in the nineteenth cen-
tury this old conception of private property
did not fit so well. Too many people besides
the owner came to have an interest in the
results of corporate management. It could
no longer be said that whatsoever a man
sowed, that should he also reap. His labor-
ers, his customers, his fellow-townsmen, his
fellow-countrymen, all reaped with him. The
owner retained control of his property and
the right to the returns from its use, but the
risks of loss and suffering from his misman-
agement were spread over a large and in-
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creasing number of others. Moreover, good
management, from the owner’s standpoint,
was morc and more likely, as the scale of busi-
ness grew, to mean bad management from the
standpoint of the public. As single business
organizations grew large enough to dominate
the markets in which they bought and sold,
the owners gained power to exact an exces-
sive reward for their own services and for
the use of their own capital.

This evil need not be exaggerated. The
captain of industry of the late nineteenth
century was, of course, not the absolute des-
pot whom radical writers have often de-
scribed. He did not fix his own compensation
without any regard to the value placed on
his services by the public whom he served,
nor did he possess arbitrary power to fix the
wages of his workmen. But the principle of
industrial organization after all was that of
autocratic rather than of representative gov-
ernment. Labor was regarded as a com-
modity to be bought at the lowest market
price. The public was a market to be culti-
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vated by selling it goods for ‘‘what the traffic
would bear.”” The owners of the business
had no more responsibility for the welfare of
their employees or of the consumers of their
products than did the owner of a kit of tools
under the handicraft system of the Middle
Ages. Management and capital collectively
constituted ownership, and industry was ad-
ministered in the interests of ownership.
Profits were high and profiteering was not
distinetly disreputable.

There came about, however, a gradual rec-
ognition of the evil possibilities which re-
sulted from the carrying over of the ancient
legal concept of unlimited ownership into a
social setting where its significance was very
different. This recognition gave rise to such
a varicty of protests as the anti-trust move-
ment, militant trade unionism, socialism, and
the demand for ‘‘industrial democracy.”’
Widely as these movements differed as to the
specific point on which they center the attack,
they all arose from the same evil. The right
to accumulate and use property at pleasure,
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though it still served a useful purpose, was
conferring upon a few individuals more
power and larger rewards than ever before,
and more than was felt to be right or neces-
sary. Though much less in degree, the public
dissatisfaction was parallel to the dissatisfac-
tion with unrepresentative government which
had appeared in the immediately preceding
century. It manifested itself most ecffec-
tively in three ways :—first, in the rise of mili-
tant trade-unionism on a national scale; sec-
ond, in the growth of a body of anti-trust
legislation; and, third, in the appearance of
new standards of business ethics.
Trade-union leaders and the labor press
have as a rule been hostile to the growth of
great industrial combinations. The result of
this opposition has been the growth of a sys-
tem of centralized national unions, parallel-
ing the growth of national indusirial or-
ganization. These unions, in spite of some
notable failures in conflicts with employing
corporations, have become increasingly effec-
tive. Their efforts have resulted in restric-
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tions of efficiency which have been costly,
both to labor and to the publie, but they have
been effective in securing a wider recognition
of the just claims of labor to improved living
conditions.

Likewise, the opposition of the consuming
public to the menace of too powerful cor-
porate management has been costly but to a
large extent effective. It has expressed itself
in legislation which has stopped, for the
most part, the abuses which led to its passage
but has often prevented the use of the most
economical methods of production. Both
these forces—the pressure of militant union-
ism and the pressure of the consuming public
—have curtailed the independence of man-
agers and gradually changed the objectives
of corporation policy. And gradually these
enforced changes have reflected themselves in
the standards of managers themselves, so
that some practices which were once deemed
perfectly legitimate competitive practice, are
now beneath the dignity of a self-respecting
executive.
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This pressure from the outside in the direc-
tion of mnew objectives of corporation
management has been reinforced by the trend
toward diffusion of ownership, to which ref-
erence was made in Chapter I. The more
completely management is separated from
ownership the more it comes to be regarded
as the representiative of all the ecodperating
parties and conflicting interests, and not
simply of the stockholders. Managements
come more and more to regard it as their
duty to give the stockholders a fair return
on their capital, commensurate with returns
from other similar investments, the risks run
being considered, but not to squeeze out for
them the last cent of dividends that can be
obtained. And codrdinate with their respon-
sibilities to the shareholders they recognize
their responsibility to labor to secure for it,
as a cooperating factor, a return sufficient in
amount and regular enough in its flow to
remove grounds of suspicion and opposition
to management’s policies, and to furnish an
incentive for genuine coOperation—a very
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different conception from that of labor as a
commodity to be bought at the lowest market
price. To the public, likewise, management
comes to feel a responsibility to give the best
service for which the public is willing to pay
the cost, including in cost a fair return to
labor, capital, and management, all three.
Objection may be raised to the separation
of management from ownership on the
ground that abscntee ownership has tradi-
tionally resulted in a type of management
more ruthless in profit-seeking, more indiffer-
ent to the reasonable demands of labor, and
more grasping in its attilude toward the pub-
lic than has the management of property by
owners. That there is some basis for this
objection cannot be denied ; but i# is based on
observation of a totally different type of
absentee ownership from that under discus-
sion. Abscniee ownership is indeed worse
than direct owner management when the
plant is owned by a single individual or fam-
ily who select the management and hold over
him from a distance the threat of discharge
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unless he secures from the property the max-
imum return for his employers. But absentee
ownership, where the owners are a large and
rapidly changing body of investors, though
it may be no more interested in the human
aspeets of the industrial problem than the
English absentec landlord in Ireland or the
Palm Beach owner of a New England cotton
mill, is an ownership much less capable of
bringing pressure to bear in favor of its own
selfish interests, much less antagonistic to
rival corporations, much more content to
accept from one industry a return no larger
than it could get from others.

Thus, while the trade-unions and the politi-
cians have been incrcasing the external pres-
sure on the manager, the internal pressure
from the stockholders has decreased. Man-
agement is thus coming to occupy the position
of trustee, and to maintain its position it
must serve the public with the greatest effi-
ciency consistent with a fair return to labor,
and with the return to capital necessary in
order to keep it in industry. This change is
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not yet complete. It is a trend rather than
an accomplished fact, but it is a very prom-
ising trend. The results of this readjustment
of the influences which control managers we
will consider in Chapter III.



CHAPTER III

TaE REsSPONSIBILITIES OF CORPORATE
MANAGEMENT

Tur changes outlined in the preceding
chapter have a pronounced bearing on the
problem of control of industry. Instead of
independent owners controlling industry in
their own direct personal interest, we find
many of the larger corporations in the hands
of managers who own comparatively little of
the stock and who must take into considera-
tion all the interests that demand recognition.

Analyzing this position, it is clear that the
first duty of management is to keep the cor-
poration alive. For this purpose it must first,
of course, mecet its necessary expenses, in-
cluding cost of materials, repairs and replace-
ments, and wages of employees, all at such

rates as will obtain the required goods and
25
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services in competition with other industries.
But this is only the beginning. The corpora-
tion must ecither go forward, or drift back-
ward and out. To go forward it requires a
constantly growing capital which must either
be accumulated out of earnings or obtained
from investors. In either case some surplus
carnings must be retained in the business.

If capital is to be obtained from without,
interest or dividends must be paid in bad
years as well as good years, and this means
that a surplus must be accumulated in good
years to maintain the payments in the leaner
seasons. Most well-managed corporations
aim, moreover, to supply a considerable part
of their new capital through retention of
earnings in the business. A surplus of earn-
ings sufficient to enable a concern to offer
investors safety and a steady return is quite
as necessary to a corporation’s greatest use-
fulness as are funds to meet its payrolls and
its taxes.

On this point I quote again the corpora-
tion president referred to on page 9:
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¢t is the present policy of this company
to maintain a uniform dividend rate that the
Board of Trustees believe can be perma-
nently maintained. If in any year net earn-
ings exceed dividend requirements, the excess
is put to the surplus.

““When, as in 1920, the current net earnings
are less than dividend requirements, we un-
hesitatingly pay the dividends out of previ-
ously earned surplus in the belief that the re-
duced profits in any onc year are temporary.
The result has been that there is no violent
fluctuation in the market value of our stock.
The great bulk of our stockholders are satis-
ficd with their returns and continue their con-
fidence in the management. . . .”’

Management’s next problem is to pay the
largest wage to labor that is consistent with
the public interest, including in the term
“‘public’’ the numerous other industrial
groups which must pay the resultant cost.
Here lies an important difference between the
position of the manager of today and that of
his predecessors a generation or two ago.
When labor was regarded as a commodity, the
manager’s obligation was fulfilled by paying
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for it whatever he had to pay to get it. To-
day public opinion as expressed in trade-
union policy, in the decisions of wage-boards
and arbiters, and cven to a noteworthy extent
in the judgments of managers themselves, de-
mands a higher standard. The minimum nee-
essary return to labor and to capital musi be
provided for first, but labor is also entitled to
derive a gain from the surplus carned in the
business above these necessary costs. Labor
constitutes the bulk of the community for
whose benefit an industrial syslem is main-
tained. A sound system of economic morality
demands therefore that instead of our paying
labor merely a market wage, the minimum
necessary to secure its services, capital should
receive the markel wage necessary to sceure
its services, and the balance should go to
labor and the consuming public.

The most pressing problem of today is how
to raise the standards of living of the bulk
of the working population. Capitalists and
managers typically get, it will be agreed, at
least as much as they need to maintain an
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adequate standard of living. If the incomes
accruing to them continue to grow, it is de-
sirable that the bulk of the increase should
go where such increases do go, that is, into
the new capital which is used for the benefit
of the community rather than into higher liv-
ing standards for those 1o whom the income
accrues. But the labor group does need more
actual consumable income. Great as has been
the increase in real income and the improve-
ment of standards of living during the last
century and a half, it is agreed that the in-
come of the men and women who are doing
the hard work of the world is not yet large
enough to give them the things which are
needed for their highest physical, mental, or
moral welfare. Though high wages are by
no means a guarantee of welfare, they are
an important and almost essential means.
As the point has been stated by two students
of labor problems:

“Tt is true that a wage is not life, culture

or enjoyment. Yet unless it is ample, the
gifts of a richer existence are withheld. As



30 INDUSTRIAL OWNERSHIP

life is at present organized, leisure, access to
books, music, and art, and opportunity to
secure competent instruction, are all neces-
sary to intellectual development, and they
are, one and all of them, accessible only to
the laborer who has the necessary means. So
it is too, with spiritual and westhetic values;
one who would develop in himself an appre-
ciation of beauty, of truth, and of goodness
must have enough to allow himself to be sur-
rounded with objects possessed of these qual-
ities and to give himself enough freedom from
the strain of exacting duties {o appreciate
them. . . . It may well be that the intellec-
tual, the artistic, and the spiritual are the
important things of life. But, because wages
are still too small to allow these riches to
become the property of the many, to the great
rank and file of mankind the most important
of all problems is still that of adequate
wages.’’ !

If social progress is to continue, therefore,
the first practical question which confronts us
is that of finding a fund to be distributed as
additional wages. To this question we will

give attention in Chapter IV.

1 Hamilton, Walton and May, Stacy, The Control of
Wages, pp. 169-70. (New York, Geo. H, Doran Company,
1923.)



CHAPTER 1V
TaE CoMPENSATION OF CAPITAL

In a search for income to be distributed as
additional wages there is a limited number of
possibilities to be canvassed. Improvement
in material welfare can come from only one
of two sources, an increase in the total per
capita output of industry or a redistribution
of the amount now produced.

Redistribution of existing income is the
panacea of the agitator, who finds it easy to
affirm that much of the income of the more
prosperous part of the community would be
more useful in other hands. But all pro-
grams of betterment through redistribution
of existing income present the difficulty that
they promise to bring down the upper group
rather than to lift the lower. The lower paid
groups are so much the larger that a very

great subtraction from each large income
31
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means an insignificant addition to each small
one. Let us examine the possible sources
from which we might hope to divert money
into the hands of labor.

First, more than a third of corporate in-
come is retained in the businesses where it
is earned, in the form of additional capital.t
Some of this capital of course is invesied
unwisely, but on the whole such reinvestment
appears to be an economical way of securing
capital to meet the ever growing demand for
productive capacity. If we are to increase
the expendable income of labor we must pro-
vide the mecans to produce more goods for
their consumption. We cannot permanently
or economically obtain goods for consump-
tion by curtailing the supply of new capital,
any more than we can obtain it by using up
the stock of goods we have already on hand.
To do so would mean robbing the nearby fu-
ture for the sake of the present.

Neither do the salaries of managers offer

1 National Bureau of Economic Research, Income in the
United States, vol. 1I, p. 327 (New York, 1922).
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a promising source of new income. Manage-
ment has always been able to take care of
itself ; and individual salaries run into such
high figures that at first glance one is apt
to think that an attack on those salaries might
yield something for labor, without impairing
management’s efficiency. The total amount
paid out in this way, however, is an insignifi-
cant proportion of the final output of in-
dustry.2 It is clear, therefore, that even if
the income of the highest paid managers were
scaled down to a figure within the range of
wages paid to skilled laborers, the amount
saved would not suffice to improve materially
labor’s standard of living.

Finally, there is no real prospect of better-
ing the condition of the workers by cutting
down the share of industrial output which

2The salaries of corporation officials, according to the
estimate of the National Bureau of Economic Research,
during the period from 1909 to 1918, absorbed a fraction
of the total product ranging from a minimum of 4.8 per
cent in 1916 to a maximum of 6.3 per eent in 1914, the
average being 5.44 per cent. Income in the United States,

National Bureau of Economic Research, vol. I, p. 99, (New
York, Harcourt, Brace and Company, 1921.)
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goes to capitalists. This statement will be
questioned perhaps by a larger number of
readers than will question the statement just
made with regard to the pay of managers, but
on careful study the evidence will be found
convinecing. The statistical evidence points
to the conclusion that capital invested in the
securities of the great publicly owned indus-
trial corporations does not earn over a term
of years a larger return than is necessary to
enable these corporations to compete for cap-
ital with small private businesses, banks, gov-
ernments, municipalities, and other forms of
investment. Disregarding such ycars as 1916,
when the necessitios of warring Europe threw
extraordinary profits into the hands of a
number of American manufacturers, it is only
in the exceptional case that industrial cor-
porations are making profits which exceed the
ordinary rate of interest by an amount pro-
portionate to the difference in risk. Thirty
or forty years ago I knew of few successful
industries, managed by their owners, which
realized less than 15 or 20 per cent on their
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investment, and returns of 30 per cent were
not deemed extraordinary. Today, with in-
terest rates on safe bonds higher than they
were then, the largest and best organized cor-
porations count 10 per ecent on conservatively
valued property a high return.

The mere fact that the great mass of indus-
trial securities are now bought and sold on
the market every day should be sufficient evi-
dence that the returns to investors on this
class of securities can be no more and no less
than (all things considered) other equally
safe forms of investment command. As a
matter of detailed interest, however, I submit
a table  showing the earnings of twenty large
industrial corporations, the total capitaliza-
tion of which is $3,395,657,800, and whose ag-
gregate surplus is $973,793,200. From 1919
to 1923, a period including both floods and
ebbs, these corporations earned an average of
7.75 per cent on their invested capital.

In these calculations the capital stock and
bonds have been taken to measure the invest-

38eo Appendix IL
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ment. Surplus averaging 30 per cent has
been disregarded as an offset to the ‘‘water’”
included in the capital stock valuation of some
of the corporations. Yet, in the majority of
cases it is well known among business men
that on a replacement basis the investments
as thus valued are understated rather than
overstated. I have examined the accounts
of a sufficient number of these corporations
to satisfy myseclf that under any method of
valuation the total capitalization mentioned
could be easily sustained, although there may
be individual exceptions. A comparison of
these returns over this period of time with
numerous other forms of investment, such as
public utilities, banks, etec., is simply added
evidence of the fact that, tried in the crucible
of the market, practically all forms of in-
vestment, all things considered, find their true
money value.

Calculations for all corporations made by
the Treasury Department and published in
the ¢‘Statistics of Income,’”’ which are on
quite a different basis, point to the same con-
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clusion. In these calculations the bonded
debt is excluded from investment but the sur-
plus is included. In 1920, which was better
than an average year, the nct return after
taxes ranged, by industries, from a low fig-
ure of 4.2 per cent for the manufacture of
metal products to a high figure of 20.1 per
cent for paper manufactures, the average
being 8.9 per cent. And during this year high-
grade bonds sold to yield from 6 to 7% per
cent, and the commercial paper rate went as
high as 8 per cent.

The United States Steel Corporation, for-
merly feared as a menacing monopoly, has
through wide public ownership developed into
a democratized industry. Through a perfect
system of integration covering every phase
of the process of steel production, from raw
materials and transportation to its minutest
refinements, it has become a bencficent in-
fluence in the economie life of the nation. Its
history ¢ for the period of five years from
1919 to 1923 inclusive, shows an earning of

48ee Table A, Appendix IIL
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only 7.23 per cent on its capitalization, which
includes the face value of its bonds, and its
preferred and common stock. This table
ignores over $500,000,000 of earned surplus,
which would make the book value of the com-
mon stock more than double its face value.
The corporation’s books are so openly kept
that no one would have any difficulty in satis-
fying himself that the lowest possible valua-
tion of its property is at least as great as
the face value of its securities. That any in-
dustry working as efficiently as the Steel Cor-
poration should serve the public at so low a
rate of return as 7.23 per cent, can only be
accounted for by the fact that large organiza-
tions always want to work on steady and safe
lines. The returns may be low but they are
certain. The large daily transactions in its
securitics make for easy convertibility, which
helps to make investors content with a low
refurn.

Is the difference between the interest rate
and the rate of profits larger than is neces-
sary to sccure the use of capital without the
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special protection which is thrown around the
investments of bondholders and commercial
money lenders? There is no way to tell with
certainty what the returns would have been
if the conditions had been different, but it
geems certain that owners of capital would
be unwilling indefinitely to put their capital
at risk for less than the competitive rate on
safe loans. Capital cannot all be secured by
borrowing. The favored position of the
lender is due to the fact that someone else
has interposed his capital between the lend-
er’s capital and the risks of the business
which is borrowing. Capital will not take
such risks without a good prospect of fair
compensation. That the risks of investment
are considerable is shown by the percentage
of corporations reporting deficits to the Com-
missioner of Internal Revenue: 28 per cent
of corporations in active business in 1919, 36
per cent in 1920, 47 per cent in 1921. On the
whole, it seems clear that when profiteering
appears, it is only in isolated individual in-
stances. It does not characterize the situa-
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tion as a whole. There is no reason to be-
licve that it offers a source from which sig-
nificant sums can be obtained for the benefit
of the public. The gradual accumulation of
capital over a long period will probably tend
to lower slightly the rates of interest, thereby
increasing the share of labor; but it is doubt-
ful if this process will more than offset the
tendency for the incrcase of population to
crowd the wage scale down. Our chief hope
of making further progess is in the increase
of per capita production.

It may be suggested that labor’s position
can be improved without impairing that of
the owners and managers, by simply raising
wages and adding an equivalent amount to
the prices of products. This has frequently
been accomplished by the militant efforts of
trade unions. The strikes and deliberately
reduced production which have been union
labor’s chief weapon have been one of the
great wastes of industry; yet considering the
unjust conditions under which the laborer
has been placed, the resulting wage gains
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have often justified their cost. More serious
objections, however, arise as soon as attempts
are made to utilize this method on a large
scale. In the first place, most of the output
of industry is consumed by workers in other
industries, so that the gain of one group from
higher wages is passed on as a loss to other
groups, and comes back in time around a
vicious circle as a higher living cost for those
with whom it originated. In the second
place, such increases as do fall permanently
on groups not so strategically situated serve
merely to lift one group by depressing
another. This process not only is morally re-
pugnant and industrially useless, but is
bound to react disastrously on the group
which practices it. No single industrial
group, by its militant efforts or temporarily
favored position, can permanenfly prosper at
the expense of others. No one familiar with
the righteous struggle of labor through its
organizations for improved living conditions
will envy it all that it has been able to obtain;
but it is a fundamental principle in economics
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that neither an individual industrial group
nor a whole nation can permanently prosper
by exhausting the purchasing powers of its
customers. Militant redistribution without
increased production simply adds the waste
of economic war to the costs of industry.

The results are illustrated by the present
reduced purchasing capacity of the farmer
and the consequent dullness of business and
recurrent unemployment of industrial labor.
A market for the products of labor is depend-
ent on the purchasing power of the whole
community, and no inequitable process of dis-
tribution can sustain itself. Any system
which by the right of might only would take
an unfair share must prove futile.

Increases in the efficiency of production
have been the chief source of better standards
of living in the past, are still proceeding, and
will no doubt be the source of large gains in
the future. These gains will, as always, ac-
crue to the laboring population indirectly
through the lowering of living cost and the
accessibility of a greater variety of desirable
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goods. How long mankind can continue to
make the rapid advances which began a cen-
tury ago is conjectural; but as yet there is
no sign of slackening.

There are, however, vast possibilities of
improvement in the utilization of technical
knowledge and the equipment we now have.
Industry is shackled by devices which are
intended to prevent the abuse of corporate
power, but which serve also to prevent the
most beneficial exercise of that power. It is
at this point that wide ownership by the pub-
lic and the consequent broadening of the
responsibilities of management come in, as
new sources of industrial progress. Tor, if
by separating management from capital, new
standards of fair return for each can be set
up, and if managements, by choice or by ne-
cessity, limit themselves to securing fair re-
turns for themselves and for the stockholders,
any increase in production must accrue either
directly to their employees in the form of
wages, or indirectly to the public as con-
sumers.



CHAPTER V

Ter CrEANGED RELATION OF GOVERNMENT TO
InpUsTRY

Two public measures are nceded in order
to enable the new sort of management to se-
cure better productive efficiency. The first is
the revision of the anti-trust laws in such a
way as to permit more extensive cooperation.
The Sherman anti-trust law, or some law
which should accomplish substantially what
it was intended to accomplish, was inevitable
when so many of the business men who con-
trolled industry controlled it exclusively in
their own interest. It served as a safeguard
against evils too well known to need de-
seription. But it was an expensive safeguard,
for in prohibiting combinations which might
prove detrimental to public welfare it neces-
sarily prohibited interrelations which would

surely have served uszful public purposes.
44
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Two such losses may be mentioned, namely,
the prevention of codperation in research, and
of cotperation for stabilizing industry and
flattening out the so-called *‘business cycle.’”
Codperation directed solely to improvement
of technique is generally admitted to be bene-
ﬁcml and if it were dissociated from cooper-
atlon between rival plants for monopolistic
objects would present no difficulties from the
standpoint of the public. That dissociation,
however, presents difficulties.

The necessity of a stabilization program is
clear. The wide swings of prices in the years
since 1916, the collapse of business in 1921,
and the considerable variations in business
activity in 1923 and 1924 have brought about
a wider recognition than ever before of the
waste involved in irregularity of production.
Moreover, it is clear that this irregularity is
in part the price we are paying for an ex-
cessive degree of competition between large
producing units. So long as business man-
agers must make their plans each in ignor-
ance of the other’s decisions, each expanding
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or curtailing his output without an oppor-
tunity to compare notes as to the probable
changes in the market, or in the capacity of
the public to buy goods, so long will industry
be subject to alternations of excessive and
deficient production.

As Secretary Hoover has said:

T believe we now for the first time have
the method at hand for voluntarily organized
determination of standards and their adop-
tion. I believe we are in the presence of a
new era in the organization of industry and
commerce, in which, if properly directed, lie
forces pregnant with infinite possibilities of
moral progress. I believe that we are, almost
unnoticed, in the midst of a great revolution
—or, perhaps, a better word, a transforma-
tion in the whole super-organization of our
economic life. 'We are passing from a period
of extremely individualistic action into a
period of associational activities.

¢‘Practically our entire American working
world is now organized into some form of eco-
nomic association. We have trade associa-
tions and trade institutes, embracing particu-
lar industries and occupations. We have
chambers of commerce, embracing represen-
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tatives of different industries and commerce.
We have the labor unions, representing the
different crafts. We have associations em-
bra.cmg all the different professions,—law,
engineering, medicine, banking, real estate
and what not. We have farmers’ associa-
tions, and we have the enormous growth of
farmers’ cooperatives for actual dcaling in
commodities. Of indireet kin to this is the
great incrcase in ownership of industries by
their employees and customers, an and again we
have a tremendous expansion of neutralized
insurance and banking. .

¢¢ Associational act1v1t1es are, I believe,
driving upon a new road where the obJectlves
can be made wholly and vitally of public in-
terest. The legitimate trade associations and
chambers of commerce with which I am now
primarily concerncd, possess certain char-
acteristics of social importance and the widest
differentiation from pools and trusts. Their
membership must be open to all members in
the industry or trade, or rival organizations
enter the field at once. Therefore, they are
not millstones for the grinding of competitors
as was the essence of the old trade com-
binations.

¢“‘Their purpose must be the advancement
of the whole industry or trade, or they can-
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not hold together. The total interdependence
of all industries and commerce compels them
in the long run to go parallel to the general
cconomic good The leaders rise in a real
democracy without bosses or political manip-
ulation. Citizens cannot run away from
their country if they do not like the political
management, but menbers of voluntary asso-
ciations can resign and the association dies.

“I believe that through these forces we
are slowly moving toward some sort of in-
dustrial democracy We are upon its thresh-
old, if these agencies can be directed soldy
to constructlve performance in the public in-
terest.”” !

It must be emphasized, however, that the
purpose suggested by Secretary Hoover can-
not, as he seems to imply, be accomplished
without a revision of the anti-trust laws.
These laws attempt to provide against every
form of codperation, agrecment, or under-
standing which may result in a restriction of
production. They apply in a thoroughly log-
ical way the principle that the key to low
prices is large supply. Hence, any efficient

tHoover, Herbert, ‘‘If Business Doesn’t, Government
Will,”’ The Nation’s Business, June 5, 1924, pp. 7-8.
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device for restraining production, whether it
is actually in the public interest or not, is
certain sooner or later to bring those who use
it under the ban of the law. It is clear that
we must make a choice. We cannot effect
such a stabilization of industry as will make
for continuity of employment, and in the long
run for lower production cost, if we insist on
getting at the same time the full benefit of
the temporarily low prices which sometimes
result from errors of judgment and conse-
quent overproduction under a system of un-
restrained competition. In all probability
it will not be found possible to legalize a sys-
tem of intercorporate communication and
codperation sufficiently comprehensive to be
of great service in equalizing the flow of pro-
duction, without giving some opportunity for
monopolistic practices; but the attempt is
worth making. Our present method of re-
straining monopolistic practice is not so thor-
oughly satisfactory that we cannot afford to
experiment with it.

Here lies the significance of a wide dif-
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fusion of the ownership of corporation secur-
ities. It weakens management’s incentive to
utilize every permissible form of codperation
in order to restrict production and enhance
profits. It substitutes an incentive to utilize
codperation rather than to stabilize produc-
tion, and thereby to stabilize employment,
wages, prices, and profits. The time has al-
ready arrived when we can safely proceed to
liberalize our anti-trust laws so as to permit
trade associations to do everything which
will promote stability in industry and will
prevent the wide fluctuations in business ac-
tivity which are responsible for misdirected
production and much unemployment.

‘What has been said may be interpreted by
some as simply a veiled plea for the adoption
of a laissez faire policy with the corporation
executive in undisturbed possession of all the
personal advantages of the former owner-
manager, and with the added advantage of
relative freedom from personal financial risk.
This is not at all what is intended. No system
of large scale organization in business, in
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government, or in any other field of human
interest can function well unless most of
those to whom the management is delegated
regard their power as a trust. Control of
big business, as of every large organization,
must always be in the hands of the few. For
large-scale organization to work at all, a keen
sense of responsibility must be felt by the
majority of those to whom power is entrusted,
and some system of penalizing the irrespon-
sible minority must be provided.

The development of corporations in the last
one hundred years would have been impos-
sible, if we had not had a high standard of
fidelity of corporation officers to their duty to
the corporation itself—just as the develop-
ment of a representative government would
not have succeeded without a fairly high
standard of fidelity on the part of political
officials to their duty as representatives of
the interests of the voters. Glaring excep-
tions, like the life insurance scandals and the
New Haven fiasco in the field of corporate
management, the Star Route frauds or Tea-
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pot Dome in the field of politics, attract at-
tention to our failure to make such standards
uniformly effective, but they do not imply the
absence of such standards.

To quote Secretary Hoover again:

¢‘First, there must be organization in such
form as can establish the standards of con-
duct in this vast complex of shifting inven-
tion, production and use. There is no exist-
ing basis to check the failure of service or
the sacrifice of public interest. Some one
must determine such standards. They must
be determined and held flexibly in tune with
the intense technology of trade.

¢‘Second, there must be some sort of en-
forcement. There is the perpetual difficulty
of a small minority who will not play the
game. They, too, often bring disrepute upon
the vast majority; they drive many others to
adopt unfair competitive methods which all
deplore; their abuses give rise to public in-
dignation and clamor which breed legislative
action.”’ 2

The details are a matter for investigation

and careful study, and it is impossible to for-
mulate a program without more thorough

2 Article previously clted, p. 46.
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study than the subject has yet received. Ix-
perience under the Federal Reserve Act, val-
uable as that Act is, has proved that indus-
trial stabilization cannot be secured through
banking control ; we must study the industrial
control itself. To work out the details of a
system of control we need to employ the best
brains of the country in as thorough a study
of the question as that which led to the pas-
sage of the Federal Reserve Act itself.

The essential thing is that we shall recog-
nize the importance of the issue and realize
the extent to which the spread of public own-
ership and the standardization of earnings
have contributed to the solution, and so set
in motion the machinery for a comprehensive
investigation looking to a revision of the en-
tire restrictive machinery from the Sherman
Act of 1890 to the Clayton and Federal Trade
Commission Acts of 1914, together with the
accompanying body of state regulation. The
aim in such restriction must be to penalize
the abuse of power instead of the possession

of power.
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There should probably be greater frecdom
for competitors to combine, so long as the
number of competitors remains large enough
to furnish a competitive stimulus to mana-
gerial cfficicncy. The tradition that any re-
duction in the number of competitors tends to
destroy a safeguard against extortion was
never well grounded, and it has now less
basis in fact than ever. Monopoly is unde-
sirable in most lines of business; but the con-
centration of control into a relatively small
number of well financed and well managed
companies will usually mecan a gain in effi-
cieney and a steadier market. We have now
definitely recognized the advantage of an
absorption of weak railroads into strong sys-
tems, and we shall eventually recognize that
the same process is beneficial in many lines
of industrial activity.

One other element of our program can be
formulated without hesitation, namely, a pro-
vision for uniformity and publicity of cor-
poration accounts. This is necessary for the
protection of all the interests concerned.
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Neither the stockholders, the employees nor
the public can hold management responsible
for its use of power without full information.
The law might well provide in licensing trade
associations for a uniform system of account-
ing and reports of members made under
penalty which would greatly enhance their re-
liability. It might provide for weekly pub-
lication of production, prices, unfilled orders
on hand, and other information such as the
United States Steel Corporation is accus-
tomed to give, which would serve to protect
the public from exploitation. Such publicity
would also in the long run be of great benefit
to the corporation managers themselves, en-
abling them to adjust production schedules
more evenly to demand, and avoiding the
waste of speculative booms.

With managers enjoying this access to in-
formation about one another’s operations, it
may become necessary to confer upon some
governmental body regulating power to pre-
vent its abuse. The objective in any such reg-
ulation should be the protection of the con-
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suming public against extortion, however,
rather than the protection of weak compet-
itors from elimination.

Ifficiently managed corporations have
nothing to fear from intelligent public super-
vision designed to protect the public and the
trade alike from grasping and intractable
minorities. The popular slogan of less gov-
ernment in business and more business in
government might in time take the form of
wiser government in business to the end that
the people be better served.



CHAPTER VI

Trae CrANGED RELATION OF LABOR TO
INDUSTRY

Tre case for a liberalization of trade union
policy is similar to that for a liberalization
of the anti-trust laws; for just as the anti-
trust laws originated in a conflict of interest
between the management and the consumer,
so militant trade unionism originated in a
conflict of interest between the management
and the workman. Just in proportion, there-
fore, as we develop a standard under which
managers are the genuine representatives of
the interests of their employees as well as
of the stockholders, the function of the trade
union ceases to be one of warfare and comes
to be one of codperation. Herein lies the
possibility of an increase of industrial pro-
duction as great as that promised by legaliz-

ing codperation between managements. It is
57
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well known that labor possesses vast un-
tapped resources of productive power which
cannot be made use of so long as management
and labor stand in the attitude of mere bar-
gainers, each striving to get the better of the
other. Labor’s opposition to the introduction
of labor-saving machinery retards the im-
provement of technique. So do many of their
regulations concerning the classification of
jobs, the shifting of men from one task to
another, the method of payment, and other
working conditions. All regulations which
aim to curtail productiveness (beyond the
necessary safeguards against excessive
gtrain and too long hours) serve merely a
bargaining purpose. They may help those
who are strongly entrenched, but they do so
at the expense of others; and usually their
cost to the many is out of proportion to their
value to the few.

On the other hand, managements which
treat labor as a commodity to be bought at
the lowest price engender in laborers the pur-
pose to deliver as little effort as possible for
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their wages. In dealing with the problem of
increased production we must not forget that
the will to produce is of vital importance. It
is not simply by adjusting hours, days and
wages that a workman’s cfforts are called
forth. Large scale production is a cooper-
ative process and it is essential that manage-
ment, in the first instance, and the workers in
the sccond, shall bring to it a spirit of coop-
eration, if anything like cfficiency in produec-
tion is to be obtained.

For the accomplishment of this end the first
and most essential thing to be done is to free
labor from the fear of unemployment; for so
long as there hangs over the workman the
constant risk of working himself out of a job
his efforts are bound to be directed in some
measure to ‘‘nursing the job’’ rather than
maintaining production. In meeting this sit-
uation such policies as were suggested in a
previous section, looking to the stabilization
of production through inter-company con-
trol, should be of large value, for the greatest
source of unemployment is the instability of
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the industrial process itself. For example,
between the middle of 1920 and the end of
1921 industrial and agricultural employment
in the United States shrank 14 per cent, and
practically all this loss was recovered within
the following year. The loss from such flue-
tuations is measured not merely in the idle
time which it entails but also in the check to
efficiency which later results from the labor-
er’s memory of such experiences; for, rightly
or wrongly, he is convinced that such slumps
are due to excessive industrial activity and
are to be prevented by a policy of ¢‘stepping
down.”’

Stabilization alone will not suffice, how-
ever. In spite of our best efforts there is
bound to remain a considerable amount of
unemployment, some caused by seasonal con-
ditions, some by changes in the location and
structure of plants, and some by the coming
and going of individual managers. Against
this risk the only feasible safeguard seems
to be the development of unemployment in-
gurance. In spite of the great improvements
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in insurance during the last few years, unem-
ployment insurance has received little atten-
tion; and this is especially true in this coun-
try. Indeed, of all important insurable
risks, the employment hazard probably is
taken care of least satisfactorily. An indi-
vidual workman and an insurance company
cannot handle that risk as readily as they can
those of fire and sickness and death. The
difficulties in the way of individual insurance
against unemployment have been summarized
as follows:

The chief obstacle to the writing of such
insurance arises from the wide variation in
the hazard on different individual risks; the
difficulty in measuring this difference; and
the certainty of serious adverse selection in
case such measurement is not effected and
utilized in rate-making. If flat rates were
charged, without attention to individual vari-
ations in employability, there would undoubt-
edly be a tendency for poor risks to insure
and the good risks, the men who rarely have
trouble in finding jobs, to carry their own
risk. There is also to be considered the pos-
sibility that kind-hearted employers, con-
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fronted with the nccessity of reducing forces,
would deliberately select for dismissal those
who were protected by insurance against un-
employment. For these reasons, the ordinary
form of insurance, which looks to the self-
interest of each individual to induce him to
take out such insurance as he needs, does not
meet the situation.?

It does not seem probable that the diffi-
culties in the way of insurance against unem-
ployment can be overcome by the efforts of
private insurance companics or those of the
workmen. The great success of group life
insurance, however, points the way to the pos-
sibility of introducing some similar form of
group insurance against unemployment. In
group insurance the difficulties of individual
rating are climinated, and the costs of selee-
tion, collection of premiums, and administra-
tion are greatly reduced.

The general adoption of laws which place
the cost of industrial accidents chiefly on the
employers has resulted in a reduction in the

1 Hardy, Charles O., Risk and Risk-Bearing, p. 342. (Chi-
cago, The University of Chicago Press, 1923.)
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number of accidents. This has come about
because the laws have placed the burden upon
the whole group who are primarily respon-
gible for the occurrence of accidents, without
attempting to fix immediate responsibility in
every individual case. Mutual insurance,
cither through voluntary associations of em-
ployers or through state appropriations, has
distributed the risk widely enough so it can
be carried without unduly burdening any one
employer, and at the same time concentrated
it sufficiently so that each contributor has an
interest in keeping down the hazard, both
in his own plant and in the industry at
large.

A similar principle might well be applied
in dealing with the risk of uncmployment.
The financial risk of involuntary uncemploy-
ment should be placed chiefly on industry, but
it should be done in such a way as to make
the system preventive of unemployment and
not merely a means of supporting the unem-
ployed. Premiums should not only vary from
industry to industry but should, if possible,
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be graded so that individual firms would be
penalized if their records were worse than
the general records of the particular industry
in which they are engaged.

While it is to be anticipated that the crea-
tion of such a system of insurance would ulti-
mately result in a reduction of the amount
of unemployment, the value of the system
would not depend on its success as a preven-
tive measure. Even without any noticeable
reduction in the amount of unemployment,
such insurance if properly managed would be
worth its cost. Its primary purpose and most
important cffect, from a financial standpoint,
would be to enhance the efficiency of labor
through removing the fear of unemployment.
For this purpose the insurance should be as
liberal as it can be made without creating a
preference for unemployment. The less the
loss from idleness, the less the incentive to
hold back and ‘‘nurse the job.”’

Such a plan of insurance as is here vaguely
outlined would necessitate the codperation of
large numbers of concerns in a single indus-
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try, and a considerable degree of govern-
mental supervision. Its feasibility would de-
pend not so much on the development of in-
surance technique as on the extent and char-
acter of codperation in industry resulting
from the proposed reform of the anti-trust
laws.

Another way in which corporation manage-
ments can do something to encourage and jus-
tify a codperative attitude on the part of
labor is through the introduction of a larger
degree of labor representation in the man-
agement itself, an innovation which is now
on trial by many industries. As widely dif-
fused ownership deprives the stockholder of
any direct personal supervision of his inter-
ests, and as labor is overwhelmingly inter-
ested in retaining capital in industry, why is
it not, not only good democracy, but good
business for the stockholder to give labor an
important voice in the choice of management?
Certainly if managers are to be regarded as
the real representatives of all interests con-
cerned it would be inconsistent to maintain
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the system of choosing them by the vote of
stockholders alone.

Finally, the wider publicity which was
urged above as essential to a liberalization of
our anti-trust laws is equally essential to a
liberalization of trade-union practice. Pub-
lication in fullest detail of prices, profits, sal-
aries, wage scales, and underwriting profits,
will not only contribute to a better codrdina-
tion of production by competing groups and
to lessened hostility, but will do more than
will any other measure to promote wholesome
relations between labor and management. So
long as managers withhold from their em-
ployees the details of their financial opera-
tions, so long will it be difficult to shake la-
bor’s conviction that capital is getting more
than its fair share of the product of industry.
Capital has much to gain and little to lose
by showing its hand to labor.



CHAPTER VII

CAPITAL ACCUMULATION AND THE F'EAR OF
OVERPRODUCTION

On~E result of the diffusion of ownership
remains to be considered—its effect on the
problem of supplying the world’s need for
new capital. Until the rise of the industrial
corporation there was no way in which new
capital could be provided except through the
voluntary savings of individuals. As com-
paratively few individuals combined the wil-
lingness to save with the ability to produce
beyond their needs, capital accumulation was
slow and the control of capital rested in few
hands.

The rise of the corporation as a leading
form of industrial organization facilitated
saving in two ways. In the first place a large
and rapidly increasing proportion of the new

capital has been provided through surpluses
67
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left in the businesses where they originated,
and to a less extent through outside invest-
ments made by corporations out of their earn-
ings. Saving has thus been accomplished
without conscious effort on the part of the
owners of the businesses. In the second
place, saving has been facilitated by the op-
portunity of safe investment in corporate se-
curities, without the labor and responsibility
of personal management.

Until recent years the most important
source of new investment capital has been the
savings of the very rich, those whose income
accrues so rapidly that its saving has become
automatic. Such income can hardly be re-
garded as a personal possession at all. I pre-
sume Mr. Ford would tell us that, after all,
he is only a trustee for the vast accumulation
of capital incident to the economic genius he
has displayed in the development of his enor-
mous industry; that he is personally using so
small a portion of the vast earnings of his
company as to make ownership utterly imper-
sonal; that he is investing and re-investing
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this accumulation in such manner as gives
employment to constantly increasing num-
bers, with a rising scale of wages.

With rising wages and an increasingly wide
distribution of dividends and interest, the
savings of the mass of the population have
become more important, and are now an im-
portant supplement to the other two sources
of capital which I have mentioned. Thus the
diffusion of ownership has not only benefited
the individuals who have been led to increcase
their personal savings, but has promoted the
accumulation of the capital needed to carry
on the industrial process.

The necessity of these sources of new cap-
ital, or some substitute for them, is frequently
overlooked, especially in discussions of taxa-
tion. We hear upon one hand arguments,
many of which have been converted into law,
to the cffect that the public interest will be
best served by breaking up large accumula-
tions of wealth through income and inheri-
tance taxes; and we hear also the reverse
argument that the world’s accumulation
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which has made civilization possible is the
result of those large fortunes which in the
very nature of things are immune from con-
sumption, simply because their owners can
consume so small a portion of the income.
Had the surplus of the world been divided
equally, it is argued, such is the pressure of
individual needs and desires that little of it
would have been saved.

Without regard to the merits of ecither side
of this controversy, it is interesting to note
that corporate ownership of industries seems
to insure, as no individual ownership even
can, the methodical increase in the world’s
savings so cssential to the ever increasing
demands and needs of society. No corpora-
tion can stand still; it either goes backward
or goes forward; and corporation manage-
ment’s first duty is to insure the permanency
of the corporation by husbanding such portion
of its earnings as may be necessary to supply
society’s increasing need of capital. The his-
tory of corporation management shows from
the periodic increase of surplus that they are
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alive to this necessity. This surplus acts as
a reservoir out of which to make production,
employment, and dividends on stock—all
three—steady, steadiness being the most sat-
isfactory quality in any industry for all
concerned.

The emphasis I have laid on means of in-
creased production may raisc the question:
‘What of those industries which are suffering
already from overproduction? Is there a
limit to the world’s needs for manufactured
goods, and if so, is there need of protection
against overproduction?

The answer is threefold. In the first place,
overproduction in whole industries is to a
large extent the result of underproduction in
other industries. The overproduction of
farm products and of certain metals today
exists because a large part of the world has
ceased to produce other goods with which to
pay for the products of these overdeveloped
industries. Henry Ford tells us that there
is no such thing as overproduction or satura-
tion of the market on any commodity, until
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every industrious person has everything he
or she needs or desires; it is simply a process
of ever increasing production per capita and
of distribution through an increased wage.
He seems to have demonstrated his right to
an opinion, having reduced the cost of an
automobile to the lowest unit price in the
world, while at the same time paying the
highest relative wage in the world, and inci-
dentally accumulating one of the largest for-
tunes in the world, all within the short period
of twenty or twenty-five years.

Second, there is need of some codrdinating
agency to minimize the danger of certain in-
dustries running ahead of the best volume of
production. Indeed it is one of the greatest
weaknesses of the present system of regulat-
ing industry that it permits no adequate pro-
vision for doing this very thing. Falling
prices and slackening orders are the best sig-
nals the manufacturer now has to warn him
against undue optimism, but they are very
likely to warn him too late. Direct compari-
son of orders and of production schedules,
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such as was suggested in Chapter V, would
make possible an evener flow of production.
We have refused to permit this in the past
because the same means which would suffice
to protect us against overproduction and dis-
astrous slumps might also be used to bring
about arbitrary curtailment of output in the
hope of securing monopoly profits.

Finally the remote danger of general over-
production will be anticipated in the future as
it has been in the past by the progressive ten-
dency toward a shorter working day and a
smaller number of working days in the year.
One can conceive of a production of commodi-
ties to the point where further material prod-
uets would give less satisfaction than an
increased amount of leisure. It isin this way,
indeed, that a large part of the gain from the
improved technique of industry and of in-
dustrial organization has been distributed in
the past. The shortening of the working day,
the Saturday half holiday, the annual vaca-
tion, and the diminished physical effort dur-
ing the day’s work, all show that civilization
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can give more leisure to the mass of the peo-
ple as well as distribute an increasing quan-
tity of goods. This process may, by and
large, be trusted to take care of itself. The
changing organization of industry and the
changing concept of managerial responsibili-
ties, about which this paper centers, bring
in no new difficulty in making this adjust-
ment; indeed, they facilitate it. The more
widely the securities of our industries are
distributed, the less clear becomes the divi-
sion of the community into groups of cap-
italists and laborers, producers and consum-
ers, and the more readily can industrial pol-
icies be shaped to promote the greatest good
of all.



CHAPTER VIII
CoNcLusiOoNs

TuE preceding pages are intended to show
briefly that the Capital-Labor problem, the
many phases of which have been so long
under discussion, is in process of solution
through the wide distribution of industrial
ownership among relatively small stock-
holders.

Tables are submitted showing the wide dis-
tribution of the stock of representative public
utility corporations, and attention is called
to the policy pursued by many industrial cor-
porations in distributing their securities to
the public and especially in encouraging the
purchase of stock by their employees. From
this distribution of ownership, and from
other changes which accompany it, the fol-
lowing consequences are appearing:

7%
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(1) As industrial securities become widely
distributed among small investors it becomes
practically impossible for the owners to keep
in touch with, and exercise any intelligent
control over, management. As such stock-
holders are as a rule content with a reasonable
but reliable return on their investment, labor
thus has the most direct interest in the
efficiency of management, so that the so-called
democracy or labor representation in in-
dustry is for the best interest of the stock-
holder.

(2) This diffusion of ownership is so segre-
gating ownership from management as to
place capital in industry upon an investment
basis similar to that of capital in banking and
other activities, thus simplifying the answer
to the question: ‘‘Is capital in industry ex-
ploiting labor?’’ I submit tables showing
the profits of twenty of the largest widely
owned industrial corporations for each of the
five years from 1919 to 1923, and the profits
of the national banks of the country for the
same period. These industrials with an ag-
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gregate capital (the face value of their bonds
and stocks) of $3,395,657,800 and an aggre-
gate surplus of $973,793,200 showed an aver-
age net return of 7.75 per cent per annum on
capital while the national banks for the same
period earned 10.01 per cent on their com-
bined capital and surplus, and 8.34 per cent
on capital, surplus and undivided profits.!

Since it is shown that capital and manage-
ment in industry are now, and have been for
years, receiving no greater compensation
than capital and management have been re-
ceiving in mnon-labor-employing activities
(such as banking, etc.), and therefore the min-
imum necessary to retain them in industry, it
follows that

(3) The problem now is a Labor-Public

1Tn order to satisfy the question which naturally arises
as to the actual value of the industrial investment as com-
pared with the censored and supervised valuation of na-
tional bank investment, I have ignored the industrial sur-
plus (which is about 30 per cent of the face value of
bonds and stocks). Hence the figure submitted on indus-
try represents the return on face value of bonds and stock
only. It is believed that this establishes a reasonable
basis of comparison.
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problem rather than a Capital-Labor prob-
lem, and that

(4) If any industrial group by militant
methods exacts more than its fair share of
production, it does so at the expense of other
groups. This inevitably leads to group or
bloe warfare, ending in the vicious circle of
each raising the cost of living upon the other,
adding the waste of economic war to the waste
of our present industrial system.

(5) The problem of continued improve-
ment in the living condition of the workers
is not a problem of the redistribution of pres-
ent production, but a problem of increased
production per capita, as we cannot distribute
more than we produce. As capital and man-
agement are now adequately compensated for
their service, this increased production should
go to the producers and the public. This
brings us to a study of the present waste in
industry as a first means of increased pro-
duction. If, as is claimed, cfficiency in in-
dustry is now hampered by anti-trust laws
and by the wasteful methods of organized
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labor caused largely by the mcnace of un-
employment, it follows that the needed in-
crease is to be attained by two principal
means; first, the modification of the restric-
tive provisions of the anti-trust laws, and
second, the elimination of restrictive practices
of trade unions and individual workers.

(6) To accomplish the first purpose re-
quires as a preliminary an expert investiga-
tion of the problem in both its legal and its
cconomic aspects. The program resulting
from such an investigation would probably
include provision for greater frecedom of
competitors to unite, to exchange informa-
tion, and to cooperate in the public interest.
It would certainly include provision for uni-
formity and publicity of corporation ac-
counts.

(7) To accomplish the second purpose it
is nccessary to convince labor that capital is
receiving only a fair return, and management
only a fair compensation for service, to de-
velop and maintain a recognition on the part
of management of its responsibility to secure
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for labor the largest return consistent with
fairness to the public and a just return to
stockholders; to reduce the violence of the
alternations of prosperity and depression
through industrial codperation and other-
wise; and to provide by insurance as full pro-
tection as possible against unemployment.
The accomplishment of these purposes re-
quires not simply new machinery, but a con-
structive, cooperative policy on the part of
labor, the public, and the management of in-
dustry.

As these principles gain wider acceptance
we may hope that codperation will take the
place of blind competition in industry, and
cooperation between the industries and labor
will take the place of the present wasteful
system of bargaining. We may thus attain
an economic democracy which will scale with
our political ‘'democracy. This I believe to
be the present trend of industry in this
country.
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Tae Growru 1N ConsuMERS’ OWNERSHIP OF
CerraiN PusLic UrTiLITIES

ArtEnTiON is called in Chapter I to the
growing importance of what is known as
¢“¢consumers’ ownership’’ of public utilities.
This has been especially notable in security
sales campaigns by gas and electric lighting
companies and the telephone companies. It
is interesting to note from the following table
the wide diffusion of these securities’as illus-
trated by the situation in three telephone
companies. Stockholders numbering 97,833,
representing ninety-eight vocations, own 560,-
033 shares of stock, or a fraction less than
6 shares for each stockholder. It is also in-
teresting to note the little variation in the
individual holdings in the more important
groups. Nearly 11,000 clerks hold about 4
shares each ; over 11,000 telephone employees
own a fraction less than 3 shares each ; nearly

20,000 housewives own approximately 6
83
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shares each ; over 4,300 executives hold a frac-
tion less than 10 shares each; 1,247 bankers
and brokers own a fraction less than 18 shares
each.

As before noted, the 340,000 stockholders
of the American Telephone and Telegraph
Company present approximately the same
picture.

Consumers’ ownership is bound to become
an important influence in the discussion of
government ownership of public utilities.

BELL TELEPHONE SYSTEM

SOME oF THE SUBSCRIBERS TO THE PREFERRED STOCK ISSUES
OF THREE ASSOCIATED COMPANIES

Occupation Subs.  Shares
Actors .. .viiiiiiiiiiiiieianen 44 244
Agents .......iiiiiiiiiiainn 79 6,715
Architeets ........ .. 000000 148 1,383
Artists ..o iiiiiiiiiiiiien, . 158 960
Associations ................. 36 388
Attorneys .......coc0vinneinnnn 928 11,731
Bankers & Brokers ....... ceee. 1,247 21,610
Barbers .......cciiiiiiiiinnn 585 2,339
Bartenders .........cc0000000n 58 428
Blacksmiths ......ceciviennnns 207 873
Boat Builders ......... eeenes 34 103
Book Binders .........c..c..... 5 25
Bookkeepers ..... teeesasrcanas 2,627 13,887
Bricklayers .......ceceveeeenen 156 870

Builders ......... 730 6,536
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Occupation Subs.

Butchers ............. ceees .. 566
Candy Makers ...... Cerreeees 31
Capitalists .....cceviereveenas 24
Caretakers ......... 8
Carpenters ...... sescccsssesns 797
Cashiers .....ccoevvennrnnnnas 42
Caterers .........cccevene ceaen 26
Chauffeurs ..........ccc0vnen. 724
Chemists ....civiieieeeiiannn, 164
Chiropractors ................ 133
Cigar Makers .....cvccvvivenas 24
Clergymen ........eceeeeeees . 491
Clerks .......c..... Ceenesana . 10,732
COOKS  ..iviviiieerennonnnnanns 458
Dairymen ........ccveviininn. 8
Dentists ....0ce0ieivecioanen. 595
Doctors ......vvviiiiiiiianen, 1,971
Domestics ...oveveeeneeecnnnas 498
Draftsmen .............. ceene 303
Dressmakers ............ eee.. 1,003
Druggists ...... ... .00 783
Dry Cleaners .......ceceeeavee 17
Elcetricians ....... tessecsinae 533
Engineers .....cciviviieennes 1,205
Estates ........ teesesacacsans 60
Executives ....cieviiiriennann 4,347
Farmers ......coveveeeceecana 914
Firemen .......cccoeeee cieenes 120
Florists ....covviveeeennnscnns 198
Foremen .......occeene I 977
Fruit Dealers ..... cieeseasenns 59
Geologists ......ceeierieiiannns 6
Govt. Empl. ........... e . 1,588
GTOCETS . ...civvvennaronns ceee 879

Hotel Employees .....c.ovenen 668

Shares
2,775
56
712

18
3,123
78
199
2,870
1,092
729
54
3,172
43,082
2,271
22
4,615
20,058
2,384
1,357
4,152
4,431
28
1,790
8,916
761
42,178
5,228
334
1,455
4,909
392
49
7,690
4,696
2,605
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Occupation Subs. Shares
HousSewives ....ccocesevaees .. 19,597 119,331
Icemen .....eceeeneceeeannnn 24 142
Inspectors ..........cceceenenn 328 1,440
Ins. & Real Estate .......... .. 1,413 13,263
Janitors .....iceeieieiinieenen 228 726
Jewelers .......cciiieiiiiaenan 207 1,552
Laborers ............. ceiennae 1,596 4,843
Librarians ........... ceienies 73 344
Lumbermen ........ccec0even. .o 22 153
Manufacturers ............... 217 3,332
Merchants ......cccciveencenn 1,054 5,175
MeSSengers ......coeceeeeccnse 27 36
Metal Workers ............... 961 2,715
Milk-men .......ceceeeeeeeacas 56 363
Millers ....oovvenecencaennanns 26 95
Miners .......cciiiiceeancnns 159 622
Musicians .....veceeeercecncns 188 1,028
Newspapermen .......oceceeces 356 1,868
NUFSES ..ocvvvrverennananaacans 997 3,746
Oil'men ....coceeevecneocancs . 90 877
Painters ......ccceiceeecccces 379 1,695
Pattern Makers .............. 55 252
Pawnbrokers .........c00000. oo 2 17
Photographers .............. .. 115 515
Plasterers .......ccc000ee ceene 63 223
Plumbers .....ccceceevecsones 510 2,327
Porters ........... tesesevsene 58 132
Printers ......cceececeeaccces 657 3,500
Publishers .......... sesescans 42 407
Railroad Emp. .......ee000ee. 1,637 6,432
Ranchmen ......ccoccceeeneenne 4 9
Retired ....... ceseens ceseses . 2362 25576
Salesmen ........ ceesececcaas 4,283 28,560

Seceretaries ....ccecieecieieens 995 6,990
Shoemakers .....ceececececcss 130 360



Occupation
Stenographers
Storekeepers

Students
Tailors

Teachers
Teamsters

APPENDIX I

D I R

Tel. & Tel. Empl, .............
Textile Workers ...... ceesases

Tinsmiths
Undertakers
‘Watchmen

cee

.................

‘Welfare Workers ......cocvuu.

Widows .....

-----------------

Subs.
3,106

11,502
642

97,833

Shares
11,604
1,571
4,413
2,145
15,271
1,677
30,700
2,466
723
1,809
613

37
1,135

560,033

87

Occupations represented included 74.3 per cent of sub-

scribers and 76.3 per cent of shares subscribed.
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Tar ComparaTivE EARNINGS OoF INVBSTMENTS
IN INpDUSTRY AND BANKING!

! The data embodied in the following tables have been
verified by the Standard Statistics Company.
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Tae ComparaTivE EARNINGS oF INVESTMENTS
IN INDUSTRY AND BankiNG

ArTENTION Was called in Chapter IV to the
difficulty of determining anything like an
exact valuation of investment in industry. In
fact, notwithstanding a government censor-
ship of national bank values, it is recognized
that the large investment of banking interests
in their buildings, cte., renders it difficult even
in banking to determine the exact values.
These tables are submitted primarily to show
the approximate earnings of two classes of
investment widely owned by the public, one
closely supervised by the government, the
other relatively free from supervision; one
employing very little labor while the other is
almost entirely dependent upon labor. In
order, however, to establish a comparison it

is only necessary to approximate the facts.
91
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94 INDUSTRIAL OWNERSHIP

I believe that in wiping out entirely the large
earned and accumulated surplus in industry
a sufficient allowance has been made for pos-
sible overvaluation of the assets. Hence, as
previously noted, only the face value of stocks
and bonds is considered in computing the rate
of return on investments in industry while
the rate of return on bank investments is
computed on the total aggregate capital,
surplus, and undivided profits.



TABLE B.—CAPITALIZATION, SURPLUS, NET EARNINGS, AND
RATES OF RETURN OF A SELECTED GROUP OF INDUSTRIAL
CORPORATIONS *

United States Steel Corporation

Prr-
CENT-
AGE
YEir Ner NeT
];!:lxzx.msnl CAPITALIZATION SURPLUS EARNINGS ® l{:::nm
CArl1-
TALIZA-
TION
1919 .[$1,437,743,000|$ 493,048,000 $106,005,0001 7.37
1920 .| 1,423,833,000 523,455,000] 138,208,000 9.71
1921 1,409,696,000 508,927,000 64,362,000] 4.57
1922 1,408,727,000 499,139,000 67,145,000f 4.77
1923 1,396,049,000 512,751,000 135,779,000 9.73
Aggregate| 7,076,048,000 2,537,320,000] 511,499,000
Average . $1,415,209,600{$ 507,464,000 £102,299,800 7.23

* Compiled from the Standard Corporation
Statistics Company.

Bethlchem Steel Corporation

Records of the Standard

Per-

CENT-

AGE

l‘lmn CAPITALIZATION SURPLUS Ner ENM
NDED PITAL L ARN-
Drc. 31 Earnxas * mu(:z TO
Car1-

TALIZA-

TION
1919 |$ 224,284,000 $10,058,000] $ 24,875,000 11.09
1920 | 249,404,000 10,827,000 22,410,000[ 8.99
1921 . .| 251,203,000f 12,419,000  19,752,000| 7.86
1922 296,490,000 10,051,000 13,295,000 4.48
1923 460,278,000 12,189,000 26,697,000{ 5.80

Aggregate] 1,481,659,000 55,544,000} 107,029,000

Average .[$ 296,331,800| $11,108,800| $ 21,405,800 ;49

* Includes interest on funded debt.
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96 INDUSTRIAL OWNERSHIP
Republic Iron and Steel Company
Pgr-
CENT-
AGE
Yrar Ner Ner
I])::E?%Dl CAPITALIZATION SURPLUS EARNINGS P IEGA:};'O
Oarp1-
TALIZA-
TION
1919 . $ 66,366,000| $ 33,881,000] $ 2,855,000} 4.30
1920 . 68,474,000 37,442,000 8,208,000 12.12
1921 . 68,357,000 29,576,000\ Def. 4,607,00¢|—6.74
1922 68,126,000 29,995,000 1,081,000 1.59
1923 717,253,000 33,004,000 7,418,000 9.60
Agpregate] 348,576,000 163,898,000 15,045,000
Average .| $ 69,715,200f $ 32,779,600 $ 3,009,000 4.32

b Includes interest on funded debt—estimated; in the annual state-
ments the figure reported for interest paid includes interest on short
term loans and interest on bonds.

National Lead Company

PEr-

CENT-

AGE

Ei:rmn CAPITALIZATION ¢ SurpPLUS Ner F}WT
NDED APT ARN-
Dxc. 31 Eanvvas ¢ | oo
Carl-

TALIZA

TION
1919 $ 54,426,000 $ 18,554,000] §$ 5,103,000] 9.38
1920 54,053,000]  20,344.000]  5187.000| 9.60
1921 53,618,000]  20,881,000]  3/911,000] 7.29
1922 53,165000] 22,760,000  5335,000| 10.03
1923 52,754,000] 24,698,000 5,683,000 10.77

Aggregate]  268,016,000] 107,237,000] 25,219,000

Average .| % 53,603,200 $ 21,447,400| # 5,043,800| 9.41

¢ Includes honds of subsidiary companies.
4 Includes interest on subsidiary company bonds—estimated; not re-

ported in published statements,
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American Car and Foundry Company

Par-

CENT-

AGE

EYNm OAPITALIZATION S Nor FNM
DED JAPITA. TIO! URPLUS CARN-
APRIL 30 ErNINGs ma: TO
Carr-
TALIZA-

TION
1919 . $ 60,000,000] $ 31,325,000f $11,772,000| 19.62
1920 . 60,000,000 32,426,000 10,401,000 17.34
1921 . 60,000,000 35,277,000 8,551,000| 14.25
1922 . 60,000,000 36,160,000 6,583,000| 10.97
1923 60,000,000 36,673,000 6,214,000{ 10.36
Aggregate] 300,000,000 171,861,000 43,521,000
Average .| $ 60,000,000 $ 34,372,200 $ 8,704,200| 14.51
The Baldurin Locomotive Works

PER-

CENT-

AGE

liyxfl;:n OAPITALIZATION SurPLUS Nor Iym
N-
Drc. 81 Earxivas mé‘: TO
CarI-
TALIZA-

TION
1019 . $ 50,000,000 $ 6,554,000 4 6,771,000 13.54
1920 . 50,000,000 11,013,000 4,929,000] 9.86
1921 . 50,000,000 13,258,000 5,544,000 11.09
1922° , 50,000,000 18,931,000 5,707,000] 11.41
1928 50,000,000 19,847,000 7,116,000{ 14.22
Aggregate] 250,000,000 69,603,000 30,067,000

Average .| $ 50,000,000 $13,920,600] $ 6,013,400{ 12.02

® As of December 30.
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Westinghouse Electric and Manufacturing Company
PER-
CENT-
AGE
YRAR Ner Ner
uﬂ?:% 1 CAPITALIZATION SUurPLUS EARNINGS ® ‘z}::r;;
Car1-
TALIZA-
TION
1919 $ 81,118,000f $ 36,208,000] $15,438,000 | 19.03
1920 81,113,000 43,436,000 15,591,000 | 19.22
1921 111,088,000 42,265,000] 15,093,000¢| 13.59
1922 111,062,000 42,324,000 8,312,0007| 7.48
1923 111,060,000 48,554,000, 14,738,000f| 13.27
Aggregate| 495,441,000f 212,787,000| 69,172,000
Average .| $ 99,088,200| $ 42,557,400| $13,834,400 | 13.96

& Includes interest on funded debt.
f Interest on funded debt estimated.

The Worthington Pump and Machinery Corporation

PER-

CENT-

AGE

YrAR NeT ?Im
IEE??I CAPITALIZATION SURPLUS EARNINGS & 1:3:];;)
Cari-

TALIZA-

TION
1919 $ 21,460,000 $ 4,353,000 $3,284,000| 15.30
1920 21,444,000 4,626,000 2,056,000] 9.59
1921 22,439,006 2,517,000|Def. 121,000{— .54
1922 21,553,000 2,386,000 927,000f 4.30
1923 21,553,000 4,296,000 1,704,000y 7.91

Aggregate 108,449,000 18,178,000 7,850,000

Average .| $ 21,689,800 $ 3,635,600 $1,570,000f 7.24

® Includes interest on funded debt,
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International Harvester Company

99

PER-

CENT-

AGB

gmn CAPITALIZATION § SURPLUS Ner ENE};

NDED | CA ARN-

Dec. 81 Espnives INGS TO

Oarr-

TALIZA-

TION

1919 . $140,000,000] $ 71,645,000 $21,012,000f 15.01

1920 150,000,000 ~ 68,351,000{ 17,155,000 11.44

1921 . 154340,000]  59,527,000]  4,150,000| 2.69

1922 . 158,142,000{  52:202,000]  5/541,000] 3.50

1923 . 160,101,000  51,308,000]  10,274,000| 6.42
Aggregate] 762,583,000 303,033,000 58,132,000

Avorago .| $152,516,600 $ 60,606,600 $11,626,400( 17.62

% Includes stock dividends as follows: $10,000,000 in 1920; $3,600,-
000 in 1921; $3,765,000 in 1922; $1,958,000 in 1923.

American Agricultural Chemical Company

PER-

CENT-

AQE

glmu CAPITALIZATION SURPLUS Ner hym
NDED L N-
JuNE 30 Esrnivas® | o0
Carl-

‘TALIZA-

TION
1919 . $ 72,842,000 $17,080,000 $4,943,000| 6.79
1920 . 72,486,000 18,105,000 5,889,000| 8.12
1921 . 98,393,000 2/670,000{Def. 9,721,000{—9.88
1922 . 98,024,000 1546,000]  1,452,000] 1.48
1923 . 96,790,000 [Def.12,818,000{ 3,031,000 3.13

Aguregatel 438,535,000(  £6,583,000( 5,504,000

Averago .| $ 87,707,000 # 5,316,600]  $1,118,800| 1.28

% Includes interest on funded debt.
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Swift and Company
Prr-
OENT-
N
Eg::h OAPITALIZATION SURPLUS E nﬁf;us. ll;::grfr-o
Carl-
TALIZA-
TION
1919 . .|$ 205,259,000] $ 88,382,000 $16,883,000] 8.23
1920 . .| 244,591,000 81,552,000 10,950,000 4.48
1921 . 243,924,000 61,740,000|Def. 1,816,000{— .75
1922 183,256,000 62,789,000/ 18,712,000 10.21
1923 227,080,000 63,974,000, 17,039,000} 7.50
Aggregate| 1,104,119,000( 358,437,000 61,768,000
Average .|$ 220,823,800| $ 71,687,400/ $12,353,600| 4.69
b1923—Nov. 3; 1922—Nov. 4; 1921—Nov. 5; 1020—Oct. 80;
1919—Nov. 1

s Includes interest on funded debt.

American Sugar Refining Company

Pgr-
CENT-
AGE
FYEAR CAPITAL SURPLUS Ner ENE';
J A LU -
Carr-
TALIZA-
TION
1919 $ 90,000,000] $23,152,000 $13,251,000| 14.72
1920 90,000,000 12,466,000 4,405,000 4.90
1921 90,000,000 7,154,000 903,000 1.00
1922 120,000,000 7,201,000 10,226,000 8.52
1923 120,000,000 8,066,000 5,815,000 4.84
Aggregate| 510,000,000 58,039,000 34,600,000
Average .| $102,000,000| $11,607,800, $ 6,920,000 6.78

s Includes interest on funded debt.
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Corn Products Refining Company

Peeg-

CENT-

YEAR ﬁm?r

B

ENDED | OAPITALIZATION SURPLUS Ner | Ears-
Dec. 31 Esrvinas INGS TO
Carr-
TALIZA-

TION
1919 $ 85,861,000| $ 35,789,000[ $13,875,000| 16.16
1920 85,534,000 43,522,000 12,723,000| 14.87
1921 80,159,000 45,123,000 6,369,000( 7.95
1922 77,418,000 29,321,000 10,300,000{ 13.30
1923 77,162,000 17,574,000 10,485,000f 13.59

Aggregate] 406,134,000( 171,329,000 53,752,000
Average .| $ 81,226,800] $ 34,265,800 $10,750,400( 13.24
The American Tobacco Company

PER-

OENT-

YEAR ﬁ:wi
ENDED | OAPITALIZATION ! SURPLUS E m}g;es s | Earn-
DEc. 81 INGS TO
Carr-
TALIZA-

TION
1919 . $126,921,000( $ 49,346,000f $18,409,000 14.50
1920 . 166,152,000 14,656,000 16,990,000 10.22
1921 . 165,428,000 14,750,000 20,021,000] 12.11
1922 . .| 152,033,000 19,670,000 20,381,000 13.40
1923 . .| 151,744,000 22,846,000 17,943,000| 11.82

Aggregate] 762,278,000 121,268,000 93,744,000

Average .| $152,278,600| $ 24,253,600/ $18,748,800) 12.30

! Includes Script due Mar. 1, 1921, and Div. Certs. convertible into
common stock and stock dividend $37,000,000 in 1920,
a Includes interest on funded debt.
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American Woolen Company
PrRr-
CENT-
AGE
EYE‘R OAPITALIZATION SURPLUS Ner ENM
NDED APITA URPL ARN-
DEc. 31 EaNINGS INGS TO
Carr-
TALIZA~
TION
1919 . $ 60,000,000{ $ 31,754,000 $11,780,000) 19.63
1920 . 80,000,000 31,509,000 4,627,000{ 5.78
1921 . 80,000,000] 31,915,000 6,007,000] 7.51
1922 . 80,000,000 32,606,000 6,255,000f 7.82
1923 90,000,000] 33,597,000 6,660,000 7.40
Aggregate] 390,000,000 161,381,000 35,329,000
Average .| $ 78,000,000f $ 32,276,2001 $ 7,065,800{ 9.06
Central Leather Company
PER-
CENT-
AGE
YEAR Ner Ner
g:éxgz:ﬂ OAPITALIZATION SURPLUS EAnNINGS & 1};‘3:}'{{0
Cari-
TALIZA-
TION
1919 . .| $101,979,000f $30,509,000] $16,127,000] 15.81
1920 . 100,890,000 4,758,000] De£.20,590,000]—20.40
1921 . 99,330,000|Def. 6,89-1,000{ Def. 9,230,000|— 9.29
1922 . 97,650,000 |Det. 5,366,000 3,366,000  3.45
1923 . .| 95,392,000[Def. 12,638,000 Def. 5,434,000|— 5.70
Aggregate] 495,241,000 10,369,000| De€. 15,761,000
Average .| $ 99,048,200 $ 2,073,800| Def.$3,152,000|— 3.18

& Includes interest on funded debt.
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Cluett, Peabody and Company, Inc.
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PER-

CENT-

GE

DYEAR c s Netr D&ET
ENDED ITALIZATION LUS [ ARN-
D;cD.Fsl ATTTALTEATE e EarniNas mgg 70
Carl-
TALIZA-

TION
1919 . $ 25,000,000 $ 8,840,000, $ 5,153,000{ 20.61
1920 . 26,482,000 5,771,000 1,938,000f 7.32
1921 . 26,482,000 5,185,000 275,000 1.04
1922 26,482,000 7,348,000 2,751,000] 10.39
1923 . 26,482,000 8,720,000 3,130,000{ 11.82
Aggregate] 130,928,000 35,864,000 13,247,000
Average .| $ 26,185,600 $ 7,172,800 $ 2,649,400f 10.12
Endicott Johnson Corporation

PER-

CENT-

RE

gEAR c s g NET Pﬁ;«-
5D APITALIZATION URPLUS CARN-
DFT‘C?131 TS EarNiNos mgg };o
Cart-

TALIZA~

TION
1919 . .| $ 29,000,000 $ 1,876,000 $ 5,054,000| 17.43
1920 . 30,929,000 1,365,000 3,242,000 10.48
1021 ., 30,957,000 2,888,000 4,657,000 15.04
1922 . 30,507,000 5,075,000 5,642,000} 18.49
1923 33,453,000 5,776,000 4,154,000] 12.42

Aggregate] 154,816,000 16,980,000 22,749,000

Average .| $ 30,969,200 $ 3,396,000, $ 4,549,800] 14.69

J Includes $1,400,000 stock dividend in 1920 and $3,871,000 stock

dividend in

1923,
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United States Rubber Company
PEr-
CENT-
AGE
]g}?f Carrr NX|  Surerus Ner ENE'::
ITALIZ. URPLU! ARN-
Dnc.n;l APITALIZATIO w ErmiNgs * musl'ro
Carr-
TALIZA-
TION
1919 . .[$ 203,107,000{ $ 52,310,000 $21,396,000%| 10.55
1920 . 233,304,000 47,325,000 26,864,000 11.53
1921 232 3’{0 000 30,048,000 4,881,0007| 2.10
1922 . 232 '36() 000 32,098,000f 12,662,000 5.46
1923 231,4]0,00() 32,585,000 12,161,000 5.26
Aggregate| 1,132,526,000 194,366,000 77,964,000
Average .|$ 226,505,200] $ 38,873,200 $15,592,800 6.88
X Includes $9,000,000 stock dividend in 1920.
8 Includes interest on funded debt.
f Interest on funded debt estimated.
The Studebaker Corporation
PERr-
CENT-
AGD
E}.(:m CAPITALIZATION ! SURPLUS Naz ENE’;
DED AP -
Dec. 31 ATIO el Earntvas 1meés 10
Carr-
TALIZA-
TION
1919 $ 55,260,000{ $ 20,926,000 $ 9,312,000{ 16.85
1920 69,800,000 9,822,000 9,822,000 14.07
1921 69,800,000 14,230,000 10,410,000 14.91
1922 84,450,000 10,237,000 18,086,000 21.42
1923 83,600,000 19,674,000 18,342,000{ 21.94
Aggregate] 362,910,000 74,889,000, 65,972,000
Average .| $ 72,582,000] $ 14,977,800/ $13,194,400f 18.17
1 Includes $15 000,000 stock dividend in 1920 and $16,000,000 stock

dividend in 1
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TaBLE C.—CAPiTAL, SURPLUS, UNDIVIDED PrOFITS, NET EARNINGS AND
RATES OF RETURN OF THE NATIONAL BANKS FOR THE FISCAL YBARs
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1919-1923 *
YBAR TOTAL
ENDED CAPITAL SurpPLUS gx;ﬁgﬁﬂ CAPITAL AND
Jung 30 SurRPLUS
1919 ....{$1,115,507,000 |$ 869,457,000 |$ 372,649,000|$% 1,084,964,000
1920 ....| 1,221,453,000 984,977,000 411,525,000 2,206,430,000
1921 ....| 1,273,237,000| 1,026,270,000 496,155,000 2,299,507,000
1922 ....| 1,307,199,000 | 1,049,228,000 492,434,000 2,356,427,000
1923 ....| 1,328,791,000 | 1,070,600,000 476,205,000 2,399,391,000
Aggregate| $6,246,187,000 ($5,000,532,000 |$2,248,968,000 [$11,246,719,000
Average. | $1,249,237,400 |$1,000,106,400 {$ 449,793,600 |$ 2,249,343,800
NPER%ENTAGE
TOTAL CAPITAL PErcENTAGH | BT BARNINGS
YBAR Ner i 10 ToTAL
ENDED AND SURPLUS EARNINGS Ner EARNINGS | o APITAL AND
Jung 30 |ANP UNDIVIDED 10 CAPITAL SURPLUS AND
Prorirs AND SURPLUS USNDIVIDED
PRro¥ITS
1919 ....|$ 2,357,613,000|$ 240,366,000 12.11 10.20
1920 ....] 2,617,955,000 282,083,000 12.78 10.77
1921 ....] 2,795,662,000 216,106,000 9.40 7.73
1922 ....| 2,848,861,000 183,670,000 7.19 6.45
1923 ....| 2,875,596,000 203,488,000 8.48 7.08
Aggregate|$13,495,687,000/$1,125,713,000 oo e
Average. |$ 2,609,137,400|% 225,142,600 10.01 8.34

* Annual Report of the Comptroller of the Currency, 1923, p. 66.
** Ibid., 1919, p. 803; 1920, p. 808; 1921, p. 12; 1922, p. 18;

1928, p. 27
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79

Trusts, 2-5

Unemployment, 59-65

Unemployment  insurance,
80

United States Steel Corpora-
tion, 37, 55

Wages, 27-30, 40

107




































	00000001.tif
	00000002.tif
	00000003.tif
	00000004.tif
	00000005.tif
	00000006.tif
	00000007.tif
	00000008.tif
	00000009.tif
	00000010.tif
	00000011.tif
	00000012.tif
	00000013.tif
	00000014.tif
	00000015.tif
	00000016.tif
	00000017.tif
	00000018.tif
	00000019.tif
	00000020.tif
	00000021.tif
	00000022.tif
	00000023.tif
	00000024.tif
	00000025.tif
	00000026.tif
	00000027.tif
	00000028.tif
	00000029.tif
	00000030.tif
	00000031.tif
	00000032.tif
	00000033.tif
	00000034.tif
	00000035.tif
	00000036.tif
	00000037.tif
	00000038.tif
	00000039.tif
	00000040.tif
	00000041.tif
	00000042.tif
	00000043.tif
	00000044.tif
	00000045.tif
	00000046.tif
	00000047.tif
	00000048.tif
	00000049.tif
	00000050.tif
	00000051.tif
	00000052.tif
	00000053.tif
	00000054.tif
	00000055.tif
	00000056.tif
	00000057.tif
	00000058.tif
	00000059.tif
	00000060.tif
	00000061.tif
	00000062.tif
	00000063.tif
	00000064.tif
	00000065.tif
	00000066.tif
	00000067.tif
	00000068.tif
	00000069.tif
	00000070.tif
	00000071.tif
	00000072.tif
	00000073.tif
	00000074.tif
	00000075.tif
	00000076.tif
	00000077.tif
	00000078.tif
	00000079.tif
	00000080.tif
	00000081.tif
	00000082.tif
	00000083.tif
	00000084.tif
	00000085.tif
	00000086.tif
	00000087.tif
	00000088.tif
	00000089.tif
	00000090.tif
	00000091.tif
	00000092.tif
	00000093.tif
	00000094.tif
	00000095.tif
	00000096.tif
	00000097.tif
	00000098.tif
	00000099.tif
	00000100.tif
	00000101.tif
	00000102.tif
	00000103.tif
	00000104.tif
	00000105.tif
	00000106.tif
	00000107.tif
	00000108.tif
	00000109.tif
	00000110.tif
	00000111.tif
	00000112.tif
	00000113.tif
	00000114.tif
	00000115.tif
	00000116.tif
	00000117.tif
	00000118.tif
	00000119.tif
	00000120.tif
	00000121.tif
	00000122.tif
	00000123.tif
	00000124.tif
	00000125.tif
	00000126.tif
	00000127.tif
	00000128.tif
	00000129.tif
	00000130.tif
	00000131.tif
	00000132.tif
	00000133.tif
	00000134.tif
	00000135.tif
	00000136.tif

