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Mr* Marriner S. Eccles, Chairman 
Federal Reserve Board 
ashing ton, D# C. 

Dear Mr* Eccles: 

I take the liberty of enclosing a study on the present status of the 
securities market, with particular regard to "Venture Capital11 • 

I have been much interested in your proposal that capital gains realized 
from the sale of farms, homes and particularly stocks, be taxed 90%. I am 
personally interested in this proposal not as a speculator or broker but as 
a person whose job it is to advise clients with regard to their investments, 
and also as a co-trustee of an estate and as a director of a trust company» 

I have been in the banking business for many years and am very conscious 
of the mistakes that have been made in the past by both bankers and investors 
and have tried to profit by the mistakes of the past by their avoidance in 
the future. 

No thoughtful person wants to see a run-away stock market that «rill end 
in a crash but steps taken to prevent such an occurrence must be very care-
fully thought out or they will have a most harmful effect• 

As near as I can determine, there is, at the present time, only a little 
over $1,000,000,000 involved in the extension of credit to both brokers and 
individuals for the purchase and carrying of securities other than Government 
bonds. This compares with over f25,000,000,000 currency in circulation and 
estimated savings of individuals in recent years of over $100,000,000,000» 

Certainly the American people have more than met every demand made upon 
them to subscribe to the various War Loans and this having been done, they are 
entitled to try to find some sound and intelligent employment for the remainder 
of their savings» 

The Administration has announced its post-war economic program which is 
discussed in an article by E. A# Goldenweiser, published in the February, 1945, 
issue of the Federal Reserve Bulletin» He states that we must find jobs for 
not less than 53,000,000 people or 12,000,000 more than we had in 1940. In 
order to have these jobs we must ha.ve a gross National output at 1943 prices 
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of some $170,000,000,000 and a corresponding National income of about 
1140,000,000,000 a year. 

Mr. Goldenweiser goes on to say that "to attain the goal we Kill have to 
have an enormous increase of consumption of all kinds of goods. We will have 
to have building on an unprecedented scale. !e will have to have a very large 
outlay for new plant and equipment, a building up on inventories, about 
2 billion dollars of excess of exports over imports, and various other items» 
Vie will have to do a very good job of production and consumption, indeed, and 
it ft-ill require every effort of which we are capable»11 

"The other extreme from this 170 billions would be something like 110 
billions, which is the figure for 1939 raised by the increase in the price 
level through 1943• If we allowed our total production to go doMi to that 
level, we would have 20 million unemployed, and that, of course, is absolutely 
unthinkable and intolerable." 

Considering the volume of idle funds and the Government1 s plan for a 
period of post-war prosperity, is it surprising that the securities markets 
should reflect a spirit of optimism? If it is "absolutely unthinkable" to 
allow this country *s total production to go down to the level of 1939> and 
thus run the risk of having 20,000,000 unemployed, would it be helpful to the 
Government's plan to have stock prices sink to the 1939 level or maybe fall to 
the 1938 level through Government intervention and controls? 

It has again and again been stated by the Administration1s leaders that 
venture capital must largely contribute to the creation of new jobs but how 
would this be possible if confidence in the present outstanding venture capital 
be destroyed? 

It must not be forgotten that war is destructive and to survive, new 
capital must be created in this country but How can this be done if the striving 
for capital gains be discouraged through punitive taxation? 

lours respectfully, 

I 
INVESTMENT MANAGEMENT DEPARTMENT HLW cbd 
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VENTURE CAPITAL 

In recent weeks a number of rules and regulations hare been imposed 
upon the Stock Exchanges to curb speculation and prevent an inflationary market 
that would result in a subsequent collapse« 

The Federal Reserve Board raised margin requirements from J+P̂ S to 50/£. 
The Securities and Exchange Commission proposed a ban on inter-member floor 
trading, and the New York Stock Exchange and the Curb Exchange have prohibited 
carrying stocks on margin selling below $10.00 a share, and no new account can 
be opened -without a minimum equity of $1,000.00. 

Every thoughtful person is in favor of taking every cobstructive step 
to prevent a recurrence of such an unsound bull market as that of 1929 but 
Marriner S. Eccles, Chainnan of the Federal Reserve Board, whose function it is 
to control credit, goes beyond any such preventive step when he recently stated 
that "no effective controls have been applied to capital assets11. Thus it is 
apparently the prevention of profits at which he .is aiming. 

Marriner Eccles first raised the question of speculative profits at a 
hearing before the Senate Banking Committee on February 21st when he stated that 
during the war faim prices have gone up 60%f prices of urban homes i|0% to 5 a n d 
stock prices 80%. 

On March 2nd Mr. Eccles enlarged upon his suggested war time penalty 
taxes to be imposed on capital gains to hold down speculation. 

His suggestion was that the tax be applied until inflationary dangers 
had passed, which might be two or possibly three years after the war. Capital 
assets acquired after a certain date, to be fixed by Congress, if sold within two 
years would be taxed 90^ of the profit derived from the sale. Thereafter the 
tax would diminish by 10$ or more annually down to 25$, which is the present 
effective tax on capital gains. 

Mr. Eccles called attention to the huge differential between the 25$ 
capital gains tax and the high individual income tax and excess profits tax 
rates, running up to 91% respectively. This differential, according to Mr. Eccles, 
benefiting only the large tax payers. 

From this latter statement it would seem that Mr. Eccles is thinking in 
terms of class legislation and not taxes for revenue only. Also, it would seem 
unfair for Mr. Eccles to imply that the advance that has taken place in stock 
prices since the lows following Pearl Harbor, one of the greatest disasters this 
country has ever experienced, represents speculation rather than primarily invest-
ment buying, based en restored confidence in the winning of the war and the hope 
of a sound solution of this country1 s post-war reconstruction problems. 

In order to appraise the present relation of equity capital to this 
country's economy as a whole, some figures are of interest, particularly those that 
make comparison with the present and those of mid-summer 1959, when World War II 
was started. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Page 2 

In any study of finance and economics, the National debt must first be 
considered* 

The change in the aggregate amount of interest bearing, public debt 
outstanding, the computed annual interest change in dollars and the computed annual 
rate of interest percent, as between June 30$ 1939 and December are shown in 
the following Treasury figures: 

Interest Bearing Debt Computed Annual Computed Annl* 
Outstanding Interest Rate % 

In millions of dollars 

June 30, 1939 $ 1+5.336 $ l.ll[9 2*53^ 

Dec» 19i|l|. 230.361 l|_.IpL3 1*916$ 

Increase 14-08*7$ Increase 28[{.*0$ Decrease 2k.G% 

So successful has the Governments easy money policy been that the rate 
of interest on the National debt has progressively declined as the principal 
increased. This operation has been a Godsend to the taxpayers but its effect has 
been painful to the investors because this easy money has enabled municipalities 
and corporations to refinance their outstanding obligations at increasingly lower 
rates. Also, war profits have made possible private debt retirement aggregating 
billions of dollars. The aggregate effect of these several factors is shown in 
the following comparative bond yields, covering the period from the inception of 
World War II and the latest available date: 

COMPARATIVE BOND YIELDS 
as given in 

Federal Reserve Bulletin 
Oct. 1939 and Feb. lgEjg 

Sept. 2, 1939 Jan. 27, 19*1-5 

U. s. Treas. Long term, partially Tax Ex. 2*33$ 1*81$ 

Municipals high-grade (Stan. & Foor 15) 2.96 1.79 

Corporation bonds (Moody1s 120 bonds) 

Industrial (1}.0) ^.30 2.72 
Railroads ( 1 + 0 ) £.53 3.22 
Pub« Util« (i+0) 347 2.97 
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On the other hand, the volume and yield on common stocks listed on the 
New York Stock Exchange has shown an upward trend* as will be seen by the follow-
ing figures: 

ESTIMATED CASH DIVIDENDS 
PAID ON LISTED COMMON STOCKS 

1939 # 1,832,679,000 
19 l\k 2,222,612,000 

AVERAGE YIELD ON LISTED 
DIVIDEND PAYING COMMON STOCKS 

1939 dividends on ibkt. price 12/31/39 gave yield 

1914 dividends on mkt. price 12/31/tfl+ gave yield 

The above figures show that in comparison with 1939* cash dividend dis-
bursements increased 21#3$ and the dividend yield increased Q97%* 

The fluctuations in the market as between the start of World War II and 
the latest available date, January 31* 191+5/ are Shown belcvv s 

ALL COMMON SHARES LISTED ON THE 
NEW.YQRK STOCK EXCHANGE 

Shares Market Value Avg. Pricq Change 

Aug« 31, 19^9 1,328,363*000 $ 35,838,1+20*000 $ 26.98 
Apr. 30, 19^2 1,372,730,000 26,066,025,000 18.99 Decl. 29*6?$ 
Jan. 31, 194-5 1,1+01,581,000 1 ^ 8 , 6 6 5 , 3 9 ^ 0 0 0 3l+,72 Recov. 82.8^ 

The increase in the aggregate dividends paid on the listed common stocks 
during X9I4J4. of $390,000,000 or 21.3$ over 1939 and the increase of $12>827,000,000 
in the aggregate value of. the listed shares as of January 31, 191+5 or 3 5 o v e r 
August 31* 1939 could hardly be considered war profiteering as it must be remembered 
that 1939 was a year of recovery from the reaction year of 1938 when the F.B.B. 
Index of Industrial Production fell to 86 for the year as compared with 113 for 
1937. The rise to 109 for 1939 compares with preliminary figures for 19I4I+ of 235 
or an increase over 1939 of 115$* 

The small percentage that corporation dividends represent to the 
National income is shown bv figures prepared by the Department of Commerce where 
the National income for 19bk is given as $160,700,000,000* whereas all corporation 
dividends aggregated only 500,000,000 or 2.8$* 
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This estimated disbursement of dividends aggregating $¡+,500,000,000 
paid by all corporations was after the payment of corporation income and excess 
profits taxes which, for the Government fiscal year l$kk» aggregated. $3^,629,000,000, 
and these dividends, when received by the individual taxpayers were one of the 
sources from which the Government collected individual income taxes aggregating 
$18,261,000,000, 

Evidence that the stock market is, at the present time, primarily an 
investment market rather than a speculative market, is shown by figures contained 
in the Federal Reserve Bulletin of February, 19^5 > having to do with loans on 
securities. As of January 2I4. last, the weekly reporting member banks in 101 lead-
ing cities had outstanding loans to brokers and dealers for purchasing and carrying 
securities, other than Government obligations, $751*000,000 and similar loans to 
other than brokers aggregating $355,000,000 or a total of such loans of 
$1,106,000,000. 

As of January 31 the borrowings of members of the New York Stock Exchange 
on collateral other tl*an Government bonds aggregated $56i|,3Sl,000, which compares 
with the valuation as of the same date of all listed preferred and common stocks of 
$56,585,000,000 or of the value of the stocks alone. 

According to the latest figures, the New York Stock Exchange member firms 
had net customers1 debit balances of $1,01+1,000,000 and on the other hand, held 
customers1 free credit balances of $Lj.?2,000,000# 

If these loan figures be contrasted with the figures showing money in 
circulation of $25,307,000,000, deposits of individuals* partnerships and corpora-
tions of $¡4.8,976,000,000 in this countrvfs 5,031 National banks alone, and estimated 
savings of individuals for the years I9I+I to 1914+ inclusive, aggregating 
$116 ,000,000,000, it can be seen that all marginal trading could be eliminated 
and transactions reduced to a cash basis without creating a great shock to pricesf 

The figures as presented here are quite different from those of 1929* 
During the summer of that year, call money rates on brokers * loans ranged from 
6% to 15% and on six months1 time money, from 7 t o As of August 1, security 
collateral loans in New York stood at |>7,i|73,000,000* As of the same date, the 
market value of all listed shares was $8^,232,000,000^ an increase of $6,968,000,000 
in a month* 

During September, 1929, the Dow-Jones Industrial Index reached a high 
of 381*17 at which level the return on the 30 component stocks averaged 3*33^» 

On the other hand, U# S. Treasury l\. l/l|s 1933-1938 were selling at 99 to 
yield l/2fo to the nearest call date, and the Dow-Jones Index on 1+0 corporation 
bonds shaved an average return of 5»18$* 

Looking back at 1929, the then market was obviously a gambler1 s market, 
pure and simple, with no thought being given to the cost of borrowed money and 
relative yields on bonds and common stocks* 

The 12 l/2$ capital gains tax in effect in 1929 was one of the factors 
that created an unwillingness to take profits, thus aiding in the pyramiding of 
prices. 
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Recently the stock market has shown signs of responding to the psychology 
of inflation but its underlying strength has been due to the desire of investors 
to find remunerative employment for idle funds« 

There are listed on the New York Stock Exchange 228 common stocks which 
have paid annual cash dividends without interruption for f£om 17 to 96 years and 
there are I|i|3 common stocks whose I9ilU dividends gave returns varying from to 

based on their prices as of the end of that year# 

There is still a reasonably wide field from which to select common stock 
purchases for both current yield and continuity of income• 

If the Government is to undertake further controls over the stock market 
by extending the powers of the Securities and Exchange Commission to the point of 
determining values, pegging prices and limiting the number of transactions, thus 
putting venture capital in a strait jacket, it may well endanger its own post-war 
program* 

That program prescribes the maintenance of same 60,000,000 jobs, at 
high wages, Industrial Production and a National Income at figures higher than 
ever realized in peace time« 

To such an econony new Venture Capital is indispensable and disaster may 
result if, because of an unfavorable Government attitude, it is driven into hiding, 
or a Black Market develops such as existed, during the six months following the 
outbreak of World War I when the Stock Exchanges were closedt 

The solution of the problem of inflationary stock prices lies not in 
placing limitations and restrictions upon this countryfs now outstanding share 
capital but rather in making it possible for business to raise an increasing amount 
of new capital for conversion and post-war expansion by means of common stock 
financing instead of with borrowed money« 

HIST cbd 
March 7, 191+5 

Mackubin, Legg and Company 
Investment Management Department 
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March 20, 1945• 

Mr. Horatio L. iftihitridge, 
Investment Management Department, 
Maekubin, Legg & Company, 
Baltimore, Maryland. 

Dear Mr. Whitridge: 

I was interested to have your letter of March 9 and 
the enclosed statement on venture capital. You may not have 
seen the full text of my statement explaining why I favor a 
special wartime capital gains tax and 1 am, therefore, en-
closing a copy. 

I like your reasoned approach to these problems 
and wish I could agree with you that the American people have 
more than met every demand made upon them to subscribe to the 
various war loans. Thousands of individuals doubtless have, 
but the public as a itáiole has fallen far short of subscribing 
to any such extent as is the case in England or Canada, for 
example. 

So far as the stock market is concerned, I have not 
undertaken to say whether it is too high or too low. ¿here 
could scarcely be any objection to having the market adjust to 
underlying economic conditions and prospects. I am opposed, 
however, to the speculative activity that has such an un-
stabilizing influence and that is wholly unjustifiable, 
particularly in wartime. The brokerage community lives, of 
course, on profits from market volume and instability, and their 
objection to any step that would diminish the volume and the 
instability is entirely understandable, even if not defensible. 

The typical ^all street agrument to the effect tnat 
the capital gains tax is a deterrent upon venture capital is, in 
my judgment, grossly exaggerated. Manifestly, there is no 
occasion for being concerned about venture capital in wartime 
when we have a scarcity of men and materials. Looking to the 
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Mr. Horatio L« limit ridge - (2) March 20, 1945 

postwar period, however, I am quite as much interested as anyone 
could be in giving the greenligtt to risk capital, *hat can best 
be done by encouraging investment in equities wnich is preferable 
to debt forms. ¿*nd this encouragement, in turn, could be pro-
vided by doing away with the double taxation of equity capital 
and by providing a 25 per cent exemption from the excess profits 
tax, which would be a great boon to new and existing smaller 
business enterprises. 

Instead of having a very low capital gains tax or 
doing away with it altogether, it might be far better to retain 
this tax in such a form as to penalize the speculator, looking 
to the relatively quick turnover, and thus to encourage investors, 
who are thinking in terms of income or longer-range appreciation, 
to put their money into equities. The low capital gains tax of 
the late 20* s, far from encouraging venture capital to go into 
new production, provided a strong inducement instead to go into 
making money the easy way in stock market speculation that fur-
nished neither employment nor new wealth. 

Sincerely yours, 

M. S. Eccles, 
Chairman. 

Enclosure 

ET:b 
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March 22, 1945 

Mr* Marriner S* Eccles, Chairman 
Board of Governors of the Federal Reserve System 
Washington 25, D. C* 

Dear Mr» Eccles: 

I appreciate very much that you should have taken the time to 
answer icy letter of March ninth and am particularly glad to have the full 
text of your statement* 

You have made a very plausible presentation of the objectives of 
your proposed capital gains tax and you have added considerable appeal by 
emphasizing the desire of the veterans to buy a home or a farm; however, 
you admit that you are proposing to deal with inflationary effects rather 
than with the causes of inflationary forces, resulting from huge deficit-
financing of the War* 

The greet difficulty is to distinguish between speculation and 
investment* The only real distinction lies in the mental processes of 
the individual who risks his capital and his mental processes may change, 
being influenced by developments which he did not foresee. Unexpectedly 
favorable results may justify taking a profit much earlier than expected* 
On the other hand, unfavorable developments may make it the part of wisdom 
to take a quick loss before it is too late. Certainly a time clock is no 
standard of measure of speculative or investment transactions* 

Like you, everyone is most anxious thet the returning veterans 
reestablish themselves in homes, on farms or in business, under the best 
possible conditions, but a depression ftwould make a mirage of the hopes of 
millions of war veterans who are counting on being able to obtain a home, 
or a farm, or to get started in business when they return from the front*11 

In your letter to me you state 11 the brokerage community lives, of 
course, on profits from market volume and instability11* This reference to 
the members of the Stock Exchanges and Investment Banking Houses is 
reminiscent of the statement of the then Secretary of the Interior, Harold 
L* Ickes, at Nashville, on January S, 1938, i.hen he referred to "Wall Street" 
as a "hydra-headed economic monster11* 
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Is not the instability of the stock market actually a reflection 
of the instability of the American people? Certainly it can be said that 
the American people are the most emotional in the world, going to the 
extremes of optimism ana profound pessimism within incredibly short periods 
of time. 

In the Federal Reserve Bulletin of last February, Mr. Goldenweiser 
says: 

"If we allow our total production to go ¿own to that 
level (1939) > isould have 20 million unemployed and 
that, of course, is absolutely unthinkable and in-
tolerable" • 

However, if factors again develop that caused the business reaction 
of 1937, this country might well go through a period much worse than that of 
1939* I have in mind the sharp decline in business activity end securities 
prices that took place from nddsurmer 1937 to the spring of 1938 as reflected 
in the F.R.B. Index of Industrial Production ?diich dropped from .120 as of 
August, 1937,to SC. as of Ifey, 1933, and the Dow-Jones Industrial Average 
which declined from 190.02 on August 14 to 98*95 on March 31. 

Tihat Robert H. Jackson, Assistant Attorney General, in his speech 
in Philadelphia on December 29, 1937, described as a general strike of 
capital against the Government to coerce political action, was, in my 
opinion, actually a flight of capital from persecution and punitive taxation. 

In your letter to me you state that you cannot agree "that the 
American people have more than met every demand made upon than to subscribe 
to the various war loans". In this connection, the Securities and Exchange 
Commission recently released some figures, setting forth the additions to 
liquid assets of individuals during 1944» 

The figures are attached on a separate sheet but the substance of 
the tabulation tended to show that individuals in this country had increased 
their liquid assets by a net amount of some $40,700,000,000, which included 
additional purchases of Government Bonds aggregating $15,500,000,000 and 
during the same period, their holdings of securities, other than U. S. 
Government obligations, were reduced by $700,000,000. 

In the February issue of your Bulletin, there are also interesting 
figures shoeing the net* corporate securities issued during 1944* The 
estimated gross proceeds from this financing io î iven as $3>014,000,000, 
producing net proceeds of §2,956,000,000. Of these net proceeds, 
|2,310,000,000 was used for retirement of outstanding securities:|71,000,000 
was used for other purposes, including debt retirement, and only $575*000,000 
represented new money. 
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Of the $3,014,000,000 nevr securities issued, only #511,000,000 
was represented by stocks, divided $366,000,000 preferred and fX45,000,000 
common stocks. 

The first set of figures shows that during 1944- individuals 
reduced their holdings of securities, other than U. S. Government obligations, 
and the second set shows that out of approximately 3 billions of nesv financing, 
only345 millions of common stocks were issued. 

These figures also show the problem presented by the volume of savings 
to be intelligently employed to produce an income, to which is also added the 
problem of what to do \dLth the proceeds of the securities that have been 
redeemed. 

It seems to me that the Administration would do well to give more 
thought to the investment problems of the Insurance Companies, Universities, 
Hospitals, Trust Funds and Individual Investors, rather than "fence them in" 
to try to catch the Speculator. 

lours sincerely, 

Horatio L. WMtri&ge 
HLW cbd INVESTMENT MANAGEMENT DEPARTMENT 
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ADDITIONS TO EEgUID ASSETS OF INDIVIDUALS 
DURING 19LL 

Currency and Bank Deposits / $ 17,000,000,000 

Holdings, U, S. Govt* Bonds / 15,500,000,000 

Government Insurance Equity / A,UOO,000,000 
Private Insurance Equity // 3,300,000,000 

Investment in Savings and Loans Assns. / 900,000,000 

Consumer Indebtedness / 300,000,000 

$ 4-1,400,000,000 

Security Holdings other than U# S. Govts• — 700,000,000 

§ 40,700,000,000 
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NEW CORPORATE SECURITIES ISSUES 
19-44 

Estimated Gross Proceeds 

§3.014.000.000 

Estimated Net Proceeds 

£2.956.000.000 

PROPOSED USES OF NET PROCEEDS 
(in millions of dollars) 

Net Proceeds Retirement of Repayment of Debt New 
New Securities Securities and Other Purposes Money 

Railroad f 606 I 500 $ 0 $ 106 

Pi c Utility 1,339 1,297 14 28 

Industrial 918 475 54 389 

Other Industries 93 ¿8 2 52 

12,956 |2,310 # 7 1 $ 575 

Of new securities issued, the following we.s represented by stocks: 

Preferred 
Common 

$366,000,000 
145.000.000 

#511,000,000 

Proceeds used as follows s 

Refunding $288,000,000 
New Capital 223.000.000 

#511,000,000 
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March 26, 1945 • 

Mr. Horatio L. «hitridge, 
Investment Management Department, 
Mackubin, Legg & Company, 
Baltimore, Maryland, 

Dear Mr. fthitridge: 

0n behalf of Mr. Eccles who is temporarily 

on a visit in the itfest, 1 wish to acknowledge receipt 

of your letter of March 22, which he will be interested 

to see, I am sure, on his return. 

Sincerely yours, 

Elliott ihurston, 
Assistant to the Chairman. 

ET:b 
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