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SALE OF FOREIGN BONDS OR SECURITIES IN THE
UNITED STATES

MONDAY, JANUARY 4, 1932

Unitep States SENATE, CoMMITTEE ON FINANCE
Washington, D. C.

The committee met at 10 o’clock a. m., pursuant to adjournment
on Monday, December 21, 1931, in the committee hearing room in
the Senate Office Building, Senator Reed Smoot, presidin%l.

Present: Senators Smoot (chairman), Watson, Reed, Shortridge,
Couzens, Keyes, Jones, Metcalf, Harrison, King, George, Connally,
Gore, Costigan, and Hull,

Present also: Senator Johnson.

The CHairMax, If the committee will come to order we will pro-
ceed with the hearing. Mr. Kahn, you are ready to proceed with
your testimony, I take it?

Mr. Kanx, Yes, Mr. Chairman.

The Cramryax. We will be glad for you to do so at this time.

TESTIMONY OF 0TTO H. KAHN, MEMBER OF THE BANKING HOUSE
OF KUHN, LOEB & C0., NEW YORK, N. Y.—Resumed

(The witness was duly sworn by the chairman of the committee
when he took the stand on December 21, 1931.)

Mr. Kanx. I assume, Mr. Chairman, that I am to go on reading
the loans.

The Cuairman. Just where you left off on Monday, December 21,
1931, which I think was the date you last testified.

Mr. Kauxn. In June of 1927, the city of Copenhagen, Denmark,
25-year, 3 per cent, gold loan due in 1952, $15,000,000. The price
paid was 9429 per cent. The issue price, that is, the net price at
which the bonds were offered to the public, was 9714 per cent. The
spread was 2.96 per cent, the purpose of the loans was refunding
and public works and buildings.

Senator JouNsoN, Mr. Kahn, is it possible for you to state while
you are giving these details of loans, the present market {;rice of
the particular bonds of the bonds that were floated by you

Mr. Kanx, I have not got those data here, I am sorry to say, but
I can say that of all the Ioans enumerated in list from which I am
reading and which go back to 1919, in other words, covering a period
of 12 years, there is only one single borrower in default. All the
others are meeting their interest and sinking fund.

Senator JorxsoN. No; I was not asking about that. I was asking
what the present market rate is in regard to the particular bonds

299



300 SALE OF FOREIGN BONDS OR SECURITIES

gr segurities about which you are talking and which your house
oated.

Mr. Kanx. I have not got those data here,

Senator JouxsoN. May I at this point csll attention to the fact, as
it may save a good deal of the committee’s time, that Congressman
LaGuardia put in the Congressional Record on the 10th of De.
cember very lengthy tables showing the amounts of foreign loans
that have been floated in this country, the prices at which they were
floated, the present values, and so on. Mr. Kahn, have you ever
examined that table?

Mr. Kaun. No.

Senator Jomuxsox. It purported to be a series of publications
from the New York American.

Mr. Kanx. I have not examined that statement, Senator Johnson.

Senator Jouxsox. Very well. :

Mr, Kann, I am afraid that a similar statement could be put
into the Congressional Record as to a great number of American
bonds and other American securities which are selling at the present
time not on the basis of their intrinsic value but on the basis of
unreasoning fear.

Senator Jonnson. Just what is the object of that answer? I
querie%{you about foreign investments.

Mr. Kaun. Yes.

Senator JounsoN. And immediately your reflex is that I am going
to say something about American bonds,

Mr, Kann, Senator Johnson, my motive is to prove that the pres-
ent market prices of bonds do not constitute & situation relating
exclusively to foreign bonds, but reflect thc prevailing all too wide-
spread attitude of unreasoning fear on the part of the American
investor.

Senator Jonnsox. So that you would make a comparison, or at
least leave the implication, that United States Government bonds
are in exactly the same situation as these foreign government bonds
that have been floated.

Mr. Kann. That they are “in exactly the same situation” I do
not say, of course. In fact, I did not mention American Govern-
ment bonds. But I do say that the same fear which agplies to for-
eign bonds likewise applies to Americon bonds, and I should say
that present values as quoted do not express what I believe to be
the intrinsic value, generally speaking, of foreign bonds any more
than they express the intrinsic value of American bonds.

Senator Jomnson. Eliminating either the psychological or the
metaphysical aspects of the case would you say that American Gov-
ernment bonds have been reduced in price in like fashion with for-
eign government securities that have been floated by your house
and others?

Mr. Kanx. You say, “in like fashion,” Senator Jolinson?

Senator Jounson. Yes.

Mr. KanN, You must permit me to use my own language in re-
plying to your question, otherwise I should create a wrong im-
pression.

Senator Jounson. It goes without saying that I want vou to use
your own langnage and to answer as you see fit.
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Mr. Kann. With your permission I would say that American
Government bonds are in a class by themselves, good and safe be-
yond peradventure or question, and that an acute and general decline
in foreign bonds or in ordinarﬁ American bonds, inspired by fear,
suspicion, a credit crisis, or shaken confidence would not express
itself, of course, by merely the same or a similar percentage as in
American Government bonds. The fact is that the market price
of the last issue of American Government bonds, Federal Govern-
ment bonds, has declined within about three months by 15 per cent,
an extraordinary heavy and rapid shrinkage for the premier se-
curity of the world. If you translate this, and apply it to foreign
bonds, the fact that such bonds have suffered a vast dimunition
in market value does not seem so utterly extraordinary a phenome-
non by comparison.

Senator Jonnson. All right. Now, that is your justification for
the answer that you originally made, is it? I do not want to pur-
sue the subject, but would it be too much to ask vou either to
furnish a table or to look at the tables furnished by Congressman
LaGuardia which are in the Congressional Record of December
11, 1931, and state whether or not those tables furnished by Con-
gressman LaGuardia are accurate? Can you do that without too
much difficulty?

Mr. Kann. I can easily do it when I get back to my office,
Senator Johnson.

Senator Jornson. That is what I mean. I am not asking you to
do it now.

Mr. Kanx, I will be very glad to do it.

Senator Jouxsox. I will submit at the conclusion of your testi-
mony a copy of the Congressional Record of December 11, 1931,
and I will ask you to advise us subsequently whether or not the
tables submitted by Congressman LaGuardia as appearing in that
record are substantially correct.

Mr. Kanx. I shall be very glad to do that, Senator.

Senator Jounson. All right. Now, pardon me. Mr. Chairman,
for interposing,

(The following was received subsequently :}r

Senator JornNsoN. Since we adjourned on Friday I have received
from Palm Beach, Fla., from Mr. Otto H. Kahn, a letter in which
he desires to add something to his testimony, and in fairness to him
I am very glad to have that letter inserted as a part of the record.

The Crarvman. I have a similar letter, and was going to ask
that it be made a part of the record, but yours will be sufficient.

. Senator JonnsoN. I thank you. The letter is as follows fread-
ing]:

g] Pary BeacH, Fra,

Janunry §, 1932.

Hon, HiraM W, JOHNSON,
Senate Office Building, Washington, D, C.

DEeAR SENAToR JouNsoN : Having been at my office uninterruptedly every busi-
ness day since last July, I have come down here for two weeks of neeided
rest. Therefore, I am not in a position to check the quotations contained
in the address of Congressman LaGuardia, as you desired me to do. I have
perused the address carefully and have sent it to my firm in New York, with
the request that they check the quotations as best they can and advise you
of the result as promptly as possible.
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I wonder whether I would be in order, and whether I may trespass upon
your courtesy, in asking you to read at the next hearing of the Senate Finance
Committee and place into the record of the hearing, the following three state.
ments on my part, which I had intended to include in my informal closing
remarks, but failed to so include, inasmuch as it was manifest that the com-
mittee was anxious to proceed to the examination of the next witness:

“1, I venture to think that the statement which you quoted as attributed
to Mr. 8. Parker Gilbert is not couched in his precise language and that, taken
apart from its context, it tends to give an impression somewhat differing, of
cgurse uvivholly unintentionally on your part, from the meaning intended by
the author,

2, My firmn originated only two German loans; that is, to the North German
Lloyd and to the city (and port) of Hamburg. It originated loans with one
in only two South American countries, that is, loans to the Argentine Govern.
ment and to the Mortgage Bank of Chile (a governmental institution similar
to our Furm Loan Board).

“3. Without having any intention of reflecting upon others, who, perhaps,
showed greater enterprise and eagerness than we did. I should like to say that
my firm sent no representative to either South America or Europe, for the
purpose of offering American louns or stimulating foreign countries, municipal-
ities or corporations to have recourse to the Amcrican investment market.

‘“ Belleve me, dear Senator, with high regard,

“ Very faithfully yours,
“Orro H. KAHN,"

P. 8.—As indicating the risks and responsibilities. to which originating bank-
ers and underwriting syndicates are inevitably subject, I am asking my firm
to send you, in the liope that you may see fit to insert it in the recovd of the
hearings, a statement which I wrote on this subject some years ago, together
Witt)? a record of a few examples of more rceent date, exemplifying the same
subject.

Senator JonxsoxN. In addition to that if the chairman will recall
I submitted to Mr. Kahn at the conclusion of his testimony a state-
ment of loans which had been put in the Congressional Record by
Congressman LaGuardia. That statement of loans Mr. Kahn said
he would submit to his office and would advise us whether or not it
was correct. I am now in receipt of a letter from Mr. Kahn’s office
and that letter is as follows [reading]:

Kuu~, Loes & Co.,
New York, January 6, 1932,
Hon. HiIRA W, JOHNSON,
Senate Office Building, Washington, D. C.

My DEAR SENATOR JoHNsON : Referring to Mr. Otto H. Kahn's letter to you
of the 5th Instant, wherein he stated that he would send Congressman LaGuar-
dia’s address of December 11, 1931, to this office in order to have the prices
of the securities mentioned therein checked in accordance with your request,
1 now beg to return to you herewith that address and to advise you that. so
far as we bave heen able to ascertain them, and this covers the bulk of the
quotations contained therein, they appear to be correct as of the time indicated
in that address.

Referring to the postscript of Mr. Kahw's above-mentioned letter and to
bis testimony before your honorable committce, I also beg to inclose herewith
a memorandum written by our firm some years ago, entitled “ The Marketing
of Amerlcan Railrond Securities,” cxemplifying the risks and responsibilities
taken by bankers and underwriting syndleates, together with a few examples
of more recent date on the xame subject,

Believe me, dear sir,

Yours faithfully, BANJAMIN J. BUTTERNIESER.

- The CrairMAN. Is that all. Senator Johnson?

Senator JotrxsoN. Now I offer as well the statement of Congress-
man LaGuardia to which that letter refers, which appeared in the
Congressional Record of December 11, 1931, and ask that it be made
a part of this record..

Che Cuamrman, That is all right.
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EXAMPLES OF SECURITY, OFFERINGS WHERE THE UNDERWRITING SYNDICATE WAS
CArLLED UPON TO PAY FOR A SUBSTANTIAL PPAnrT UNsoLp 10 THE PusLIC

NEw York, N. Y., March 11, 1929,
To the Stockholders of the Southern Pacific Company:

Pursuant to a resolution of the executive committee of the board of directurs,
adopted March 7, 1929, but subject to approval of the propused issue by the
Interstate Commerce Commission, the privilege will be given to the holders of
the stock of the company to subscribe, at 84 per cent and accrued interest, upon
the terms and conditions hereinafter stated, before 3 o'clock p. m. (New
York time), May 15, 1929, for an amount of the bouds hereinafter deseribed,
eyual to 17% per cent of the par value of the stock of the company registered
in their respective names on its books at 3 o’clock p. m. (New York time),
April 8, 1929. The bonds referred to will be 40-year 414 per cent gold bonds of
1920 of an authorized issue not exceeding $63,166,000. The bonds will be
issued in the denomination of $1,000 cach, Each $1,000 bond will have attached
thereto a warrant, nondetachable until exercised, entitling the bearer thereof to
purchase, at any time on or before May 1, 1934, three shares of common stock of
the company at $145 per share, plus accrued dividend at the then current rate,
Provision will be made in the indenture under which the bonds will be issued
for appropriate adjustment of the purchase price of the stock, in case of the
issue of additional common stock at less than $145 per share, or as a stock
dividend, but in no event will the purchase price be less thun the par value ot
the stock.

Messrs, Kuhn, Loeb & Co. have agreed to underwrite the subscription of
stockholders for these bonds. Application will be made to list these bonds
on the New York Stock Exchange.

In order to insure the necessary funds to provide for its requirements the
company requested its bankers to underwrite the above offering and the
bankers formed a syndicate therefor.

Stockholders of the company subscribed for only approximately 20 per cent
of the above bonds and the bankers were forced to call cu participants in the
syndicate to take up the remaining 80 per cent of the i~ue,

During the interval from March to June the bonds sold as low as 89%.

PHILADELPHIA, PA., OctoBER 8, 1920,
To the holders of voting trust certificatees for common stock of The Penn-
roud Corporation:

The board of directors of The Pennroad Corporation has decided to issue and
sell 3,025,000 additional shares of its common stock without par valve. Hold-
ers of voting trust certificates for common stock of the corporation will have
the right to purchase on or before November 19, 1929, at $10.50 per share, upon
the terms and conditions stated in the accompanying letter from the treasurer,
voting trust certificates for a number of shares of suid additional common stock
equal to one-half of their respective holdings us registered on the books ut the
close of business on October 18, 1929,

Messrs, Kuhn, Loeb & Co. have agreed to underwrite the subscription of
voting trust certificate holders to voting trust certificates for thiv additionul
stock, '

Kulin, Loeb & Co. us bankers for The Pennroud Corporation formed a syndi-
cate to underwrite the above offering. ‘The offering to stockholders was ouly
about 50 per cent subseribed thus making it necessary for the syndicate partici-
pants to take up and pay tor 50 per cent of their participation.

When the above offer was originally made the siock was selling around $23
per share but had declined to around $15.50 per share prior ‘o the time whexn
the syndicate had to take over the unsold portion,

New YORrK, SEPTEMBER 10, 1020,
To the stockholders of Chicago & North Western Railicay Co.:

The Board of directors of Chicago & North Western Railway Co. (hereinufter
called * the company ") has by resolution authorized an increase of the author-
ized capital stock of the company from $200,000,000, par value, to $300,007,000.
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par value, by increasing the authorized common stock of, the compuany by $100,-
000,000, par value, and has called a special meeting of the stockholders of the
company to be held November 18, 1929, for the purpose, among others, of obtain-
ing the approval by the stockholders of such proposed increase.

The bhoard of directors of the company has also determined, subject to
approval of the Interstate Commerce Commission and to the approval by the
stockholders of the company of such proposed incrense of the guthorized eapi-
tal stock, to issue $72,335,000, principal amount of 20-year 4%, per cent con-
vertible gold bonds, serfes A, and to offer to the holders of stock of the
company, both preferred and comwmon, the privilege of subscribing, at their
principal amount and accrued interest, upon the terms and conditions herein-
after stated, before 8 p. m. eastern siandard time, November 25, 1929, for a
principal amount of said 20-year 4%, per cent convertible gold bonds, series A,
equal to 40 per cent of their respective holdings of the stuck of the company
ggggeglstered on its books at 8 p. m, eastern standard time, September 24,

Messrs. Kuhn, Loeb & Co., have agreed to underwrite the subscriptivn of the
stockholders for the bonds of series A,

The Chicago & North Western Railway Co, arranged with its bankers to
form a syndicate to underwriter the above offering. In November, 1020, the
syndicate was called upon to take up approximately 50 per cont of the issue,
stockholders having subscribed to only 50 per cent.

ExAMPLES OF SECURITY OFFERINGS NOT UNDERWRITTEN BY A BANKING SYNDICATE
Waere Issue Hap 170 BE CANCELED BEOAUSE THE PUBLIC SUBSCRIBED FOR
ONLY A NEGLIGIBLE AMOUNT.

NOBTHWEST BANCORPORATION 173,000 SHARES COMMON STOCK

On October 10, 1929, common stockholders of this company offered right to
purchase additional stock at $72.60 per share in ratio of 1 new share for
every 10 shares held, The offering wuas underwritten by & syndiecate.

At the time of offering stock selling arvound 94, [Kinal subscription date
advanced from November 15, 1929, to December 16, 1920, Stockholders sub-
seribed for only about 10 per cent of the offering so syndicate participants
requested to tanke up remaining 90 per cent. At the time the stock was paid
for hy the syndicate the stock was selling for around 63,

Syndicate received as compensation $1 per share and an additional $1 per
share on all shares purchased at $72.50 per share,

BETHLEHEM S1TEEL CORPORATION §00,000 SHARES (COMMON STUCK

Stockholders of record September 20, 1929, were offered right to subseribe to
the above stock at $110 per share, At the time of the offering the stock was
selling at $140 per shareé. The offering wans underwritten by a group of bank-
ers, The result of the transaction was that stockholders subscribed to omly
50 per cent of the offering and the syndicate was called upon to take up the
bhalance at $110 per share although the stock had dropped to $3 per share.

FPor this service the underwriting syndicate was paid $1 per share on the
800,000 shares and an additional $1 per share on all shares not subseribed
for by stockholders,

STOCK OFFERINGS NOT UNDERWRITTEN BY BANKERS

North American Co. stockholders of record October 16, 1929, were offered
the right to subscribe to New stock at $100 per share in the ratio of 1 new
share for each 10 shares leld; the rights to expire November 13. 1929, Inas-
much as the company had ontstanding approximately 5,600,000 shares as of the
date of issue of the rights, the total dollar amount which the company would
have received had all rights been exercised, would have been about $56,000,000.

On November 14, 1929, the board of directors of the company decided that in
view of the decline in the market price of the common stock of the com-
pany from a high of $186 per share to a low of $69 per share, the rights were
valueless and should be canceled, which was subsequently done. The price
of the rights declined from a high of $714 to a nominal quotation of 4.
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American Rolling 3ills common, stockholders of record October 25, 1929,
were given the right to subscribe until June 16, 1930, for 285,867 additional
shares at $104 per share on the basis of 1 new share for each 5 shares
held. The total amount which the company would have received had all
rights been exercised in $29,501,000. Only three shaves of stock were sub-
s%riql%elq/tor. The price ranged during June, 1930, from a high of $7084 to a low
of § 8.

THE MARKETING OF AMERICAN RAILROAD SECURITIES

{In the matter of terms and conditions to be pregeribed by the commission fn conuection
with é@‘é‘) issuance of securities under section 20a of the interstate commerce act, as
amen:

INTRODUCTION-—THE PROBL.EM

No more important problem to-day challenges the skill and wisdom of Ameri-
can railroad managements—and the public authorities charged with the fune-
tion of regulation—than that of how to obtain the capital necessary to provide
the facilities required to transport the commerce of our growing country.

It has heen estimated by several high authorities that in order to meet with
any degree of adequacy the requirements for new construction, for additional
main tracks, sidings, and yards, for equipment and terminal facilities, for
elimination of grade crossings, especially in the larger cities, for block signaling
and other safety appliances, and the requisite general strengthening and im-
provement of existing properties, expenditures are called for, aggregating as
much as $1,000,000,000 a year for a serles of years to come.

There is a never-ceasing demand in the United States for more and bettew
railway services. Unless this demand is to remain unsatisfied the railway man-
agement must find some way to attract to the railway industry an uninter-
rupted and steadily augmenting flow of new capital.

‘I'he problem is no less vital to the public whoxe prosperity and cenvenience
so largely depend upon the adequacy of its transportation service. At the same
time, the public which pays the rates providing the return earned upon capital
invested in railroads, hus a clear interest in having the railroads ~ell their
securities—and obtain their new capital—upon terms which involve no burden
upon rates beyond that actually necessary to attract the required capital,

Capital already invested in railroad fucilities is irrevocably committed, but
any and all new capital must be attracted from the investing public upon terms
and under conditions which appear to that public.

it is thus of essential importance that the following purposes be accom-
plished :

(1) Obtuin the capital.

i2) Attract it upon fair und reasonable terms,

(3) Have a broad and stable market for railroad securities and n favorable
dixposition on the purt of investors toward such securities,

Generally speaking, the existing method of disposing of railroitd sccurities is
by three processes:

(1) Offering stock pro rata to existing shareholders, the issuc usually being
underivritten by bunkers;

(2) Selling bonds at a fixed price to bunkers, who through the medium of a
syndicate and with the cooperution of distributing houses throunghout the
country, market them to the public; and.

(8) Selling an issue through a banker to the public, with a ccmmission to
the banker for his services. (This method is very rarely employed.)

The question is now raised whether it would be well that the existing prac-
tice be changed and that railroad securities hereafter be sold by one of the
following methods, viz:

(1) Unresiricted public bidding; or

(2) Competition among bankers,

Such a change would, of course, involve the abandonment of the heretofore
prevailing method, under which a railrvad company usually selects a banking
house of high standing and, so long as the services of that banker are satis-
fgct«)'ry, makes its issues of securities customarily through or with the aid of
that house.

The suggested change contemplates that the relationship between the rail-
road and the investment market shall be similar to that between American
municipalities and the investment market, wherein issues of securities are
usually sold by competitive bidding.
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In considering this problem, the paramount question is: How can it be made
certain hat the vast amounts of new capital required by the rallroads, year
in and year out, shall be forthcoming upon the most advantageous terms?

1. Tae Exi18TING PRACTICE OF DEALING THROUGH BANKERS
A, WITH AMERICAN RAILROADS

As a rule, rallroad companies of the United States, like those of other coun.
tries. market their bonds by selling them either to or through bankers, In
cases where securities are offered for pro rata subscription to stockholders it
is customary for the corporation to protect itself by arranging with bankers to
underwrite, or to form a group to underwrite, their sule; that is, to agree to
purchase such of the securities as are not taken by the stockholders.

Most of the important railroad companies, as well as industrial corporations,
make a practice of dealing with a particular banking house or a particular
group of bankers in marketing securities, This relationship rarely rests on
formal contract. As a rule, the relationship Is informal and tacit and its dura-
tion, as will be developed in detail further on, depends wholly upon the satis-
faction of the railroad with the services rendered. A rallroad company grad-
ually comes to recognize a particular banking house as its banker,

The existence of such a relationship means that the railroad has at its dis.
posal continuously the services, skill, standing, experience, advice, and financial
influence and capacity of the banker.

Among the banker's functions are to keep track of the financlal situation and
requirements of the rallroad, to assist in the preparation, in advance of the
need, of a proper and serviceable system for fiaancing such requirements; to
advise as to the class, kind, and denomination of securities to be issued and
as to the best time for selling them, so that his clients may not miss an oppor-
tune moment for meeting thelr requirements; to indicate from his survey of
the markets of the world his judgment as to the amount of securities which
could be absorbed in one or the other market; to scrutinize the mortgages and
deeds of trust under which securities are to be Issued, with a view to theilr
provisions being, on the one hand, carefully protective of the investor, and, on
the other hand, sufficiently broad and elastic not to hamper and restrict the
corporation unduly in respect of its future requirements.

The terms of a negotiation are by no means imposed by the banker, for it is
easily within the means, and is recognized &8s an important and responsible
duty, of those conducting negotiations on behalf of the railroad company, to
acquaint themselves with the reasonable market value of the securities which
it desires to sell and to insist upon obtaining a fully adequate price.

The railroads for whom bankers act nowadays can have no inducement to
continue that affiliation except satisfaction with the services rendered.

A railroad company generally is, and always ought to be, free to terminate
its relationship with its bankers at any time and entirely within its own
discretion.

That changes in the relationships hetween rallroads and bankers do occur
s indicated by the variations which take place in‘the course of time, in the
connections, and the relative influence and position of the prominent banking
firms which deal in railroad securities.

The relationship between the railroad and its bankers one which, whilst
not limiting the railroad’s freedom of action according®@o its own judgment
of its best interest, does involve upon the part of the bankers certain deflnite
and continuous duties and obligations, more fully referred to later on.

B. WITH INDUSTRIAL CORPORATIONS

Industrial corporations, unlike railway compunies subject to public regula-
tion, are entirely free to sell their securities In whatever way they deem most
advantageous. Their managers, or presidents, are very frequently among the
larger stockholders, and indeed, in numerous cases, are the prineipal stoek-
holders, of the respective concerns, and therefore have a more direct and
fmportant pecuniary stake in their enterprises than can be the case with the
chief executives of our large railroad corporations, the ownership of which
f8 scattered in the hands of several hundred thousand shareholders.

Yet, there are hardly any industrial concerns either here or in Europe which
dispose of thelr securitles by competitive bidding among bankers or by direct
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offering to the public. Practically all such corporations pursue the course
of negotiating with one particular banker or group of bankers and entrusting
the handling of their security issues to such banker or group of bankers sv long
as their services prove satisfactory. Their action is conclusive evidence that
the system of competitive bidding is found unsuituble and disserviceable by
the consensus of opinfon of thuse in charge of industrial affairs, here and in
Europe.,

I1I. How RAILROAD SECURITZES ARE PracEp Wit TaE PusLic

The great complexity involved in the sale of securities will readily be: seen
from « brief outline of the methods usually adopted in marketing a large issue
of bonds. The railroad, in the first instance, sells the issue to a strong bnnking
firm at a price mutually agreed upon through negotiation. That firm then
associates with itself a syndicate consisting of many (usually hundreds) of
other banking, brokerage, investment, and distributing houses throughout the:
country, each having its clientele of investment customers.

Bankers, of course, do not buy securities for permanent investment by
themselves, If bankers or syndicates permanently kept the securities which
they bought from the railroads their capacity to undertake such transnctions
would be exhausted very soon,

If securities are to be placed, they must ultimately find lodgment witls
investors, and, while the amounts of securities taken by large investors, such
ax the life insurance companies, savings banks, and capitalists, appear large,
their aggregate, especially since the advent of the high surtaxes, is small com-
pared with the investraents of the rank and file of small investors,

Pending the formation of a syndicate, the firm which has contracted withe
the raflroad stands in the breach, and is responsible to the railrond whether
or not it suceeeds in forming the syndicate. Even after the formation of the
svndicate, the practice is that the responsibility of the eontracting firm con-
tistues and it remains liable to the railroad for the due fultiliment by each
svndicate member of the obligation undertaken by him.

Then begins the laborious process of selling securities to ultimate investors,
through advertising, letters and circulars, and presonal presentation, und in
this labor are engaged large numbers of dealers in securities, each with his
own clientele, In time, if the issue is & success, the securities are absorbed.

If the issue is not a success the participants in the syndicate must either sell
the securities at a loss or carry them along until the advent of propitious
times enables them to dispose of them,

The selling of securities to the public has in recent years undergone a radical
change, Formerly, the principal buyers of railrond honds were wealthy in-
dividuals and large corporations, especially insurance companies and savings
banks. The former, owing to the surtaxes, have practically heen eliminated
as absorbers of railroad bonds uand confine their investments very largely to
tux-exempt securities, while the insurance corporations and savings hanks
do not invest as largely as before the war in railroad securities.

It has therefore been found necessary to discover new channels for the
abgorption of railroad bonds. This has been siccomplished within the past:
few years by a most intensive campaign of education and distribution among:
the rank and flle of investors.

The result has been exceedingly gratifying in that a vast army of small
investors has been developed. The achievement is of great public conse-
quence from the social and economic point of view.

III. THE PROPOSBAL TO MARKET RAILROAD SECURITIES BY COMPETITIVE BIipping

It is now urged in certain quarters that raflroad companies would do better
if they should discontinue dealing habitually with particular banking houses,
and, whenever they have securities to sell, would offer them for sale by com-
petitive bidding among bankers, regardless of pust affiliations,

Some even go so far as to advocate that bankers, as such, should not he
used at all, not even upon a competitive basis, but that the railroad companies
should sell their securities directly to their own stockholders or to the publie
at large, preferably offering them for public tender and accepting the proposals
of the bighest bidders,

If rairoads offered bonds direct for puble subseription in limited amounts,
the result might be fairly satisfactory in good or normal times, although even
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then, deprived of the facilities, the skill, and the sponsorship of responsible
bankers, the prices obtained would probably be lower than those which would
have been realized by dealing with a banker, and that consideration takes
no account of the uncertainty in which the railrond would necessarily find
itself ax to whut portion of the funds it required would be in ract realized
as the result of the public offering,

Moreover the public demand would naturally concentrate itself upon the
issues of the best known and most prosperous railroids, making it very difficult
tor railroads not enjoying high credit to obtain necessary funds—all the
move difficult, as the system of competitive bidding would offer no inducement
to bankers to take upon themselves the risk and responsibility of acquiriug
such issues.

Under that plan there would Hkewise be less assurince of the pursuance by
railroads of a sound and consistent financial policy such as a prudent and con-
servative banker requires as a busis for commending seeurities to the confidence
of the investing public which looks to the banker for advice and leadership.

In unfavorable times, of course, the public’s response to an offering of securi-
ties is small, at times exceedingly small, 1t occurs frequently that bankers or
syndicates have to carry issues of bonds, which they have purchased, for many
monthis or even years, until investment demand revives. If an issue of honds
offered by a railroad for competitive bids on direct public subscription resulted
in non-success, the issue, if saleable at all. could only be disposed of at a very
beavy sacrifice,

The fallure of a public offering und the consequent public knowledge that
the railroad had been unable to obtain the funds it requires, would cause grave
damage to a railroad’s credit, if it did not for the time entirely destroy it, would
cause alarm amongst investors, und in not a few cases might cause bankruptcy.

That is the vital and fundamental difference between the risk incurred hy
wunicipalities and that incurred by railroads in the disposal of their bonds by
public bidding, If a wmunicipality fails to dispose of its bonds, the situation
thereby created, though embarrassing, does not ordinarily involve grave harm,
and can be dealt with. If a railroad fails, however, the damage done is ex-
ceedingly grave at best—and may be irremediable.

THE * PUBLIC” DOES NOT BID

As a matter of fact, unrestricted public competition does not in practice
meun what the term implies, because all experience has shown that the public
does not cure for such bidding and actually refrains fromn participating therein
to any appreciable extent. Even in the case of municipal securities, it is amply
demonstrated that the offerings are not taken by the pubilic in the process of
competitive bidding, except in a very limited measure, The successful bidders
both as to quuntity and price are almost invarfably bankers or banking syndi-
cates, who buy for resale to the investor.

The public wisely requires, even in the case of municipal securities, the ad-
vice and moral responsibility of bankers. They want to be sure that all legal
matters have been properly looked into by somebody, not the seller, and that
the soundness and validity of the security is vouched for by a competent and
relinble firm,

If, as experience has shown, the public can not be depended on to cover the
offering even of municipal bonds by competitive bidding, this would be so in a
still more pronounced degree in the case of railroad securities, It follows that
public competition would really mean not offering securities to the publie, but
offering them to the bankers.

The banker, if he were—as he would be in this case—entirely free to bid
or not bid, to pick and choose, to take the best and leave the less good alone,
would actually leave the less good alone, with the result that many raflroads
would find themselves face@ with the grave comsequences of the failure of
public offerings.

Municipal and State securitics possess the immense advantage of being tax
free. Yet it has happened, in the past quite often, and even not unfrequently
of more recent dates, that such issues were not covered when offered for
public bidding, the failure, entire or partiul, being due usnally to their heing
unsuited to the market or because of some doubt as to their legality. Can
it be doubted that the same result would occur much more frequently in the
case of railroad securities if offered for public bidding?
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THE EXPERIENCE OF CITIES

1t Is true that Government and municipal securities in this country are
usually offered for competitive bidding, but Governient, State, and municipal
financing is not comparable with corporation financing, In the former case
the securities based upon the taxing authority are in the simplest form—
generally little more than a plain promise to pny—and in recent years, since
the advent of high surtaxes, a rendy market is usually assured by the tax-
exemption feature.

Nevertheless, public officials usually deem it wise to consult bankers hefore
determining their financial policies and particularly before issuing large loans,
and at times have sought and obtained in advance informal guarantees from
bankers that offerings will be covered. They can, of course, rely upon bank-
ers rendering assistance as a matter of civic duty. In the case of rallroads,
with the element of habitual clientage between railroad and banker elimi-
nated, it would naturally he impossible to count upon any such uncompensated
advice and assistance,

As illustrating the point that the financing of State and even the higliest
grade municipal bonds has not alwuys been successful in spite of the tax
exemption feature, it may he mentioned that in June and August, 1007, the
city of New York offered two issues of bonds of $20,000,000 and $13.000,000,
respectively, for which bids of only $2.100.000 and £2,700,000, respectively, were
received. The fssues were sold by private sale to bankers a few months later,

About the same time a swmall offering of bonds by the State of New York
met with a similar result,

In 1914, shortly after the outbreak of the war, the city of New York, find-
ing itself in immediate need of $100,000,000 of gold to pay notes maturing
in England and France, turned to J. P. Morgan & Co. and Kuhn, Loeb & Co.,
who, without compensation, as a matter of public duty, undertook to organize,
and in the midst of conditions of unprecedented difficulty, did organize a
syndicate to provide the necessary funds.

In more than one instance in the years preceding that occurrence, the city
was compelled. in order to avoid failure of an issue offered for public tender
for the purpose of meeting pressing requirements, to have recourse to one
or the other of the leading banking houses. In numerous cases, it was only
large subscriptions by such banking houses—made often without any expecta-
tion of profit and resulting none too rarely in losses—which avoided the, at
least partial, faflure of public offerings of the honds of the city of New York.

There {8 no reason to believe that the cities have heen better off under the
practice of selling bonds at public offering to the highest bidders than they
would have been had they been permitted to deal privately with the bankers
a8 do the railronds. But, even if it were otherwise, it s manifest that rail-
road companies could not posribly expect to fare as well as do the municipall-
ties if they had to depend upon the uncertain and fluctuating public demand
g&;ggn they attempt to sell their securities at public offering to the highest

er.

Especially does this hold true in the case of the less strong railroads, where
a careful analysis and study of the condition of the company and sometimes
even an auditor’s or an expert’s report is required before a conservative banker
will stand sponsor for the company’s securities. The investing public will
neither take the trouble, nor dnes it poscess the qualifications, to analyze for
itself the pogition of the securitie: of the less well-known properties and to
form a reasoned estimate as to their degree of safety, based, as such estiinate
must be, upon the compilation and study of statistical and other data, which
it is among the functions of the hanker to gather and to make available to his
investment clients in convenient and easily understood form.

In this connection it is significant that the Farm Board Bureau of the United
States Treasury has found it advantageous to issue the bonds of the farm-loan
hanks not by competitive bidding but through a croup of bankers sclected by
the bureau whom it may at all times feel free to consult and who wateh the
markets in the interest of the burecau,

EUROPEAN PRACTICE
In not a single European country does the systemy provail of competitive sale,

either general or limited, of securities on the part of corporations, Moreuver,
many, even of the governments and municipalities in placing their loans, have
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recourse not to competitive bidding but to regularly established and continuous
contiections with a bunking house or a group of hanking houses. Not one of the
foreign governments, belligerent or neutral, which during the European war
have found access to the American investmeunt market for the securities of
their respective countries, has recourse to competitive bidding aumong bankers
or otherwise. In each instance the government concerned has dealt with some
oue particular banker or group of bankers whom it selected as efficient and
worthy of confidence.

A cabled inguiry addressed within a week to efzht different countries in
Europe, and also to Japan, to find out whether, since the war, the nractice has
been modified in those countries of dealing with selected bankers for the sale
of public service and other corporate securities and even, in numerous cases,
governmental or municipal bonds, elicits the information that no reason has
been found to change that practice ancd that it continues to prevail

1V. THE PRESENT METHOD OF UNDERWRITING THE SALE OF STOCKS TO SHARE-
HOLDERS

Under the laws of most States the charters of most corporations, it is neces
sary that new fssues of stock, or of bonds carrying the privilege of conversion
into stock, must first be offered for pro rata subscription to the corporuations’
stockholders, In such cases the banker’'s knowledge of markets is valuable to
advise the covporation of the character of securities which its shareholders are
likely to uccept or for which the subseription rights would command a market
value.

When an offering of new stock is made to shareholders of a corporation it
creates a technically weak market position, inasmuch as both the existing stock-
holder and the speculator know that there is n mass of new stock about to
issue, and the market must absorb it. Consequently the speculator is apt to
incline towards rushing into the market, arguing to himself: * I will sell that
stock. I will get it back cheaper. The market must ab=orb such and such a
number of millions of new stock, and it can not do that without going down,
1 am quite safe in selling some,”

Experience has shown that in many cases the stockholder to whom the so-
cilled right to subscribe for new stock is offered. does not exercise that right,
He is not always prepared to put up additional cash. He frequently sells his
“ rights ” for whatever may be their market value.

Consequently, by the very Issue of additional stock, offered to existing stock-
holders, there is created an unfavoruable and svmewhat hazardous market con:
dition, Naturally, the tendency invariably is for the offering of stock to de-
press the existing level of the stock. That may go so far ag to remove any
inducements to the stackholder to subscribe for the new stock. and to render
“yights” valueless. An unprotected offering, that is, uan oftering not pro-
tected by underwriters, is a target for selling.

Moreover, not to nention the damage to its credit in case of the failure of
such an offering, the railroad is uncertain pending the time in which the securi-
ties are under offer to the stockholders (usually not lezs than from 45 to 60
days whether or not, or to what extent, the stockholders will subseribe, and s,
conseuqently, in doubt whether, at the end of the subscription period, it will
come into possession of the funds it requires.

All of this is obviated by the formation of an underwriting syndicate inas-
much as it guarantees to take and pay for any part of the offering which the
stockholders may not want to take, The existence of such a syndicate anad the
resulting guarantee of the success of the offering has a streng moral cifect
upon the stockholders in encouring them to subscribe, and an equally strong
effect in discouring speculators from *short selling” while an unprotected
offering invites such <elling.

It follows that a railvroad can safely afford to offer securities at a nmwuch
higher price when underwritten than they would risk fixing when not secured
and protected by an underwriting.

A characteristic illustration of the foregoing is furnished by the experience
of the Pennsylvania Railroad Co., than which there is no stronger railroad
corporation in the country, when in 1903, it without underwriting. offered
£75.000.000 of its stock for subscription by its stockholders at 120 per cent,
I'he market price of the stock at the time was, and for some time had heen,
around 145 per cent. Owing to the large difference hetween the market price
and the price of the offering, the officers and directors of the railroad deemed
it unnecessary to insure success by an underwriting.
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As a result of changes in marvket conditions, sales of rights by stockholders,
and selling by speculators, it being known that there was no underwriting syn-
dicate, the market value of the stock rapidly deelined. When the price in its
descent had reached 125%, and the tailure of the offering appeared imminent,
the railroad finally ealled upon its bankers to form a syndiente tu underwrite
the issue, which was promptly done. The reassuring effect of the mere public
announcement that a syndicate had guaranteed to take and pay for any part
of the oftering which wus not subsecribed for by the stockholders, was such as
to arrest iimmediately the selling on the part of alarmed stockholders as well as
by speculators. The decline in the market stopped, and a threatened failure,
which might have involved serious consequences and affected railroad credit
generally, was turned into a complete success.

Even after taking into counsideration tbe expense of an underwriting syndi-
cate, a raiiroad will usually obtain muterially higher net proceeds ffom an un-
derwritten offering, than from one not underwritten, in addition to the advan-
tage of being certain of securing the required funds,

Manifestly, it is more advantageous to a railroad’'s financial position and the
maintenance or the price level of its securities to offer a security, even to its
stockholders, at say 110, and pay a reasonable underwriting commission, rather
than to offer it at par without an underwriting,

The cases in whieh railroad compunies or other corporations have successfully
sold thelr securities direct to the investor are exceedingly rare, and even then
usually at prices below what could have been obtained from bankers,

To quote only one example of nonsuceess in the case of direct dealing with
the publie, the Vermont Valley Railroad in 1914 offered for competition by
sealed tenders an issue of $2.300,000 of its 6 per cent 1-year notes. Although
the Vermont Valley Railroad was a very prosperous concern, having a record
at that time of having paid dividends at the rate of 10 per cent per annum
for nine years, and the notes had the additional security of being guaranteed
by the Connecticut River Railroad Co.. the offering resulted in complete
tailure, practically no bids having been received.

On the other hand, the case of the American Telephone & Telegraph Co.
which recently sold a large ixsue of stock at par directly to its stockholders,
without the intermediation of hankers, has been cited as significant and indi-
cative of the possibilities ot effectve results without the cooperaton of bunkers.
The real slgnificance in that case, however, lies in the patent fact that had that
issue been underwritten by bankers a considerably higher price for the com-
pany could have been obtained. The security sold by the American Telegraph
& Telephone (o, was seasoned stock puying 9 per cent dividends. It was offered
at par. Bankers, in consideration of a reasonable commission, would gladly
have underwritten the offering at n considerably higher price. It should be
understood that this dees not imply any suggestion of criticistu as to the course
pursued by the company. There were valid considerations of broad policy
which guided the decision of these in responsible charge, to give to the vast
hody of its stockholders the henetit of a stock offering at g particularly attrac-
tive price. .

V. ErrECTIVE CoMPETITION PREvVAILs UNDER PRESENT METHODS

There are ever-present elements of actual or potential competition which
assure favorable terms to a railroad compuny dealing habitually with the same
bankera,

The price and the margin of profit or commission at which a banker con-
cludes a negotiation with a railrond company for its securities is necessarily
in competition with the terms upon which other bankers negotiate with other
railroad companies for their securities,

The prices at which railroads sell their securities are now matters of publie
record. Moreover, the terms of a contract between the railrond and the banker
are subject to the approval of the Interstate Commnerce Commission. No hanker
expecting to maintain his regular connection with a railrond company can do
otherwise than pay full and fair value for the securities which it has to sell.
It i3 a matter of necessity and self-interest for him to do so.

Railroad companies, through various means, are well able to place an ac-
curate estimate upon the market vilue of securities which they have for sale,
and no hoard of directors could afford to incur the opprobrium and responsi-
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bility of selling securities to their regular banking connections otherwise than
on the hasis of what they are reasonably and fairly worth, considering the time
and the conditions.

The prevailing market prices of existing issues fix very closely the prices at
which new securities can be sold to investors, The banker who would make
a practice of marketing the securities of his clients at prices materially bhelow
the prevailing prices, for issues of similar character and quality would soon
lose his clients,

In isvlated instances, for the purpose of obtaining advertisement or position,
or even, in certain instances, for reasons of a less legitimate kind, otliers than
the regulur banking connections of particular railrouds mauy econceivably be
willing to pay a somewhat higher price for an issue of securities than such
regular connectlons; but there is no reason whatever to think that such * ueca-
slonal ” bidders would be able or willing to do hetter for the railroads, yeur
in and year out, than the bankers usually acting for those railroads. On the
contrary, there is every reason to expect the reverse,

Whether through a system efther of unrestricted public bidding or of com-
petitive bidding limited to banks, the railroads yeur in and year out would
obtain higher prices for their securities than have been and are heing realized
under the existing time-tested system, is a matter of opinion and can not be
anything else. Whether that opinion is pro or con, there can be no question
that as against gaining a wholly problematicul and uucertain henefit the rail-
roads stand to lose the certain, well-established and weighty advantages which
now acerue to them through the responsibility and moral and practical obliga-
tions toward them of the bankers with whom they habitually deal,

To market railroad securities on a large scale requires a combination of skiil,
experience, capital, reputation, and connections that, from tlie nature of the
case, can be possessed by only a limited number of concerns at any one time,
hecause only the test of time will produce most of these necessary qualities,

That skill, experience, and reputation it is the bhusiness of the banker to
make available to his clients, together with his financial potency and rela-
tionships.

A banker of long experience with a record of success, conservatism, and in-
tegrity, develops a power to place securities that is of great value to his clients,
cumulatively so the longer the relationship is maintained.

RESULTS MUST BE JUDGED OVER PERIOD COVERING BOTH RISING AND DECLINING
MARKETS

The question of the hest and most servicenble method of selling raiiroad se-
curitie¢ must be determined not from the wholly exceptional and fortuitous
circumstunces which have prevailed during the last year, but in the light of
the experience of the longer past and the needs of the future,

In the marketing of securities, us In other businesses, there are vecasional
perlods of excessive activity, usually of comparatively short duration, occa-
sional periods of acute depression and longer periods of normal activity.

It happens that this year has been a period of unparalleled activity in the
marketing of securitles of domestic issues, simultaneously with, and partly
caused by, growing reluctunce to invest in issues of Iluropean countries. 1here
has heen a vast and almost insatiable demand for new domestic securities, par-
ticularly honds, an almost uninterrupted decrease in interest rates and a
corresponding Iincrease in the market value of securities.

The result has heen that bankers and syndicates huve heen much more than
usually successful in marketing the domestic security issues which they have
putchased nnd that as a rule new security issues have advanced in the market
and reached prices in excess of the issue price, The upward trend of security
values is illustrated by the fact that in the last 10 months the average market
price of 10 standard railroad bond issues taken at random has increased about
13 points,

It has been a time when it was possible to indulge in improvident bidding or
‘“gpite bidding,” without being deterred by the swift penalty of nonsuccess in
marketing, which follows such practices under normal circumstuances.

Under these conditions, it is casy for critics who consider only recent ex-
perience, and whose knowledge does not carry them buck to the pre-war years
(which, after all, furnish the best standards for judging the futnre), to jump
at the conclusion that the railroads have not heen receiving the best possible

.
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prices for the securities they have marketed and that higher prices would have
heen realized if the sale of ruilroad securities had heen opened up for compe-
tition,

Criticism has been especiully eusy uand abundant on the part of those who
have little or no backgreund of experience in the marketing of railroad securi-
ties to gnide them. who have not had te bear the responsibility of financing the
requirements of great railroad properties in normal times and during periods
of depression and who o potr reialize the necessity of looking ahead to the
future periods of depression or of more normal demuand for securities when
the rnilroads of the country will have the same need for new capital as now.

VI, PrESENT ProckDpuURt. HAS PROVED OF ADVANTAGE TOo THE RAILROADS

To deal through bankers in accordanuce with present practice, has actually
proved itself a source of distinct finunecial advantage to railroads—even the
most prosperous and soundly financed companies.

A few conspicuons cases may be cited here to illustrate the point:*

1. In March, 19935, the Pennsyivaia Railroad arranged with its bankers to
form a syundicate to underwrite the offer to its shareholders at puar of $100,-
000,000 Pennsylvania Railroad 31 jer cent convertible bonds (convertible into
stock at 100 per cent). ‘The stackholders subseribed for less than 10 per cent
of the offering and. consequently. ti e underwriting <yndicate had to take and
pay for about $OV.DU) af the bornds, The bonds within the year declined to
0716 per cent aml never avnin reacied tor, the brice at which they were first
offered.

If it bad not been for the underwriting syndicate, the situation, resulting
from the failure of the stwckholders to subserihe and thus provide the money
needed by the railroad, would have heen very embarrassing to the railroad and
very serious in its effect upon the zeneral financial und investment situation
of the country,

2, In 1148, a situation had arisen which had hrought the market for railroad
bondg in this country to a complete standstill. Railroads for many months
were unible to obtain funds. except. to a limited extent, by means of the costly
and dangerous expedient of ~elling short-terin notes. The effect was cumuli-
tive and far-renching and threatened to bring about serious consequences. At
this juncture the bankers of the Pennsylvania Railroad succeeded in inducing
the two foremost banking houses in England, Messrs, N. M. Rothschild & Sons,
and Messrs. Baring Brothers & Co. (Ltl.) (the former of whom had not issued
an American security for many years). to purchase and bring out jointly with
them at 98 per cent an issue of $10.000000 Pennsylvanin Railroad 4 per cent
consolidated bonds.

Largely in consequence of the prestige and placing power and investment
following of the issu.ng houses. the public offering wus a complete success and
its effect, as recognized by many published comments here and abroad, was to
break the deadlock which haed existed, and to cause capital to flow again freely
into the investment market.

8. In Auvust, 1913, bankers formed a syndicate to underwrite the offer to
Union Pacifie stockhobilers of 88.000000 Southern Pacific stock trust certificates
at 92 per cent. The effectuation of that sale was of very great fmportance
as, fa'ling it by a certain very near date, the Southern Pacifie stock in question
would have been placed. nnder a ecourt decree, in the hands of a receiver, the
sentimental and actual effect «f which course would have been grave.

In the fare of many predictions that a syndicate to guarantee the snle of
so vast an ameunt of stock eonld not be formed under the then prevailing
generally disturberd and unfaverable conditions, the bankers, with the aid of
their eonnectinns throughout America and Europe, succeeded in the undertaking,
the synd’eate as finally made up consisting of nearly a thousand participants.
It is entirely sufe and well within bounds to «ay that if that mass of stock
had been offeres! without guarantee and protection of an underwriting syndicate,
it woulil not have been sold—if at all, within the time limit set by the court—
at a price averaging hetter than 80 per cent.

4. In connection with the first plan for the dissolution of the Union Pacifle-
Southern Pacific combination approved by Attorney General Wickersham (which

* A number of additional instances of a simflar value to the raflroads will be found on
pages 33 to 37.
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failed of adoption because of the refusal of the California railroad commission
to approve certain of its features). he imposed the condition that the sale of
the Union Pacific Co.'s holdings of Southern Pacific stock (which would be
offered for pro rata purchase to the stockholders in the Southern Pacific Co.)
should be underwritten by a syndicate.

He imposed that condition for the manifest reason that the sale of the stock,
however attractive the price to the stockholders might be, could be insured
only in case definite arrangements were made for a sale of the steck that
might not be taken by the stockholders upon the offering,

None of the aforementioned transactions, under the circumstances of the
cases aml the times, could have been effected equally well, if at all, by any
method of competitive negotiating or bidding.

VII. THE PAYMENT TO THE BANKER I8 FOR ASSUMING A SUBSTANTIAL Risk
AND PERFORMING A VALUABLE SERVICE

The risk taken by the banker and the syndicate he may organize is alwayss a
real and at times a very great one. There is widespread misapprehension as to-
the profits made by bankers and syndicates upon the underwriting and purchase
of securities of railroad companies.

There is also a frequently encountered misconception to the effect that the
railroads are in the habit of paying a commission to the bunker when zelling
securities to him,

When the banker forms a syndicate to underwite an offer of securities to
shareholders n fixed commission is naturally stipulated, commensurate with
the advantage secured by the railrond company in obtaining through the under-
writing the certainty of the success of its offering, and with the risk incurred by
the banker and the syndicate affiliated with him.

On the other hand. in the case of the sale of railroad securities to or through
hankers without an offering to stockholders, it is very unusual for the sale to be
on a commlission basis, As a rule, the procedure is that the banker makes
a firm bid to the railroad for such securities at a fixed price. said price with
the addition of a reasonable standardized percentage for his own compensation
being the figure at which he expects to be able to form a xyndicate, That
compensation is in return for his preparatory work. his moral and actual
responsibility and risk and his services in managing the syndicate, It is
a charge made by the banker to the syndicate.

The compensation of the banker and the anticipated profit of the syndicate
ure practically a fixed percentage. The banker's method is not, to buy low
and sell high, In fixing the selling price to the public, he merely adds to the
purchase price a certain percentage to cover his own and his syndicate’s com-
pensation and expenses, and that percentage does not vary materially irrespec-
tive of whether the purchase price was say 90 per cent or 95 per cent or
100 per cent.

His aim and inducement are to buy at a price which will enable the securities
to be <old to the public after adding to that price the customary compensa-
tion. He has no inducement whatever to buy at a lesser price, because his
compensation would not bhe increased thereby, but on the other hand the
good will and approval of the railroad concerned would be jeopardized.

When a syndicate is formed the banker's financial risk is by no means
ended, as, in practically all cases, he is himself a large participant in the
syndicate—is, in fact, expected to be. Moreover, generally, he remains finan-
cially responsible to the railroad for the commitment of each individual syn-
dicate participant. The railroad looks to him for the due performance of
the contract, and not to the hundreds of syndicate members.

Again, his moral risk und responsibility towards the syndicate is great,
inasmuch as he is relied upon by its members to have examiued cavefully into
the soundness of the security. to have scrutinized the mortgage, to have
taken competent legal advice, to have correctly gauged the moment and esti-
mated the price at which the securities cun be advantagevusly placed with the
gubll(i'l, to do the principal work in marketing them, and to guide the work done

y others.

If the banker is found wanting in any of these respects, or his judgment proves
to be faulty, he loses the confldence of those who habitually participate in
syndicates, and with it, his capacity to engage in financial transactions on a
large scale, as it is only with the cooperation, financial or otherwise, of
syndicates that large transactions can be carried through.
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The spread on which the syndicate tigures as between the purchase price
.and the price of resale to the public is not more than sufficient to cover the
expense of “overhead,” the outlay for advertising, circularizing, and counsel
fees, and reasonable compensation divided over hundreds of syndicate partici-
pants and distributing houses for their risk and their work in placing the
securities with the public. In view of the change which has taken place, as
previously referred to, in the clientele for railroad bands (owing to the pref-
erence of large investors for tax-exempt bonds) the selling of railroad securities
his hecome both & more laborious and intensive and a more costly process than
formerly. In addition to a hizhly trained and expensive office staff, bondhouses
nowadays must employ an army of traveling salesmen,

In order to get issues of railroad securities well placed among, and absorbed
by, bona fide investors, it is necessary, under the conditions created by the
advent of high surtaxes, to employ retail distributing houses throughout the
country to a far greater extent than used to be the case. The marzin upon
which the calculations of the syndicate and its managers are based, must
therefore be sufficient to enable reasonable compensation to be afforded to
such retail distributing houses so as to give them a fairly adequate inducement
to put forth their efforts in placing the securities,

If, through an excessive narrowing of the margin, whether due to vagaries
of competitive bidding or to other causes, such adequate inducement can not he
civen to that nation-wide foree of distributing houses in the case of railroad
securities, the inevitable result would be that these houses would more and
more relinquish that field and devote their principal attention to pushing the
distribuion of industrinl and other securities, of which a constantly growing
supply is available.

Under the methods now prevailing, it is wholly impossible that the oviginat-
ing banker, the syndicate participants, and the distributing houses can make
an undue profit as hetween the railroads and the publie. The expeeted com-
pensation for thelr respective services is expressed in practically standardized
percentages, varying somewhat in accordance with the quality of the security
and the risk and difficulty of the buxiness. There can be no profit to bankers,
syndicates, or distributors over and above these percentages, but of coarse there
.can be a loss if the banker's judgment ns to the price which a given security is
worth or as to the general condition of the investment market is at fault,
or if a sudden change occurs in that market owing to unforeseen events. The
limit of possible profit is fixed, the limit of possible loss is indeterminate,

It is worth mentioning in this connection that the hanker in Enzland does
not render the same measure of service to the corporations whose securities he
sells to the public. as does the American banker. It is the practive of the
London banker, immediately after the public issue has taken place, to dissolve
his syndicate, distribute amongst the syndicate participants any bonds remain-
ing unsold, and leave it to themn to sell at the hest price they can get. He does
not usually consider himself responsible to endeavor to protect the stability
of the issue price,

The practice of the Ameriean hanker, on the contrary, in cnses where a
public issue has not resulted in placing with the public the entire amount
offered, is to keep his xyndicate together for a certain length of time {some-
times for a great length of time). to retain charge of the disposal of the
unsold halance and to continue his efforts to place the same with the invest-
ing public at the original issue price—a practice fairer and more serviceable
both to the railroads and to the public. Even in the case of wholly successful
issues, it is the usnal practice here to keep the syndicate together for from
two to tivee months, so as to he ready to * protect  the market, as more fully
explained later.

SOMFE INSTANCES OF SYNDICATE RISKS TURNED INTO JOSSES

The following actual cases which are by no means exhaustive, indicate the
risks incurred by banking syndicates, and illustrate the losses and vicissitude
to which they are subject:

(i) In September, 1903, the Erie Railroad arranged with its bankers to
form a syndicate to underwrite the offer to its shareholders at 100 per ecent
of $12,000,000 convertible 4 per cent honds, series B (convertible into common
stock at $60 per share). The result of the offering was that the stockholders
subscribed for only 18 per cent and, consequently, the syndicate had to take
and pay for $9,840,000 of the bonds, The syndicate was dissolved in Decem-
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ber, 1906, none of the bouds taken by it huving been disposed of. The bonds
xv;vci‘re ll:ted on the stock exchange in February, 1907, when they sold at 85
er cent.

(2) In January, 1906, The Missouri, Kaosus & Texas Rallway arranged with
its bankers to form a syndicate to underwrite the offer to its shareholders
at 871 per cent of $10,000,000 general mortgage 4% per cent bonds, The
stockholders subscrihed for only 50 per cent of the offering and the syndicate
had to take $5,000,000 of the bonds, "The syndicate was dissolved in Decem-
ber, 1907, only a few of the bonds taken by it having been disposed of.

(3) In May, 1907, the Union Pacific arranged with its bankers to torm a
syndicate to underwrite the offer to its stockholders at 90 per cent ot $75.-
00,000 4 per cent convertible bonds (convertible into stock at 175 per cent).
‘The stockhoelders subscribed for harely 5 per cent of the offering and., con-
sequently, the syndicate had to take and pay for about $70,000.000 of the
bonds. t'l‘he bonds in the course of the following six months declined to 7381
per cent,

(4) In January, 1913, the Baltimore & Ohio Railroad Co, arranged with
its bankers to form a syndicate to underwrite the ofter to its stockholders
at 95% per cent of $63,000,000 414 per cent convertible bonds (convertible at 110
per cent). The stockholders subscribed for barely 30 per cent of the offering
and, consequently, the syndicate had to take und pay for about $44.000,000 of the
bonds. In the course of 4 few months the bonds declined to 8814 per cent.

(5) In April, 1908, the Wisconsin Central Railway arranged with bankers
to form a syndicate to underwrite the ofler to its shareholders at 83 per cent
and interest, of $7,000.000 Superior & Duluth Division & Terminal first mort-
gage 4 per cent bonds. The stockholders subscribed for only 1 per cent of
the offering and the syndicate had to take $£6,930,000 of the bonds. The syn-
dicate expired by limitation Juiy 1, 1908, none of the bhonds taken Ly it
having been disposed of in the interval.

(6) In March, 1910, the Atchison, Topcku & Sunta Fe Ruilway Cu. arranged
with its bankers to form a syndicate (o underwrite the offer to its shaveholders
at 1021: per cent of $43,0656,000 convertible 4 per cent honds due 1960. The
stockholders subscribed for only about 1235 per cent of ihe offering, leaving
about $3%,000,000 of the bondg to be taken by the syndicate.

(7) In February, 1806, the Southern Rallway sold to its bankers $20,000,000
development and general mortgage 4 per cent bonds at 89 per cent less com-
mission. The syndicate formed by the bunkers to handle this trans.ction re
mained in existence for nearly two and one-hulf years, i. e., till Juiy 1. 1908,
ut which time the syndicate members had (o take up 68 per cent of their
participations, The market price of the bonds at that date was 74 per cent.

(8) In January, 1909, the Western Maryland Ruilroad sold to banKers
$6.500,000 tirst mortgage 4 per cent bonds. On January 18, 1909, about 90 per
cent of the bonds had to be taken up by syndicate participants, No honds were
disposed of by the syndicate until September, 1910, and from then on, it various
dates up to February 28, 1911: thus the syndicate lasted more than (wo years,

(9) In June, 1909, the Seaboard Air Line arranged with bankers for the
formation of a syndicate to guarantee the sale of $18.000,000 adjustment honds
at 70 per cent. November 1, 1909, syndicate members took up about 90 per
cent of the bonds, which were disposed of in small lots between February, 1910,
and November 30, 1910, the syndicate thu< Insting about one and one-ha!f years,

(10) In January, 1910, hankers purchased $22.000,000 Chicago City & Con-
necting Railways collateral trust § per cent bouds. and formed a syndicate at
01 per cent, The syndicate expired in February, 1912, leaving syndicate mem-
bers with almost 80 per cent of the total amount unsold in their hands,

It will be observed that all the above examples, the list of which could be
considerably prolonged, relate to the period preceding the war, Tho selection
has been so made purposely, because ever since the beginning of the war the
conditions of the investment market have not been normal. During the greater
part of that period they were ubnormally adverse, while since the heginning
of the present year they have been abnotmally favorable, Thevefore, the war
and postwitr pericds offer no basis npon which to found permanent conclusions.
However. a few examples from these perlods, which might be greatly multiplied,
may be inserted here:

(11) In March, 1916, bankers formed a syndicate to underwrite the offer to
stockohlders of $40,180.000 Chesapeake & Ohio Railway Co. 830-year 3 per cent
secured convertible gold bonds at 9715 per cent and accrued interest. The stock-
holders subseribed for but slightly over 5 per cent of the offering and the
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syndicate had to tuke and pay for $38,047,500 of the bonds, equal to 943 per
cent of the issue. At the time when the syndicute was called upon to make
good its obligation, the bonds were selling in murket at 947 per cent,

(12) In January, 1917, the Chicago, Milwaukee & St. Paul Railway sold to
its bankers at 9314 per cent $25,000,000 general and refunding mortgage 4% per
cent bouds, series A, due January, 2014, On April 24 the syndicate was dis-
solved, the members having to take up 48 per cent of their participations, ‘I'he
bonds at that time were selling iu the market at 88% per cent.

(13) In June, 1919, the Baltimore & Ohio Railroad Co. sold to its bankers
at 93% per cent $35,000,000 of 10-year 6 per cent secured gold bonds. 'The
syndicate remained in force uatil Januvary 30, 1920, when the members had
to tuke up 23 per cent of their participations. The bonds were then selling
in the market at 8§37 per cent.

(14) In July, 1919, the Cleveland, Cincinnati, Chicago & St. Louis R. R. Co,
sold to its bankers at 951 per cent $15,000,000 6 per cent bonds, On December
1, 1919, the syndicite was dissolved, the members having to take up 11 per cent
of their participations, The bonds were then selling in the market at about
86 per cent.

VIII, THE NATURE AND VALUE OF AN ESTABLISHED BANKING RELATIONSHIP

The considerations which make a system unider which railroads would offer
their securities direct for public bidding, precarious, hazardous, and futile are
so patent and so conclusive that it may well be assumed that no reasonably
informed person will contend seriously that it would he either advantageous or
snfe for ratlroad companies to pursue the course of attempting to market their
securities without the trained cooperation of bankers,

The question remainsg to be discussed whether it i8 in the publie interest
that a railroad company should habitually deal with a particulnr banker and
give that banker the preference when it has securities to be sold or under-
written as long as—and only so long as—it is satisfled with his services. The
following consitlerations are offered in support of this, the existing practice:

(1) The present plan enables a railroad to be certnin of its ability to sccure
the necessary funds for its commitments.

It is of the greatest importance for a railroad, when making ecommitments
for expenditures for improvements, new construction, eguipment, etc,, to be
certain that it will be able to sell the requisite securities when such commit-
ments come due and must be met. That is 1 fundamental principle of sound
railrowd financing,

In dealing regularly with a banking housce of ample financinl strength and
wide cunnections, the railvoud company is assured that it will be able to obtain
the requisite funds, even in unfavorable times, because the banking house, in
order to insure the continuity of the connection and the solvency of the rail-
road, can not do otherwise than use to the utmost the resources and the.
facilities of connections and credits at its disposal, to provide for the require-
ments of the railroad.

If, on the other hund. the railroad had been in the habit of selling s se-
curities on 1 cempetitive basis, it would have no such friend in need, and the
various bond and binking houses would naturally buy its securities only as it
suited their own purposes. The strongest railroads have found themselves in
the situation where large sums of money have been imperatively needed in most
unfavorable times and where only their claims upon their regular bankers have
enabled them to obt:in the necossary funds,

It has of late years heen a matter of not infrequent occurrence that during
the pendency of applications for the removal by a public service commission of
proposed hond issues, ruilroads have found themselves in need of temporary
financial accommodation, For such accommodation, if not readily or oppor-
tunely obtainable from the railroad’'s banks and trust company connections,
the railroad would turn to its bunker.

Furthermore, in the crse of bonds, the application for the issue of which is
pending before a pubiic service commission, it is not unusual for the banker, at
the railroad’s request, to obligate himself to purchase such bonds, subject to
the approval of their issuc by stich commission, so that the railroad is pro-
tected against an unfavorable change in the investment muarkets while its ap-
plication is belng considered and is certain of ohtuining the needed funds us
soon us the application is granted,

The temporary financial accommodition previously referred to, and the definite
sale of bonds in advance of, and subject to action by public service commissions,
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have at times been of great service and valuoe to railreads. It is doubtful
whether either expedient would be at the service of a railroad if securities
were gold by comnetitive bidding among bankers.

There have also heen numerous instances when railroads which found them-
selves confronted with grave financial purposes have applied to bankers to
evolve plans and inaugurate m2asures for dealing with these problems compre-
hensively, for strengthening tleir credit, or for their financial rehabilitation
without the expense and detrinient of a receivership. The accomplishment of
this task on the part of the banker involves much time, thouzht and study us
well as a degree of financinl risk und the assumption of great moral responsi-
bility toward investors who, following the banker’s advicee. may aid in fur-
nishing the requisite funds and who look to the banker to safeguard such
investments,

Last April, for example, the New York. New Haven & Hartford Railroad Co.
was faced with the maturity of $28,000,000 of debentures of which one-hulf
were held in France and one-half in this country. The company's credit was
not sufficlent to make a new issue of securities possible. Fuilure to meet or
extend the debentures at maturity would have meant bankrujptcy.

With the active ald of banking houses through whom the debentures had heen
placed originally and with whom the company had been in cousultation many
months in advance. a voluntary extension of the debentures was secured, The
negotiations involved a great deal of time, thought, skill, and effort, and, it is
fair to say, could not have heen successfully conciuded. except through the in-
fluence, prestige, skill, and activity of the banking houses concerned.

It is a significant fact that most of the railroads which have gone into
receivers’ hands in recent years had followed the practice of selling their
securities to different bankers at different times, and for the financing and
support of, and advice to, such railroads, and the presesvation of their solvency,
accordingly, no single banking house felt itself responsible.?

(2) A railroad’s financial requirements must be foreseea and assured long
in advance of the actuul need, and the present practive makes that possible,

In July, 1921, when investment conditions had not yet hecome propitious an
{ssue of the combined bonds of the Northern Pacific and Great Northern Cos.
agegregating $200,000.000 fell due, The refuniling of this vast amount of honds
was successfully accomplished with the aid of the baukers who had been con-
cerned in their issue originally, The prepurations for this refunding operation
had been in progress for the best part of a year and were necessarily of the
most elaborate character.

Manifestly, this immense operation could have been successfully carried
through on an acceptable basis only by experienced bankers of high standing
and nation-wide conunections, who were familiar with the history «f the trans-
action and the manner in which the securities to be refunded were held, and
who had adequate inducement to give to this complex and difficult negotiation
the time and thought and the painstuking effort whiva its preparation required.

In June, 1906, when the investment muarket in this country was practically
at a standstill, American bankers placed an issue of francs 230.400,000 Penn-
sylvania Co. 8% per cent bonds in France:; in Februaxy, 1907. an issue of
franes 145,000,000 New York, New Haven & Hartford Railroad Co. 4 per cent
bonds in France and Germany; in March, 1910, an issue of francs 150,000,000
Chicago, Milwaukee & St. Paul 4 per cent bonds in France and Eungland: and
in February, 1911, an issue of francs 250,000,000 Central Pacific Railway Co.
4 per cent bonds in France and England.

All of these loans were negotiated at times when it was of great advantage
to the railroads as well as to the general financial situation to ohtain money
abroad. They took many weeks for preliminary negotiations and complex ar-
rangements and could not possibly have been negotiatedl on a competitive basis,

Ono railroad company alone must provide for $130,000.000 of maturities in
1925—and another for $50,000,000 the same year. It will inevitably be neces-
sary for these companies to consult with hankers a long time hefore the ma-
turity date, and devise plans for refunding, and obtain competent advice as to
the best moment and method for carrying out these large transactions.

No banker could reasonably be expected to undertake the task and assume
the responsibility of building up a ratlroad’s credit, of stadying and advising

3 (Examples; Wabash, Western Maryland, Wheeling & Lake Erle, Kantas City, Mezico &
Orient, St. Louis & San Francisro, Norfolk & Southern, Chicago Great Westarn, Chicago,
Rock Island & Pacific, etc.)




SALE OF FOREIGN BONDS OR SECURITIES 319

upon financial policies and methods, and putting his skill and placing power
and sponsorship at its disposal if he had to expect that after having devoted
his time, effort and reputation to the work, the security issues of the rallroad
would be thrown open to competitive bidding, whether general or contined to
bunkers, regardless of whether or not his own services were faithful and ef-
ficient and satisfactory to the hoard of directors and management,

(3) The technical advice and the assistance growing out of the practical
experience of the bunker are of great value to the railroad.

A. IMPORTANCE OF ADVICE A8 TO THB BEST TIME TO ISSUE SECURITIFS

In dealing regularly with one banking house, a railroad obtains the benefit
of expert advice (and that from some one thoroughly familiar with, and inter-
ested in, its affairs) as to financial policy, as to the best and most opportune
time for selling securities, and for providing for its financial requirements, as
to the class and kind of securities best suited to conditions prevailing and to be
anticipated, and as to the best method of offering them to the public.

The element of the selection of time is of much importance in itself, for it
happens not infrequentiy that the lapse of a single week or less measures
the difference hetween reasonably favorable and unfavorable or even totally
forbidding conditions,

The ebb and flow of the currents in the investment markets depend on many
and complex conditions and considerations, and it is one of the functions of
the competent banker to keep himeself posted as to affairs, aspects, and pros-
pects in America, Europe, and elsewhere, and to auticipate in his judgment
andkmlvice their results and their effects upon the money and investment
mirkets,

The advice and cooperation of the banker are especially important to railroad
companies during periods of declining security values with which the Inter-
state Coramerce Commission has not yet had occasion to deal, inasmuch as
during the more recent past there has been an almost continuous upward trend
of prices. In times of declining markets for securities, quick action and sound
wdvice are particularly essential, Premature publication of u company's in-
tention to issue new securities must be guarded aguinst, Apart from other
considerations, holders of its securities already outstanding might hasten to sell
their holdings without waiting for full information. Suech premature selling
might <o affect the market as to make the new transaction more costly or
perhaps impossible.

Furthermore, publie knowledge that one or more issues of railroad securities
are confemplated, might cause industrinl concerns or foreign governments
or municipalities to hasten offerings of their own securities, as indeed has
occurred in the past, so as to auticipate the railroads’ offerings and get prior
aceess to the investment market. The supply of available investment capital
has. of course, its limitations, and in normal times the rule * first come, first
xerved” daees apply to a certain degree.

(£ a sale by public tender or by competitive nepotiating or bidding among
bankers were required, no one would be interested in supporting the market
for a company’s outstunding securities; in fuet, prospective bidders would be
benefited by a decline, On the other hand, with hankers having a continued
intercst in its welfure and a publicly recognized moral responsibility for its
securities, the situation is gquite different.

In this connection the question may be pertinent as to the relative desir-
ability of the practice of selling securities hefore (or simultaneously with) the
application to the Interstate Commerce Commission for approval, the transac-
tion being made subject to the commission’s subsequent approval, or of de-
laying the offering unti) the commission’s approval has actunlly been obtained.
On the whole, the first method, although not free from objection, would seem
to be the safer and more desirable from the point of view of the railroads.
It is quite impossible for any hanker to definitely advise a corporation, with
any degree of positiveness, as to the price its securities will command several
weeks later, Too many elements of uncertainty are fnvolved. 'The publication,
weeks in advance of the actual consummation of the transaction, of the in-
tention of railroad companies to make issues of securities might prove serlously
detrimental as indicated in the preceding paragraph.

Everything considered, it would seem best that the companies should be
accorded discretion to exercise their own best judgment in each instance
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whether they should sell subject to subsequent approval by the commission,
or should first obtain the commission’s leave for selling, nt a price not helow
a stated minimum,

£. IMPORTANCE OF ADVICE A8 TO TECHNICATL DETAILS SBURROUNDING ISSUANCE OF
SECURITIES

It is of great importanuce that care should he taken that new issues of
bonds should comply with the statutory requirements of various States re-
specting legal investments of insurance companies, savings banks, and other
fiduciary institutions. Whether or not a given issue of bonds meets these
requirements will often make a difference of several points in their value,

Investors attach considerahle importance to knowing that the mortgages,
trast deeds, etc., and all legal steps relating to the issue of securities which
they are asked to huy have been carefully examined by hankers of repute
and experience and their counsel, with a view to safeguarding the inferest
of the holders of the honds as distinguished from those of the raflronds, the
makers of the honds.

The mortgages and trust deeds under which the securities are to he issued,
hefore being put in final shape, are carefully gone over hy the banker, and
his advice is given with the view to creating the best anid most salable
instrument satisfactory both to the public and to the railroad eompany, und
huving due regard hoth for the protection of the investor and for the future
financlal requirements of the railroad. Such advice is frequently, especially
in the case of large refunding mortgages which are mennt te he the principal
means of raising money for the railronds for years to come, of very great
utility. It is likewise greatly valued by the investor who his come to rely
upon the tried and tested thoroughness and competence of experienced and
highly reputed hankers to protect the interests of the investing public in
respect of not only the intrinsic goodness of a security for which they bhecome
sponsors, but also in respect of the provision of the mortgaze or trust deed
appertaining to such security

(4) The bhankers’ dual obligation te the investing public on the one hand
;mtllmft-g the other to the corporations whom he serves, constitutes a protection
0 .

The leading bankers could unt maintain their position as such, if they did
not have the confidence of the investing public and a lnrge following amongst
investors, large and small, hoth here and nbroud.

Careful annlysis, continuous anid watchful serutiny, in respect of securities
issued hy him and of the companies concerned, are esgential functions of the
banker.  In huying securitiex and offering them for sale, he gives public notice,
g0 to speak, that he has examined Into, and satisfied himself as to, their
safety and merit. ’

The banker does not safeguard merely the technical and, to the bLest of his
ability, the intrinsic soundness of the securities he issues; it is alike his duty
awd to his own self-interest to protect ond stand hehind the securities for
which he is recognized as sponsor, just as it is his duty and to his own self-
interest to satisfy himself by careful investigation s to the soundness of such
securities, becnuse the banker whose clients suffer loss through following his
advice will very soon lose his roputation and the confidence and patronage of
his ¢lients.

The banker knows well that such reputation and confidence are the main-
stays of the prosperity and success of his own business and, once forfeited, are
exceedingly difficult to rezain.

“ PROTECTING " THE MARKET

The function of the banker In * protecting ” the market for secnritles issued
through his house is of peculiur importance.

Reference has been made to the altered character of the Investment market,
in which a great army of small investors has come into existence to tuke the
place of the larger investors who because of preference for tax-cxempt securi-
tles, can no longer be counted upon to be a considernble factor in absorbing rail-
road securltles,

If that army, so important and desirable from the soclal and economic view-
point. and create® at such great cost und effort, is not to disintegrate again,
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it is absolutely indispensable that the market for the securities which they

have bought, be * protected  nt least for » reasonable length of time after the

oftering (barring exceptional economie or financial changes)—which protection

is one of the useful and legitimate functions of leading issuing houses and has

:1]0 rolat{:mship whatever to what is usually termed manipulating or “ rigging
he ninvrket,

It must be mude somehody's business to see to it that if the investor wishes
to sell within a reasonable time after having bought, he can, under normal con-
ditions, find a market at or nenr the price ut which he bought.

‘Fo provide such a market by being able and willing to a reasonable extent
to repurchase bonds sold by him, is part of the business of the banker who
made the publie offering—provided that he has a definite and acknowledged re-
Iationship toward the company whose bonds he has offered. If he has no such
relationship, if the public offering is simply the result of competitive bidding,
either general or limited, the hunker muy be expected to he apt to feel that his
functions are completed when he has miurketed the securities,

The resalt would be that the immensely valuable work which had been
done lately of popularizing raflread bonds might be largely undone, the vast
clentele which had been created for raftroad bonds might b matevially eur-
tailed, and the resulting diminixhed demand for railroad bonds could not fail
to be reflected in the price level which they wonld commana.

The continuing responsibility of the banker for honds which he has offered
and xold under the existing system of dealing between bankers and railroads
is an exceedingly valuable element from the point of view of the small investor
and a strongly steadying factor in the market for railroad securities. hat
respinnsilnilily would be jeopardized by competitive bidding, whether general
or limited.

It is interesting to note in this connection that even <o eminently suceessful
a publie offering as that of the recently ix<ued United States Government 414
per cent bonds was followed by a substuntial decline in the market price of
those honds below the price of iscue, There being no one responsible for the
“pretection’ of the market for those bouds, the price declined quickly from the
issuing price of 100 to 98.90 per cent, which in the ense of the world's premiec
government security has considerably greater significance than a like decline
would have in the caxe of a covporate issue,

It Is to the interest of a rallrond company that its securities should he
ahvorhed by the investing publie and that their market value should he main-
tained, under normal conditions. It ix more important to the vailroad industry
at large that a favorable reputation, the good will of the investing public and a
broad. steady demand for its securities should be preserved than that in every
instance the very top-noteh price should be obtained to which, through taking
advantage of fortultous circumstances, the purchasing banker may be driven.
To disappoint and disgruntle the investor by selling him securities at unduly
hizh price< which will not stand the test of the workings of ordinary supply
and demand is, in its ultimate consequences, to be “ penny wive and pound
foolish,” expeclally since railrond securitics are more and more coming into
competition for publie favor with industrial securities,

The end the railroad ecompany should always have in mind is to maintain
a broad and stable market for fts securities, and to that end wise direction
in the interest of railroad credit generally and of the particular borrower may
oven make it desivable, in given instances, under all the surrounding cireum-
stances of the caxe, to aceept an offer which would enable resale to the publie
under fested and responsible auspices at a fair and reasonable price, rather
than an offer of an extreme price with the resulting consequence of the resale
to the public heing attempted necessarily at an unduly high level.

It may safely be said that such rallrond issues as are known to he under
the habitual sponsorship and consequent moral responsibility of well-known and
strong bankers have a wider and steadier market and command better prices
amongst investors than theose which are not under such auspices and vespons
sibility.

If the sale of securities were thrown open to competitive negotinting or
bidding, either general or Hmited, the possession of lavze eapital would tend
to hecome the prime requisite for dealing in securitics, and the flnancier ov
combination of financiers controlling the iargest amount Hf capital would have
a much more potent advantage over others than under now existing conditions.
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The exercise of care, skill, industry, scrutiny and the sense of moral re-
sponsibility toward clients, which now are and always have been the prereq-
uisite for acquiring the reputution and the public-contidence upun which an
investment bankers position depends and without which it can not be main.
tained for uny length of time, would no longer be essential,

IX, SUMMARY AND CONCLUSION

(A) The vitul necessity is to obtain for the railvouds the assurauce of
adequute capital upun favorable terms.

(B) The existing practice of selecting, and dealing with, a particular bank-
ing house as long as its services give satisfuction, is an outgrowth of actual
experience in the effective marketing of securities.

(C) In dealing with so delicate n matter as security markets it is of
primary consequence that any plan adopted for the sale of securities shall
command the utmost confidence on the purt of investors.

(D) The existing practice has proven itself, in numerous instances, of the
greatest utility to railroad corpurations, and actual experience demonstrates
that the remuneration to bankers and syndicates is but a fair equivalent for
very real services actually performed and risks assumed, and that the average
of such remuneration, over a term of years, has afforded no more than a rea-
sonuble return upon the capital involved. and due compensation for the work
rendered,

(E) The existing practice has been found effective by industriul corporations
not subject to public regulation, and it is the method employed by many for-
eign povernments ané municipalities in the issuing of secuvities,

(F) Some of the advantageous characteristics of the present practice are:

1. The relationship between railvroad and banker s wholly informal and con-
tinues only as long as it is deemed advantageous to the railroad by its officers
and directors.

2, The relationship, while in no way lmiting the railvoad’s freedom of ac-
gon. does impose upon the banker definite and continuous duties and obliga-

ons,

3. The bankers have no power to determine the deciston of railroads in such
mutters.

4. The hanker is not only the distributor of and propangandist for railroad
securities, but he fulfills, at his own risk and cost, the important and valuable
function of steadying und protecting the market for such securities.

5. "The railroud receives continuously the knowledge, services, skill, standing,
ﬂinnncial advice, and financial potency of the banker in both good and evil
tinmes,

6. The hanker udvises as to the financial situation und policy of the rail-
road, prepares plans for meeting requirements, recommends the kind and char-
acter of the security to be created, scerutinizes mortgages and trust deeds, and
indicates the best moment aut which to sell,

7. The bonds of the corporatior represent a promise to pay. The value of
that promise depends not merely upon the tangible security offered, but also
upon excellence and fidelity of management. While strictly refraining from
any attempt to influence the operating and tariff policies of the railroad, it is
the banker's duty and self-interest, to the best of his ability, to promote wise
and sound management and safe financial policies on the part of the corpora-
tion, the securities of which he has issued and for which he has consequently
assumed moral sponsorship before the investing public,

8. Even where affiliations between particular bankers and railroads avoid
nominal competition, there is a potentic]l competition which operates power-
fully in the following particulars:

(a) The fact that complete publicity is by Inw enforced as to the terms upon
which security issues are obtained by bankers naturally causes both the banker
and the raflroad to seek to give, on the one hund, and to obtain on the other,
the best terms which conditions and circumstances warrant.

(b) The fact that the terms involved in a contract between the railrond and
the banker must be approved by public¢ uuthority is n moral guarantee that
such terms will be proposed as will stund well-fnformed scrutiny.

(c) If railroads find that other companies ure securiug better terms through
gthfr bankers, it Is Inevituble that other bankers will ultimutely obtain the

usiness.
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(d) If railroads can not obtain what they consider satisfactory terms from
their regular bankers, they are entirely free to terminate the negotiations and
do business with others.

(G) There is no reason to think that, year in and year out, rallronds would
obtain higher prices for their securities under any formn of competitive nego-
tinting or bidding than under the present practice. There is every reason to
think that the stability and broad receptiveness of the market for railroad
securities would be lessened and the interests of the investors less carefully
and responsibly sufeguarded.

(H) Many, if not all of the effective values of the advantiges (hoth to the
railroads and to the investing public) inherent in the present practice, would he
eliminated by competitive negotiating or bidding, whether unrestricted or con-
fined to bankers. 'No banker could be expected to give hig time, effort, reputa-
tion, and responsibility, materiul and moral, to the financial affairs of a
corporation if he is wholly uncertain whether he will reap any return for his
services, as must necessarily be the case in the event of competitive negotiating
or bidding.

(I) 'l‘ogchnnge the prevailing practice would mean to give up definite and
tested benefits, alike to the railrouds and to the publie, for the sake of one
wholly problematical advantage.

(J) Practical experience shows that the operation of the present method
under public supervision amd with full publicity attending it, assures move
success than any other plan yet proposed or practiced in obtaining the necessary
capital for the railroads upon favoruble terms.

(K) To the extent that the terms upon which securities are sold have a
bearing upon the rates paid by the public for railroad service, the present
method secures to the publie, insofar as that item is concerned, the lowest
burden upon the rates and the greatest assurance of the railroads heing able to
obtain the capital to provide necessary facilities,

CONCLUSION

T'o compel railroiads to have recourse for the sale of their securities to com-
petitive negotiating with or bidding on the part of bankers and brokers, or to
direct offerings to the public, would he to run counter to the practice and exper-
fence of every country in the world.

It would confuse and trouble the investing public and destroy elements und
features of evident and proved value for public protection,

It would tend to make the possession of capital the sole requisite for dealing
in securities, irrespective of «kill, care, reputation, and the confidence of
investors.

It would limit, hamper and restrain the flow of capital into American rail-
road securities and cause delay, uncertainty, risk, and damage to railrvoad
corporations,

Railroads and other corporations should he left free, under the responsibility
of their board of directors, and subject to such authority over the issue of their
securities us is now exercised by the Interstate Commerce Commission, to denl
with whatever banking houses they deem it in their best interest to employ.

They shuuld neither be bound by contract or control to deal with any one
banking house exclusively, nor forced hy statute or regulation to take the
chances involved in competitive negotinting or bidding among hankers or of
direct dealing with the public,

Respeetfully submitted.

KuHx, LoEs & Co,

Ocroner 25, 1922,

War DEBTS AND REPARATIONS-—EXTENSION OF REMARKS or Hox. Frorerio H.
LAGUARDIA, OF NEW YORK, IN THE HOUSE OF REPRESENTATIVES I'RIDAY, DE-
CEMBER 11, 1931

ARTICLES FROM THE NEW YORK AMERICAN CONCERNING INVESTMENTS OF AMERICANS
IN FOREIGN SECURITIES

Mr, LAGuARrDIA. Mr. Speaker, the New York American has published figures
lndictatling the extent to which Americans have invested in securities of fore!gn
countries,
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It is evident from these articles that a thorough search was made for fucts,
The results of the New York American’s survey were published in a series of
artteles.

In view of the widespread interest in this subject, with Congress considering
the war debts owed the United States by foreign nations, I believe the articles
from the New York American will be of great nssistance to Congress and the
country.

The articles are as follows:

[No. 1, November 8, 1831]

BILLIONS OF DoLLARS L0sS8 TO AMERICAN PBIVATE INVESTORS IN FOREIGN SECUBI-
TIES IS DISCLOSED IN A SURVEY JusT COMPLETED BY THE 'NEW YORBK
AMERICAN

The survey, covering the entire fleld of the American public's foreign tinancing
since the war, reveals enormous depreciation in at least 90 per cent of the
foreign bonds, and stocks sold to the American public during the hectic period
facetiously characterized as “America’s attninment of its financial majority.”

What this achievement has cost America’s private investors is tragically por-
trayed in facts and flgures which will be presented in a series of articles of
which this is the first,

COST ENORMOUS

‘What the cost of the foreign financing folly hus been indirectly can only be
approximated. How serious an influence the phenomenul losses in foreign
securities have been on the American securities market can only be surmised.

Suffice to accept as prohably enormous the pressure which the huge losses
have exerted upon banking and private louns secured in large part by the
supposedly safe foreign securities. With the rapid shrinkage of their value
the effect undoubtedly has been to force heavy dumping of our own American
securities with disastrous consequences to the American markets.

The survey includes only those securities actually publicly offered in the
United States and, presumably, bought by the public in firm conviction that
they were participating in sound investments, as represented by the Nution’s
leading bankers,

SCOPE LIMITED

No account is taken of the enormous aggregate of short-term credits, central
bank credits, etc.,, running upward of a billion dollarvs, and advanced in great
part out of public funds placed with the Nution's hunking community., Nor is
Canada’s vast borrowings included iz the survey.

The story of America’s private toreign * investments” is one of simple faith
and bitter disillusionment.

It is a tale of violent depreciation, of virtual cancellation of invested funds.
It 18 written across the Doundaries of virtually all nations, great and minor,
of Europe, and through the whole of South America. Other parts of the world
contribute to the tragedy, but these two continents—Europe and Suuth Amer-
ica-—absorbed the greatest proportion of America’s private foreig: lending of
the postwar and war periods,

America’s private foreign financing is a portrait of a nation following blindly
the dictates of a hanking community suddenly become international-minded
getting into “ foreign entanglements ” in a financial sense, and running amuck
on misguided conception of foreign * investing™ or lending, extension of loans
with a colossal ignorance of prospects, and with a prodigality unequaled in the
economic history of the world,

The American private investor's experience in foreign financing hus become
g nightmare, and hundreds of thousands of our investors have suffered there-

rom,

In all, the world at large during the period of 1914-1930 came to the United
States for a total of $15,000.000,000 in loans,

This is wholly exclusive of the billions udvanced directly by our Govern-
ment to Europe’s governments as * war lonns” and which the debtor countries
to-day are seeking to have canceled.

Funds for those loans, too, came from the American investor via the Liberty
and Victory loans, but for the purpose of the present survey they are entirely
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iguored. As a matter of fact, these government louns have at least the United
States Government’s backing and as such presumably are subject to protection
by Uncle Sam. -

But what of the private ‘ investor *'?

THREE CLASSIFICATIONS

There are three classes of foreign financing:

1. Government louns—by the United States Government to foreign govern-
ments (the war loans).

2, l’r}vate credits—extended by banks and banking houses out of funds in
their control. .

3. Public louns—advances by American bunks and bankers to foreign gov-
ernments and corporations and municipalities, the funds being derived from
sale to American private investors of the bonds and stocks of the foreign gov-
ernments or corporations. ,

It is with the latter cluss of finuncing ulone that the American’s survey is
dealing,

From an insignificant annual lending of a comparatively few millions, or
better still, from being itself a borrower, the United States following the war
became the great supplier of capital for the entire world.

QUESTION OF PRIORITY

Naturally, in view of the difficulties which since have become publicly known,
the major gquestion becomes—

Which class of loan shall have priority, government-to-government, private
credits, or louns made by private Americun investors? This is a matter of
prime importance to the private investor, especially in view of the violent
campadgns now eugaging the tinancial world with respect to priority of loans,
For a great muny investors the question nlready has been answered by reuson
of the virtuul wiping ouv of their investments.

Our annual private lending abroud bounded forward with amazing rapidity,
until it finully crossed the billion-dollar murk in 1924, Then followed a re-
wmarkuble era of billion-dollur yeurs, during which governments, corporations,
municipalities, churches, and almost every other conceivable enterprise or
element the world over drew upoun the seemingly endless American reservoir
ot capital,

NO DEFINITE POLICY

And borrowing was easy. The American investor was relying upon the
bankers, And faith in the banker was virtually the only measuring rod for
the investor, for the bankers themselves were subjected to virtuully no
restriction,

The State Department at Washington, which conceivably is the proper safety
valve for such activities has never had a definite policy regarding private loans
to foreigners or foreign issues floated in the United States. Irom Washington
comes this explanation of the State Department attitude:

‘“There is an understanding between financiers and the department by which
4ll such louns are submitted informally to the State Department before any ac-
tion is taken in order to secure State Department approval,

“This hus been the practice for some time now dating back to the Coolidge
administration. In general, loans ure approved if for constructive purposes
rather than for military purposes.”

LITTLE RESTRAINT

Actually the State Department control over foreign issues has been perfunc-
tory, Its restrictive powers were exercised, if at all, in exceptionally few in-
stances on record,

No official restraint was practiced anywhere in the United States with respect
to foreign lonns being sold to American private investors, Not even the blue-
sky control which frequently detects and prevents fraudulent or suspiclous
domestic financing was effective in stemming the tide of foreign loans.

The sellers of these forelgn securities enjoyed an ahsolutely free hand in
their foreign-issue offerings in the American market, even securing Ilisting on
the New York Stock Exchange and other American exchangeg by the mere
formality of presenting an innocuous document prepared by the minister of
finance or treasurer of the foreign nation, municipality, or enterprise.



326 SALE OF FOREIGN BONDS OR SECURITIES

No check-up was made by the stock exchange to ascertain the accuracy of the
statements therein made, and no recourse is left to the American investor but
to sit idly by while his investment suifers untold shrinkage.

NO RECOURSE

For to what source is the American private investor to appeal for aid in
providing suspicions of fraud or fmmporality in the financing? At least the
great bunks of the country and the banking houses now worried by their
‘“ frozen credits ” in forelgn nations can demund Government support to their
attempts to recuperate their losses.

But the individual private investor has nothing but a vicious loss to record
his participation in the Nation’s rigse to * world hanking leadership,”

How great an outpouring of public offerings of foreign securities was ex-
perienced during the last eight years alone is graphicully evidenced in the
following table:

BT $407, 000, 000
1924 ___TTTTTT T 1,217, 000, 000
1926 1, 316, 000, 000
1926 - - e 1,288, 000, 000
Ty -~ 1,577, 000, 600
L , 489, 000, 000
1000 L 705, 000, 000
1930 _ - e e 1, 057, 0V, 000

What amazing influence had stretched itself over the United States sufticient
to induce such prodigal lending? True, the Nation emergedl from the war
powerful in resources, and its material wealth, aside from loss of man power.
was tremendously increased,

But why the staggeringly immense foreign lending?

SECRET GUARDED

Representative McFadden, chairman of the Congressional Banking and Cur-
rency Committee, has publicly declared that international bankers reap com-
missions or profits of 8 to 10 per cent on forelgn financing,

The exact figures of commissions or profits are closely guarded secrets, The
New York American attempted to ascertain the fizures from New York hankers,
from Washington, Paris, London, Berlin, und elsewhere, but all to no avail,
They may hold the secret for the great banking flotations! There has lately
arisen a growing demand for congressional investigiation of the whole sordid
story of American foreign financing spree.

Representative McFadden’s assertions, if they can be accepted, would place
a possible profit to the bankers on thelr forelgn financing operations at from
twelve hundred million to fiftecen hundred million dollars, At 5 per cent the
profits to the security dealers woull be $750,000,000.

But whatever the inducement for the great flood of foreign financing, the
American investor is paying the fiddler.

SOUTH AMERICA HIT

What is the record? Only facts and figures are presented,

In the course of the Ameriean’s survey a compilation became availahle from
a seemingly unprejudiced source. It is a table presenting (letails of the United
States publie's * investing ' record in South America, The source is the Latin-
Aumerican Bondholders’ Associntion (Ine,), an organization formed, incidentally,
bevatse of the tragic deprecintion in our investments on that continent,

The losse: suffered in South American investments are funtastic,

The association’s compilation relates that approximately 80 per cent of
American investments in that continent had been wiped out by reason of the
deprecintion in market values of the * dollar loans” sold to the United States
publie!

Here are the association’s figures:

One hundred and twenty-two South American dollar louns have shrunk in
value an aggregate of $1,100.000.000,

Their aggregate par value is only $1,531,008,000.

WORTIL ONLY 10 PER CENT
For some countries the bonds sold to American private investors dropped to

an average of less than 10 per cent of their par value. Peru's bonds were
selling this year at 6.8 per cent of par!
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Nor was this an isolated case.

Rolivia’s bonds were quoted at but 7.7 per cent of par.

But why take individual instances for recording? Here is the assoclation’s
compilation, country by country:

]
Approximate mar-
: et value at 1631
Approximate] low
Amounts |  principal | ... . | ... .Contractlon
fssued amounts ! | from bey
outstanding | Pper | fromp
Dollars | cent i
| of par
- ccmuem. ——— - - P - ———— = et ..,*V,__,,___.V...._. '__._._—
\ .
APEEDtINg. .« . eeeneeeiei e iececeaae $420,418, 500 | $389, 414,000 | 122, 035,000 i 31. 4 :$267, 379, 000
B 59, 293, 000 4, 521, 000 7.7, 54,772,000
414,130,000 | 359,745,000 | 63,035,000 | 18.1 ' 296,710,000
6, 112, 282,635,000 | 33,947,000 , 12.0 | 248,088, 000
170, 335, 154,358,000 | 28,781,000 : 18.7 ' 12,577,000
04,500,000 | 90, 950, 000 5,152,000 | 6.8 84,708,000
87,757,000 59,490,000 | 14,272,000 | 24.0 45,218,000
-1, 531, 906, 000 (1,396, 185,000 | 272, 743, 000 l ....... 1,123,442,000
!

One of the Peruviun National Government issues sold at 514. The interest
alone called for 6. The bonds were sold at 91%.

The association estimates that 200,000 investors and millions of other people
in the United States are directly involved in these loans. The chuirman of the
ussociution remarks:

“It is too much to hope that all of these issues will ever be paid 100 per
cent.”

Chile, Bolivia, and Peru already have defaulted on their bonds.

ENACT STATUS VAGUE

Brazil, while not actually in default, has made an arrangement whereby its
obligations ave paid by coupons of Interest-bearing scrip. Considerable mystery
still surrounds the actual disposition of the Brazilian debts.

The scrip policy has heen ofticial adopted by the Government of Brazil through
an arrangement with creditors, but as yet the Brazilian States and muniecipali-
ties have not announced their status regarding their securities.

(The New York American’s next article in this series, to be pubiished to.
morrow, will deal with the individual records of the varfous South American
dollar loans sold to the American Investor, Subsequent articles will deal with
the European phase of the foreign-securities spree.)

fNo. 2, November 9, 1931]
FINANCING CoMPLETED MAINLY THROUGH SALE oF “ DoLLAR Boxps "

(Following is second article in the New York American series on forelgn
securities publicly sold in the United States. First article disclosed billions of
dollars loss to American private investors who bought foreign securities, It
related a loss of $1,100,000,000 in American purchases of South American
“ dollar loans.”)

During the period 1914-1930, inclusive, $2,238,000,000 South American govern-
gent and corporate bonds and stocks were sold to private investors in the United
States.

The total borrowings were divided as follows:
$024, 740, 000

14, 652, 000
448, (67, 000
219, 774, 000
103, 710, 000

72, 930, 000
U PO UR Y - e e e e e ——— 63, 918, 000
VeneZUR M e o o e 42, 802, 000

PO AgUAY e e e 2,272, 000
02028~-32~—pT1 2-—~—3
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The greatest portion of South American financing in this market has been
through sale of * dollar bonds” to the Americun private Investor. There are
still outstanding, at par value, $1,396,000,000 of such bonds.

VALUE AT TLOW PRICES

Their valwte, however, at the 1931 low prices, approximated $272,000,000, a
depreclation of 80 per cent.

The above table of South American * investments ” sold to American investors
entirely excludes whatever credits have been advanced to South American gov-
ernments, business enterprises, municipalities, and others, where the funds were
not obtained through direct sale of securities to the American public.

It is understood that the aggregate of such credits is enormous. There has
also been a huge total of offerings to the American publie of securities repre-
senting United States or semi-United States companies operating in South
America, but which also has been excluded from the present study.

BIR SHRINKAGE

The record of the ‘“dollar loans” of South America bought by American
private investors is dramatic evidence of the phenomenal shrinkage in values,
The complete record of eiach * dollar loan,” as compiled by the Latin-American
Bondholders Association (Inc.), is shown in the following table:

Complete record of * dollar loans™

i Approximate
N . Cou-, [
Amount ' pon )
Borrower issued 1[’;er 1‘“" Price 4 mount Low, | Market
" cent | " outstand- | 10 | value, low,
. ; ing i 1931
ARGENTINA : | i |
National Government..c....cceeersuvancs $40,000,000 ' 6 | 1924 | 0614 $35, 938,000 35% $12, 758,000
30,000,000 ¢ 6 1924 | 95 1 27,857,000 | 35 8,918,000
45, 000, 000 | 6 1125 U6 | 41,818,000 ) 35 14, 845, 000
29,700,000 : 6 } 1925 | 964 27,005,000 | 35 | , 800,
20, 000, i 6 19261 OR | 10,008,000 | 3515 6,748,000
16,900,000 1 6 | 1920 | 8] 15,042,000 | 3535 5,650,000
27, 000, 000 6 | 1927 98%, 25,650,000 | 35, 9, 106, 000
21, 200, 000 6 | 1¥27 | 20,268,000 | 35 7,195,000
, 000, 000 8 927 | 99 ,227,000 | 35 13, 571,000
, 000, 000 64| 1828 | 97 1 10,217,000 1 31 5,957,
Buenos Aires PIOVINC®. cuceeeensenee 14,472,000 | 734 1928 [ 12/588,000 | 25 | 35147000
, 600, | 7 (1926 96}g 8,078,000 | 23 , 110, 000
41,101,000 . 6 | 1928 | G033 39,416,000 | 1Y) 7,702,000
11,675, 000 6141 1930 95{2 11,500,000 | 1834 , 009,
B Afres City. . 8, 450, 000 6lg| 1924 | u6ls 7,676,000 1 3015 2,341,000
3, 346, 000 6 | 1927 | 9715 3,221,000 , 28 A
396, 000 6 | 1u28| 98%¢ 3,242,000 28 90!
Cordoba Provinee...e.eecevacaes venens ..|] 6,943,000 7 |1925| 95 , 743, 41 1,945,000
CordobA CitYeeeeveeorerccrvcncannnnncnan 4, 66Y, 500 7 119271 u8¥ 4,414,000 | 18 706,
2,547,000 7 | 1927 7 .« 1,750,000 1 30 hy
Mendoza Provinee.....ce.eeenaes seuerenn 6,500,000 | 734’ 1927 | ©B8{' 5,000, 18 1,062. 000
Santa Fe Province 10, 188, 000 7 025 | 7,734,000 | 30 2,320,000
Santa Fe City... 2,122, 500 7 11927 | o414 1,705,000 | 25 , 000
Tucuman Provin 2,122,600 | 7 | 1927 1,897, 25 3
Tucuman City ,396,000 | 7 | 1028 | 9635 3,190, 26 3
Total for Argentife.eeeecruuceranan. 420,418,500 |......leeeene cennns ,389,414,000 |...... | 122,035,000
BOLIVIA ;
National Government...ceeeevecncecce.-.| 2,400,000 6 [ 1917 | 0734 1,270,000 7 90,000
1,000,000 | 8 | 1922 ; '
3,085, 000 8 | 1024 | 93 322,074,000 | 10 2,207,000
2, 188, 500 8 | 1924 93 .
14, 000 7 | 1927 | 9814 13,380.000 321 870,000
23,000,000 7 : 1028 | 9714 22, 560,000 [) 1, 354,000
Total for Bol{via.cceeauennennn eses.a] 68,653,600 |...... Jeavece]eanans | 59, 203,000 4,521,000
[ '
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Complete record of * dollar loans "—Continued

T
: | Approximate
A . Cou- | I
Borrower mount . pol | year price wmt
fsued ! domt ' oatstand. | LOW. vsml‘ilaﬂieotv
: H 1931 A
ing 1031
BRAZIL '
Federal Government.......coceacenn..... Sgg.%.% g 1921 3?11‘?% gé?,%! %(5) 3%%.%
0,000, 000 0%2! 1026 | 907 6%121°000 1 17 | 0541 000
41,500,000 | 6i¢ 1027 | 9214 20,477, 18 | 7,106,000
Riode Janelro City.....cceacaaaacann. ... g‘a’,%,% g,/ %82] g;% 33.383,0001 i?)% ;’%’%
1,770,000 | o 1028 | 90 | 1770000 ’ 354, 000
COATA SALO. . ..\ veeeeeenersumemsenmcanns 2:000,000 | 8 {1921 | 9934| 1,980,000 « 15 297,000
Maranhao State..... 1,750,000 | 7 119281 9 | 1,502,000 10 170, 600
Minas Gerags State.......oco.c.... e o | o 1B Uy Blm00, 12 it
480000 | 71198 | 08 | 4.642.000 0 0% 429,000
6,000,000 | 7 (1027 | 07%| 52i8,000, 7 367,000
Rio de Janeiro Stats. .. G, 000, 000 s%i 1029 | o133 6,000,000' 1204 750,000
io Grande do Sul Stat 10000000 | 7 1077 | 08 bom ol B | bieroed
23,000,000 | & | 1928 : 9a%| 25000000 16 | 2300
Cons. Municipal.........._... seaeaa 4,000,000 7 97 3,803,000 « 12 467,
Porto Alegre City.......oroeeeooiaii: --o| 3.500.000 g% loz | 00 | S0 12 72000
2,250,000 | 771028 | 073, Z087,000 8 168, 000
Sants Catharing State..-.cevemennnnno.n.. 5,000,000 | 8 1022 101" 4705000 i2 56
SRl SRR, AN ORI
7,500,000 | 7 | 1920 uovs 01400 10| oo)
15,000,000 | 6 ' 1928 9435 14,695,000 10 | 1,470,000
35,000,000 7 ! 1930 | 31,489,000 - 47 | 14,80,
a0 Paulo City........ evmmmnaan ceeeeeees| BE00,000 | 6 | 1919 | 0S)s| 5,700,000 | 19 , 084, 000
4,000,000 | 8 1022100 | 3175,000 ' 1435 " 460;000
Total, for Brazi..ccueeeee.... eeeeld14,130,000 |......beei e, 159,745,000 .| 63,035,000
CHILE : I
Natlonal Government. ....c.coeoeno.oo.. . 53%3&? g {33.?' gg?; :g.m.%gl }0 f’éﬁ'%
27,500,000 | @ 1027 | 93%] 26:00%.000 | 10 | 2600000
500000 | 6 |1028| 94| 15,577,000 | 1 1, 860, 000
45,012,000 | 0 | 1938 | 033| 44,152,000 12 | 5 208,000
10,000,000 | ¢ | 1920 | 9335 9,700,000 | 12 | 1,173,000
25,000, 6 ! 1030 o185l 24,875,000 | 11 | 2736000
Morteage Bank of Chile.....eveennn.n-- --| 20,00, 000 832 1025 | grig] 19,700,000 g% 2,24, 000
10,000,000 | 6 | 1926 | 988 w}ooojooof 2% 1,200,000
20, 000, 6 | 1028 | 95%4( 15,237,000 | 10 | 1,921 000
20,000,000 | 6 {1020 | 92" 19,767,000 | 715 1,485,000
sty Mo SRR 1 IR B d i
Sal cavencensscnnssssancevaa camen y d 3 'y H ¢ A
2,200,000 | 7 | 1930 | 96l 2,178,000 8 | 174,000 -
Total, for Chile..euuereemnnnenennn.|208, 112,000 |...... «eees|282,035,000 (o.....| 33,847,000
COLOMBIA !
]
Natlonal Government.....cecucceannn... gg,%.% g }gg gﬁlﬁ g,%,% ?8 : 3.;%338
Agricultural Mortgage Bank.............| 3,000,000 | 7 {1926 | o4 | 2,200,000 | 2134 467,000
2000000 | 7 | 1027 | 973 5.600,000| 2036 535000
,000,000 | 6 !1927 | 92°( 4,250,000 20 | 850,000
,000,000 | 6 | 1928 | 03%| 4,250,000 2134 914,000
Antioquia Department- |
A ol Soete| 7|zt 82 (Mezom000! 163 ses,000
7 1928 | o134 5,100,000 1635 842,000
7 |loar sels) 2,000,000 | ok 325,000
LS00 | 7 | it | o3} S0 ey is000
T T 4,000, 7 | 1022 93 | 3,716,000 14 520,000
SOSTIIIIIIIIIIIITIIIIITT 4 ooo, 7 11027 43¢ 3,670,000 | 13 477,000
7 1028 oelg 4121000 13 586,000
900, 8 | 1028 o6 800,000 | 17 136,000
7 | 1920 | 9345 2,600,000 | 22 572, 000
. 9,000,000 [ 634 1928 [ 03%Z| 8,850,000 | 148 1,232,000
aldas Department........... sercaccsese )
Caldas Department S 0| g 10a | 05541} 8,000,000 [ 2038 1,721,000
Cauca Valley Departinent.......ceeceeaa. ?,%:% ; }% gg% 3,600,000 | 20 700,000
500,000 711928 o6 " 4,225000] 17 701,000
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Complete record of * dollar loans *~Continued

J Approxlmate
Amount | Son ?
- moun . .
Borrower e Rpgt Year| Price’ ppmount [Low,| Market
cent ! outstand- | 1931 | value, low,
: ing 1931
Call City SO-OMPIA—continued $2,000,000| 7 [ 1027
S st oo e "635,000 | 7 |1928] 07 182,600,000 | 22 | $572,000
,000 | 7 11930 o7
Cundinamarea Department........ veonas 12,000,000 |  6)4] 1028 | 9314 11,500,000 | 1534 1,783,000
Bogota City. 6,000,000 8 |1924{ 08" 4,900,600 | 25 1225,
2,700,000 | 64| 1027 | 91 : 2,250,000 | 2034 461,000
Santander Department....c.eveueeen-.... 2,000,000 7| 1928 1 04 1,927,000 | 25 482,000
Tolima Department.... --| 2,600,000 7 |[1028! 0314 2,112,000 | 23 486,000
Barranquilla City. ... A 500,000 8 | 1925 | 99 . 140,000 | 25 , 000
B| 500000 8 {1025 100 305,000 | 25 76,000
O| 500000 8 [1327;101 423,000 | 25 000
Di 50000 8 [1928] 102 450,000 | 25 113,000
E| 50000| 8 [1930' 9 469,000 | 25 117,000
Tota) for Colombis. ....e.ueu.o......|170,335,000 154,358,000 [......| 28,781,000
PERU 5 !
atlons! Government.......... veeeeennce| 15,000,000 [ 7 | 19277 9614 14,400,000 | 10 | 1,440,000
Natlon 50,000,000 | 6 | 1027 | 9154 45000,000 1 531 2,520,000
25,000,000 | 6 | 1928 01 . 24,400,000 ; 7 . 1,705,000
Callao Provinee......ceeeueecnenennnn..n. 1, 500, 000 7;2: 1927 0 99 | 1,250,000 10 ' 125000
8 Clty...... L LolllllIIII 3,000,000 | 6} 128 63 . 2,900,000 133 309,000
Total for Peru....o...ceeennn....... 94,500,000 |......I...... eeeeer 90,020,000 I...... 6,152,000
URUGUAY ; !
National Government.................... 1,605,000 | 5 [1915| 90 | 1,2¢3,000| 20 259, 000
7,500,000 | 8 {1921 | 08¢ 3/200,000 | 30  1,0%0.000
30,000,000 6 1926 | 96lg, 28,026,000 | 25 7,007,000
Montevideo Cit oo | 3 INGl B ' tono0 | o Mo
ontevideo City.can. o cemeenceneennnnn.. ), 1 Y g
! 4 5171,000] 6 |1928 93} 4,867,000 | 18 876,000
Total for Uruguay....... eereonnanne 67,757,000 |......|...... fecvans ! 59,400,000 |...... 14,272, 000
i .

(Next article in the American series will be devoted to a study of European
government bonds sold to American investors. It will be another story of enor-
mous losses for American investors.)

[No. 8, November 10, 1931}
Morn THAN S1x BrittoNn Borrowkd Heme Frou PUBLIO INVESTORS

(Following is third article in the New York American survey on American
private investors’ losses in foreign-security investments. Previous articles de-
tailed the enormous aggregate depreciation in such investments in South Amer-
fca. More than a billion dollars’ shrinkage in “ dollar loans” to South America
alone were disclosed in yesterday's article~~Editor’s note,)

European governments and semigovernmental agencies, when they sought
loindus in this country in recent years, found the American investor's pockethook
wide open,

Advised by American bankers that they were making sound and safe invest-
ments, American private investors absorbed a staggering amount of Earopean
securities,

The price they have paid for their error is colossul,

The New York American’s survey discloses a depreciation of almost $800.-
000,000 has taken place in Awmerlcan private investors’ holdings of European
government and quasl-government securities,

What the American private Investor has lost in European corporate securitios
as distinguished from government and government-guaranteed issues i3 another
story, but equally tragic.

Since 1914 Europe as a whole obtained upwards of sixty-seven hundred mil-
lon dollars from American private investors in the form of loans or through
sale of stocks in this country,
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This i~ 40 per cent of all foreign investments made by American private inves-
tors during the period 1914-1930, inclusive. In all, fifteen billions of foreign
offerings were floated in the American market to private investors.

Emnphasis is placed on private investors throughout the present serics so that
there will be no misconception of the field covered.

This weries deals only with foreign bonds and stocks actually sold to the
privaie American investor through public offering by American bankers, It
ignores entirely the billions lent directly by the United States Govermment to
Europe’s governments as “ war loaps.”

Twenty-six European nations aud political sabdivisions dipped into the Ameri-
can private investor's funds at some time or other during the last 17 yeuars,
And where the government or municipality of a country or region fer some
reaxon or other falled to float an American lean. it< corporations borrowed in
the United States,

Governments, however, accounted for approximately five-sixths of the total
horrowings.

The complivte record covering the 17-vear jeriod 1914-1930 for every Buro-
pean country or divisivn will be found at the rizhrt,

Not all of these securities still are outsrandinz. Some have been retirad, and
a great number of “refunding ™ operations bhave Leen effected whereby new
securities were issued, almost invarviably threngh the American market. to sub-
stitute 1or or retive issues previously outstandine.

There stil! are outstanding in exvess of §2.40 wre; (10 of such Enropean gov-
ernment aind government-guaranteed issues, at yar value,  Thi- is the total now
ovwned by American investors.

The current market value of these issges i~ £1.6M0.000,000,

Their depreciation from par value is §TT2.0:00400K).

( How this enormons loss is divided among the Cifferent European uaticns will
he diseloxed in the next article in the New Yerk American survey.,)

Luwropean sceuritie’ publicly offeved in the United States, 1914- 1939

GisarLIzernt Carpor.te Totul

$U7, ~0%,000 81,348, 915,000
23,020,000 1,179, 235,000
1,250,737, 000

617 , (100

334,475, 000

214, 140,007

117, 802,000

167, 846,000

115, 398,000

st 15,000, . 114,120,000

Toland. 39, 256, 000 171, 325,000

Denmark. 7,164,000 ' 222,241,000

Danzig. . ... 000,000 ....... e 000, 000

Saar Territory . 200,000 11, 500,000

Iungury. 82,913,000

Russin. 5,000,000

Rumani 9,169,000

Finland 77,000, 00
‘stonia. 4,000,

Spain.. 44.-}‘03.011)
1 7, 000,

Greece..... 29,600,000

(zechoslovakiu. .- . 59, 250, 000

Bulgatia.. . 500,000 _........ ...l 13,500,000

Irelnnd. 00, 000 - 575,000 | 15, 875,000
DT PR T Y RPN SO0 L. i 64,285,

1,159,000, 000 l 6, 70¥, 000, 000

[No. 4, November 12, 1931}

Here is the fourth article in New York American survey of foreign securities
sold to American private investors. Thus far the following facts have been
shown:

First. Some fifteen billions of foreign govermment and foreign corporation
securities have been floated in the United States since 1914,

Second. Eleven hundred million dollars’ depreciation has taken place from
par in American private investors’ holdings of South American “ dollar bonds.”
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Third. European government and semigovernment issues of European coun-
tries sold to American private investors have shrunk in value almost

,000,000.

Fourth, The list of American citizens' investmeuts in the government bonds
of the 16 European countries shows a loss of 43 per cent from par valuc at a
recent figure, which was not the low figure of the Buropean debacle.

Fifth. Banking commissions on the sale of the fifteen billion of foreign
securities floated in the United States since 1914 wonld amount to $750,000,000
if & per cent cun be accepted as a fair average commission,

These bankers’ commissions, however, sometimes greatly exceed § per cent.
so that un estimate of $1,000,000,000 in commissions would not be excessive.

Sixth, None of the foregoing figures have anything to do with United States
(iovemment loans direct to European nations during and immediately following
the war,

Securities of 16 European governments and government agencies have shrunk
in value more than 43 per cent since they were sold to American private
investors.

Total depreciation from par value of these European securities amounts to
more than $70:.000,000,

Aud =till this cnormous loss excludes entirely the vast amount of Europeun
corporation securities which also were sold to American investors,

LOSSES TO INVESTORS

For the purpose of ascertaining the status of American private investment in
European government and semigovernment enterprises the New York Amecevican
survey was divided into two parts. The part dealt herewith covers those
countries where the decline has been bigger than 10 per cent,

Losses to American investors run into staggering amounts, The $75.000.000)
old Russian loans, for example, have been completely wiped out.

Depreciation of 50 per cent or more are frequent.

Accompunying compilation rveveals the tragic consequences of Ameviea's
liberality in lending billions of dollars to Europe, over and ahove the billions
advanced by our Government as war loans.

Every country in Europe availed itself of the American liberality.

Germany was a particular beneficlary. 'That nation's government and semi-
government units now owe te American private investors over $700,000.000,

CURRENT VALUE

How the market rates this debt is exemplified by the current value of only
$277,000,000.

Depreciation in German Government and semigovernment securities alone
approximates 57 per cent.

It is a sad commentary on the German lending that some of the nation's
outstanding citizens now complain that they were virtunlly implored by Amer-
ican bankers to accept loans, The proceeds in a great many instances, not-
withstanding the supposedly dire needs of the country, were utilized for the
constt;'uction of bhathing facilities, parks, playgrounds, and similar develop-
ments.

The bankers’ funds for making those lonns of course came from the private
American investor who bought the German bonds offered by the bankers.

But even this isn’t the worst experience for the American investor, forgetting
the Russian loan folly.

Bulgarian securities sold to the American private investor have dropped in
value 62 per cent. .

Hungarian issues have slumped 60 per cent. Yugoslaviun securities are
avallable now for 45 per cent of par, a depreciation of 55 per cent. Poland's
securities have slumped 43 per cent. And so on down the line for the entire
16 nations of Europe.

Czechoslovakia, Italy, and Normay, along among the 16 countries surveyed
to-day, show depreciation of £0 per cent or less. Norway's securitics have
slumped 10 per cent.

These facts are reflective of aggregate totals for each nation.

Individual issues have slumped as much as 75 per cent.

The table gives in detail the experiences of the average American investor
in the 16 countries,

(Next article in New York American survey will deal with German Govern-
ment {ssues sold to United States private investors.)




Enormous depreciation shown in American holdings of European government issues

Country

i

Par value of :
A Actual cash in-
offerings now 3 Par value of | Current value oes Deprecia-
whole or in \egﬁg:lg ding | of ling Den%';fm;‘r‘m tion (per
part out- 1o St issues issues p cent)
standing
$135, 611,000 $127, 273, 990 $132, 426, 000 $01, 520, 130 $40, 905, 870 -30.3
13, 500, 000 12,870, 060 13, 348, 537 5, 200, 605 8, 138, 832 —62.6
151, 877, 500 146, 160, $40 149, 216, 750 114, 940, 310 3,276,410 -2.1
4,000,900 3, 780, 000 4,946, 2,967, 1,978, 600 ]
70,000, 000 65, 225, 000 62, 918, 36, 564, 370 2, 383, 890 —41
711, 182, 600 656, 239, 950 849, 084, 110 207,413, 1 371,675,950 -57
26, 000, 000 23, 330, 000 ) 603, 14, 985, 480 10,617, 520 —41
44, 650, 000 43, 606, 100 42, 599, 300 13,911, 530 28,687,770 | —60
15, 000, 000 14, 550, 000 3, 612, 500 2,709, 375 903, 125 ! -25
187, 150, 000 176, 150, 000 171, 610, 655 137, 386, 34,224,353, 20
170, 500, 000 185,002, 325 343, 135,322, 146 31,020,854 | —10.8
122,075,750 114, 718, 250 108, 280, 030 1,052, 800 47,220,230 - —43.9
5,419, 500 4,769, 160 5,419, 500 3,251,700 2,167,800 1 40
75, 000, 000 73, 687, 500 5, 000, 000 750, 74,250,000 | -9
11, 500, 000 1,052, 500 7, 834, 000 5,481, 170 2,352,830 ; -30
49, 286, 400 45, 992, 200 49, 285, 000 092, 27,192, 000 i —55
1,792,872,000 | 1,684,437,000 | 1,667, 562, 000 925, 559, 000 742,%(!1]! -43
1
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[No. 5, November 14, 1931]

(Following 1s fifth article in New York American survey of foreign securities
sold to private investors in United States, aggregating $165,000,000,000 since 1014,
Previous articles disclosed eleven hundred million depreciation in South Amer-
ican “dollar bonds" held by Americans, Eight bundred million decline in
European government and semigovernment securities sold to American private
investors also has been disclosed. Decline of 43 per cent has taken place in
value of 16 European countries' securities sold here. BanKkers' commissions on
the fifteen billion foreign financing in the American market has netted them at
least a billion dollars, it is estimated. This series ignores the European “ war
debts” to the United States Government~—~Editor’s note.)

1. Four hundred and fifty million dollars depreciation has tnken place in
value of German Government and semi-Government securities sold to American
private investors,

2, American investment losses in German securities are the largest in any
foreign nation,

3. There is outstanding to-day and owed to American investors more than
$700,000,000 of German Govermment aad semi-Government loans,

4. Germany hux been the most prodigious European postwar borrower from
the United States, Her aggregate borrowings from private investors In this
country have exceeded thirteen hundred millions, almost all advanced during
the period 1924-1030, inclusive.  Our international bankers xold these securities
to American investors, therehy earning lavge commissions,

3, Germany for years used her American borrowings to meet her repavations
debtx,

. The ogre of a possible moratorium for Germany hangs over all her obli-
gations,

For seven years, 1924-1930. inclusive, Germany indulged in the greatest hor-
rowing spree the world has ever witnessed,

In that period the Reich and its political divisions and German corporations
marketed in the United States more than thirteen hundred million dollars of
thelr securities,

Liberality with which American investors’ funds were advanced to Germany
cmbodied all of the iznorance and amazing lack of foresight shich charac-
terized the whole postwar foreign finaneing era in the United States,

As o result American investment losses in German sceurities are the largest
in any foreign land, .

5% PER CENT DEPRECIATION

OQf the thirteen hundred and seventy-two million dollars total German
finnncing in the United States, there still is outstanding $780,000,000 of Govern-
ment and semi-Government issues at puar value,

Market value of these securities to-day is $329,000,000,

Depreciation totals $450,000,000, or 57 per cent,

And even this enornmous shrinkage ix totally exclusive of losses suffered in
German corporate sccurities floated to an aguregate nhove $400,000,000.

Successtul flotation of the Duawes plan loan in the internationgl capital
mavkets opened the eyes of Germany to the vast possibilities for enticing foreign
capital into that country. There followed then a period of fereign financing
for Germany which has no duplicate in world history,

From years of absolutely no German financing in the American market there
developed an mmazing growth of German security sales here, The United
States, then in the supposedly endless era of prosperity at home, absorbed
hundreds of millions in German securities,

Germany, to her amuzement, tound the American money markets actually
ecager to secure her bonds and stocks. And Germany finally discovered some
embarrassment in using these foreign funds,

IYor several yenrs during the funtastic era Germany utilized the preceeds of
her foreign tinancing, chiefly from American investors, to meet her reparations
requirements,

USE OF LOANS

Furthermore, German reciplents of American investors' liberality deemed it
advisable to build up their industrial machinery to compete once again in the
world’s markets, Proceeds of loans were also used in the construction of
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public conveniences above and beyond necessities. Playgrounds, home develop-
ments, public parks, and similar undertakings were all financed with the
inflowing foreign capital.

How freely the American market absorbed German securities Is evidenced
in the following table, It presents yearly totanls of German Government and
semi-Government securities publicly sold to American private Investors:

{Thousands omitted}

Govern. lCorpume Total

|
]
Year ! ment !

U S S
i $110,000|  $8,000 |  $118,000
168,750 | 59,600 | 218250
151,138 | 143,108 | 204,245
{85&370 1&' 1@ &O.ggg
A 1
21,476 10, 149 31,025
G13308; 250 166,818
TOML oo eeeerereemnnnenetinseesassesannrensenomacssmeoeamaneae ' :m,s;ol 430,793| 1,372,630

The aftermath of this fantastic era of foreign lending by the American in-
vestor is chilling. To-day the world is rife with ugly rumors concerning Ger-
many’'s capacity to pay, her inclination to meet her obligations, and similar
doubts questioning the sufety of all foreign investinents in Germany. And the
United States investor has the biggest stiake of any nation's private investors.
This, of course, excludes the political and intergovernmental debts,

The dollar-and-cents story ot American loans to German Government and
semigovernment bodies is graphically told in the accompanying table,

(Next article in this series will deal with American private tnvestors' losses
in European corporate securitles.)



German Stale issues publicly sold in United States and now outstanding
Interest Amount current
Borrewer Amount N
issued R: "
ato | Issue . uota-
per cont| price | Outstanding Qtion
£ree State of ADNAN.. ..o cea e eeen - 1, 750, 000 987; . 400, 000
Free State of Bavarka. ... 11111 IIIIIIIIIIIIIIIIIIIIITIIIITI I I fgi ﬁ'% Lo %&; ﬁ% 2
Bavarian Palatinate Consolidated Cities. - L ZM0en! PO ml  nasom| 5
Berlin City Electric Co. S22 15,000,000 ! 8% 34 14, 248,000 40
o o ed ame)
Berlin Elevated Underground R. R. Co. G000 o 94| sero0] n
Brandenburg EIetric CO ~..._ ... ........ 5000,000: 8 9335 4,765.000 2
Rrown Cual industrial Corporation. - 2,600,000 1 6l  wils 2000000 40
City of Berlin. ... .- 13,000, 000 * 644 89 11,579, 000 37
178,000 , 6 3. 133. 000 25
1, wo.% s 5 D134 671,000 | 85
1
Cityof Cologne. ... . . o Mul Towem! 3
chman consolidated municipal loan of German savings banks and clearing house associations._| 17, 500, 000 [ 93150 16,433,000 | 32
Central Bank of Agriculture. . 19, 000, 000 7 <] 17, 300, 000 51
19, 000, 000 8 95 1R, 385, 000 50
g. g}g% g g!: 14, 130.% 49
Contral Bank of Gerrn State and Provineln! Banks (Ine.)-. .. ...o....oooooioiooooan L i‘) %&mm ' 6 Qg 2: 3“4%000 gf
Centea! German Power (*0. of Mud@ebUIg. . oo oot o e, Y , 430, 000 H 3356 g.ﬁ% gg
Consolidated Agricultural Loan of German Provineial and Communal Ban 21, 000, 000 132 Yrle 20,200, 000 38
(‘ ted lydeaeloctrie Works of Upper Wurtetnburg. ... ... 4, 000, G 7 iy 3, 7o, 000 40
Consoli Munfeipnlities of Baden. .. . ... ... 4, 50, 000 : 7 ud , 135, 000 30
¢ li munleipal luan of Gornmn savings banks. ... 19, 950, 000 . b WG 1N, 3a0, 000 36
Dartmund Munfeipal Utilltles. oo, . oo o el L0000 L drl prlel o0, 45
Clty of Dresten.., .- ..., . . L : LEML000 . T L WM 3aThoo0| @
ity of Duisburg. .. . o LU 7 UNIW 2, 200, 00 an
ity of Dueldurt.. . - LI0m 7L il LEgae !
Eleetrle Power Corpo . R 5, O, O ool N7 B, 000, (00 a~
'r’. {::;(l)l: ! '»:ﬁ NTH 2, 5k, QU0 K
Enst Prusslan Power Co. Ao 80 Wl heeow| g0
Clty of Frankfort on the Maln ... . Ll LTI T ‘;ﬁ’,‘lﬁi! TU ™ . 2,500, 000 40
German Building & Land Bank. ... oo.eonooovoooiooioi e L B 300,000 g\f 3‘35j Pt ]
Governnient of Germany .......... U § 1 07 1, (1. v 0 N3, 791, 000 61
| wsasnen . ol w0 | s 250,000 3

Curront
value

memmsnwmRBoxmpe s
EZECCRERIRRRYERE
EEEEEBE888E888888888

63, 731, 000

Depreciation
from par

$1, 050, 000
7,412,000

S puesmpgmosotn
DERSEREENES

-
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o
EEE3RIARY

e
]

sSxN

“e

EBEESZSE3888883c888888888sss

37,335, 000
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#

onbure Bleetvie Coo .0 0 0 0 0 000 L0 L0 L e e e 1. 006, 600 77 ety 3,000,000 R{| 2,520,000
tlambuey Elovate |, Undereround & Street Rys. Co L., . . . . 6. 540, 000 Sty 92 6,208,000 M 3,146,000
ity of Hamburg .. FU . . 10, 000, 000 6 914 1,000,000 39 3. 960, 000
City of Hanover_... . - 3, 500, 000 7. ) 3. 459. 000 35 1,210,000
City of Hédelberg ... .... . ... . 1,500,000 . 7. U8 1,101, 000 32 4858, 000
Province of ilanover Harz Water Works 1,000, 000 : 6 : 85 1, 000, 000 35 350, 000
3,725,000 | B35 9414 3. 725,000 26 968, 000
City of Lelpzig 3. 750,000 7 934 3,338,000 35 1,168, 060
Leipzig Overland Power Co_.._.... 2,425,000 : ak% 92l 2,101,000 30 630, 000
Luacburg Power, Light & Waterworks (Ltd.). 1,100, 000 7 Y8 1, 037, 000 40 434, 000
Free State of Oldenburg. ... camsee 3. 000, 000 7 76 2,403,000 45 1,081,600
Manheim & Palatinate Electric Co. 2,675,000 ° T 9L 2,675,000 46 1, 230, 000
Cityof Munich. . ..._._.___...___ 8,700,030 * 7 2173 6, 525, 000 34 1,631, 00
Alunicipal Bank of State of Hessen. ... 3, 600, 000 v 9348 2, 700, 000 30 £10, 000
Municipal Gas & Flectric of Recklinhausen. 1,500,000 ' v o 1,354, 000 25 346, 000
Nassau LaniBank.. ... ... 3,000, 000 634 9714 3, 000, 600 45 1,350, 000
City of Nuremberg................. 5,000, 000 6 93 4, 660, 006 26 1,211,000 |
Oberpfalz Electric Power (orporatiop 1,250, 000 7 9714 1,077, 000 35 377,000
Free State of Oldenburg. ... 3,000,000 K 9374 2,403, 000 45 1, 081, 000
Pomerania Electric Co........... 3.500,000 6 G215 3,427,000 29 993, 000
Provincial Bank of Westphalia. .. 3,000, 000 | 6 973 3. 000, 000 25 750, 000
Free Stateof Prussia. ... . 17, 500, 000 634 95 17, 500, 000 35 6, 125,000
R . 24,500,000 . 6 9615| 23, 078, 000 35 8,077, 000
Prussian Eleetric Co........_.. e e et e eemaemmaesemeceeacman e ceeemeacnamaann 4,000, 000 6 91 4. 000, 000 30 1,210,000
Rhine Mair Danube Corporation 6,010, 000 7 9% 5,414, 006 43 2,328,000
Rhine Rubr Water Service Union........_... 7.500,000 6 3 7.070, 000 29 2, 050, 000
Rhine Westphalin Electric Power ¢ ‘orporation 10, 600, 000 7 94 8, 510, 00 62 5,276, 000
10, 500, 000 ; 6 9515 10,098, 006 49 4, 148, 000
14,850,000 _.__.... 14, 850, 000 50 7,425, 000
— 12, 500,000 * [ i3 12, 168,000 | 49 5,962, 000
Saxon Public WOrKS. .« oo oo oot ceeee e ecaceeanan 15,000,000 1 7 92 | 15,000,000 45| 8,750,000
11,000, 000 ° 6% 8114 10,698,000 | 38 4, 065, 000
_— | 1,000,000, 5 9715 10,000,000 ' 43 |  4,325000
Saxen State Mortgage Institutions...... .. ... ... cermememcemeeeeen 2.000,000 ; 6 95 1.849,000 25 462, 600
5,000, 000 , 7 9315 4,346,000 | 2,173,000
4,000, 000 (2] 97 3,579,000 | 42 1, 503, 000
State of Bremen. . 11,250,000 | 7 10.019.000 - 45 4, 503, 000
Stettin Public Utilities. 3,000,000 7 8135 400,000 0 30 720,009
YUnterelbe Power & Light € 4,256,000 . 6 9 : 4.007.000 . 34 1,392,000
United Industrial Corporati 6,000,009 615 9735 6,000,000 ; 36 2, 160, 600
Vesten Electric Rys.. ... 1,750, 000 7 i 1.614.000 25 403, 500
Westphalia United Fower Corporation 20, 0V0, 000 6 Y216. ., 000, 900 K 6,975,000
State of Wurttemberg. ..o ¥,400.000 7 9378, 6.300,000 25, 1,575,000
840,088,000 .ot formamens v 780,226,000 .._...... ! 329, 536, 000
i . !

g
&
:

Current quotations of above table represent eithier last sale, last bid, or nominal’price.

“

.88
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[No. 6, November 15, 1931}

1. Thirteen hundred million dollars have been raised by European corpora.
tions through sale of their securities to American private investors since 1014,

2. Eight hundred millions of such securities still are outstunding and held by
American fnvestors,

3. Four hundred and sixty million dollars depreciation has taken place in
these securities. This represents 56 per cent loss from par value. By coun-
tries. the depreciation runs as high as 83 per cent.

4. Much of this money raised in America has been used in improving and
strepzthening the competitive position of foreign industries.

3. Value of many foreign corporate securities can not be ascertained because
of absence of quotations.

6. German corporations securities represent almost half all American hold-
ings of European securities. Loss in German corporate issues alone totals
$210,000,000.

7. Bapkers' commissions on European corporate securities ranged from 5 per
cent up to several times this rate.
~ Through sale of their securities to American private investors Europe's cor-
porations raised an aggregute of £1,134,000,000 new capital during the period
3914-1930, inclusive,

‘The American investor, through American bankers who sold them these
securities, have become («) creditor of European corporations through pur-
chase of their bonds and notes, or (b) partner by buying theiv stecks.

Either “investment " has proved extremely expensive.

The American private investor still holds $826.956,000 of European corporate
securities. This is entirely distinet from European government and seimgov.
ernment issues publicly floated in the United States during the same period.
These Iatter, as disclosed in previous articles in the New York American survey,
reprezent an aggregate loss of about $800,000,000 to the Amerlcan investor.

Those American investors who bought European corporate securities have
been equally unfortunate,

Depreciation of $464,398,000 has taken place in these corporate issues.

The shrinkage represents 56 per cent of their par value,

And still this stupendous loss excludes millions more lost in securities for
which no present value can be established, or which represent enterprises which
have virtually disappeared in recent years,

Corporations of all Europe dipped into the American investment funds for
new capital. hut German corporations obtained almost half the total for the
entire continent.

In these Germian corporate issues American investors now suffer a depre-
ciation of £210,0060,000, equal to 0 per cent.

Accompanying table discloses the experiences of the American investor in
Europe's corporation issues sold in thig country.

The shrinkage. by countries, runs from 9 per cent for Denmark all the way
up to 83 per cent for British corporate flotations in the United States,

Besides Britain and Germany, decline of 60 per cent or more is shown in
corporate securities of the following countries: Belgium, 62 per cent; Luxem-
burg, €3 per cent; olund, 63 per cent; Netherlands, 70 per cent.

Almest fnvariably the American investor's money placed in European corpor-
ate issues was used to modernjze, strengthen, or otherwise improve the com-
petitive position of the corporation. In some instances the American capital
provided the wherewithal to build new plants in foreign lands, It would not
be a far exaggeration to say that American private investors capitalized the
postwar industrial revival of Europe.

{Next article in this serfes will deal with another interesting phase of
American foreign investments,)

VALUE OF UXNITED STATES INVESTORS' HOLDINGS OF FOREIGN STATE ISSUES DOWN
£2,000,000,000

Two billion dollars loss to American private investors who bought European
and Sceuth American Government securities sold in the United States since 1914
has been disclosed to date by the New York American, These losses, cavering
only government and semigovernment securities, are divided as follows:




SALE OF FOREIGN BONDS OR SECURITIES 339

(a) Eleven hundred millions deprecintion in South American * dollar bonds,”
which have dropped 80 per cent in value; and

(U) Eight hundred millions decline, from par, in European government and
semigovernment issues sold to private American investors,

Furope and South America combined have taken the bulk of the $15,000,-
000,000 raised from the American private investor through sale in the United
States of foreign securities during the last 17 years,

To-day’s article, sixth in the series, is devoted to another phase of the foreign
financing era: Sales of European corporation securities to the American publie
by American bankers, who, it is estimated, profited $1,000,000,000 through sell-
ing foreign government and corporation securities in the United States during
the period covered by this survey, 1914-1930, inclusive.

Enormous depreciation shown in American holdings of European corporate igsues

Par value of | 4 4,141 cash ' |

oggg:;gs investments | Par value of /Current value! De-

Country wholeor | by United | ou ding ‘ of d- | Depreciation | pre-

in part out- States fssues fngissues | frompar | cia-

standing public l i tlon

e ey M —
! Pﬂ;
! cen
LXPC1 ) 4+ DA $11,400,000 | $10, 758,000 $8,927, 000 $2,988,000 ¢ $4,939,000 55
Belgium. . l!. 130, 000 13, 989, 000 14, 130, 000 4,239, 000 ! 9, 81, 600 62
Denmark > 000, 000 672,000 | 4,004,000 3,647,000  357.00| 9
rance. ... 17,700,000 | 17,350,000 | 17,675,000 | 13,685,000 ' 3,090,000 | 22
L,uvernbur 500,000 ! 0, 937, 000 8,946, 000 I 2,510,000 ' 4, 376, 000 63
Norway. 24,715,000 23,749, 000 23, 593, 000 i 16, 749, 000 i 6, 840, 000 28
BERCIIIIN BE) Rl Haid Gdel e
S ) S .. y 43U, 'y 'y h 'y ) g a h

Netherlands... vees 7, 360, 000 6, 918, 000 6,018, 000 | , 602, 000 4,857, 000 70
Sweden. 131,445,000 | 130,924,000 | 131,446,000 | 52,713,000 | 78,733°000 | 82
, 265, 365,759,000 | 34Y,758,000 | 139,464,000 ' 210, 204, 0600 60
153,510,000 | 146,193,000 | 144,019, 000 83, 526, 000 , 193, 600 41
40,428,000 | 39,140,000 | 35,822,000 | 16,618,000 - 10,264,000 | 86
... 42,074,000 42,674, 000 42, 547, 000 7,487, 000 35, 060, 000 83
Totaleeoeenierannnns 383, 856, 000 [ 855,008,000 | 826, 956, 000 ; 363,053,000 | 464, 398, 000 56

(No. 7, November 19, 1931)

Following is seventh article in the New York Amecrican survey of forelgn
securities sold to American private investors since 1914. The survey has
isclosed to date:

1. Approzimately $15,000,000,000 of such securities have been sold to the
Amerlcan private investors,

2, Losses on such purchases run into billions of dollars. Nearly two and
one-half billion depreciation has already heen proven in three classes of foreign
issues held by American investors:

(a) Eleven hundred million in South American “ dollar honds,”

(b) Eight hundred million in European government issues.

(¢) Four humndred and sixty-four million in European coyporation issues.

3. Probably a billion dollars in commissions were made by America’s inter-
national bankers in selling these foreign securities to the United States investor.

4, Depreciation of some issues run above 90 per cent; not a few issues have
heen entirely wiped out.

5. Above figures have nothing whatever to do with United States Government
loans direct to European nations during and immediately following the war,
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Capital issues of all foreign countries of the world pudblicly offercd in the
United States, I')14~l‘l3l) inctusive

0 f

Country 'Gowrnmcn : (‘nrpora!e ' Total

EUROPE !

$1, 470, 287, 000 $07, 828, 000 1
1,1/, 295,000 21,050,000 1
o 000 1

WAY. ...
Sw nzeﬂand
Swed

Yugo-Slavia
Total.

.| 5,548,200,000 | 1,159,000,000  6,707,000,000

i

British West Indles. ..o eeeenunieieimicaiaiiiiicioeiaans cavcaasen 1, 500,000 * 1, 500, 000
Canada (including '\'ewrouudland). .. 2,353,880,000 | 1,238,817,500 ' 3,342,727,000
(ns ) £3 107 SR, vaeressanes . 10,820,000 ... .......... i 10, 820, 000
CubAuiecvivseieesannnn - 137, 300, 000 472,092,000 | 609, 392, 000
Domln(can Repuhllc . 17, 300, 000 250, 000 , 550, 000
Guatermala............ 550,000 18, 600,000 | 19, 450, 000
Ha m..... 16, 000, 000 21,765,600 37, 765,000
{onduras £00, 000 13,192,600 ! 13,692, 000
Mexico... , 0R2, 600 49, 879, 000

Nlearagua 1,000,000 - 1, 000,
Panama.. , 000 940, 000 27,740,000
Salvador.. 7,520,000 ... ciiiieannns 7, 520, 000
Total..cooeiiniininianinnsans eeeeesmenaaa aeeee| 2,576,460,000 | 1,814,570,000 4,301,030,000

SOUTH AMERICA

Argentina 824, 421, 000 100, 313, 000 924, 734,000
83, 230, 000 9, 700, 000 72,930, 000

423, 000 24, 085, 000 448,007,

323, 602, 000 189, 000, 000 514, 692, 000
172, 588, 000 47, 188, 000 219 774,000
csecdesssasans 2,272,249 2,212, 000

95, 710,000 8, 000, CV0 103, 710, 000
Uruguny. 53,018,000 |..ceumunianenaan 53, 918, 000
VEUEZUCIA. o eevecaaacnanccesnnecassanssmnsnaasnsaneloanscanocas 31,923,750 31,923, 000
Total.eeeenenenennnans PR ceamsecceananaces| 1,059,241,000 413,370,000 | 2,372, 620,000

AUSTRALIA .
Australla....... saeae 269, 188, 000 7, 750,000 276, 938, 000
PAR EAST

(% hlun...... - wenes . 10, 752,000 50, 000, 000 60, 752, 000
177,667, 000 193, 5§74, 000 71, 241,000
153, 200, 000 27, 130, 000 180, 428, 000
Pnlestlne... 350,000 {.conneeaiannace- 350,000
Totalecveeoennnn . [ 342, 059, 000 ' 270,710,000 012, 769, 000
World totals (1914-1930) $10,695,154,000 and $3,605,410,000- $l4 360, 364, 00V
International loans? 260, 047, 000
1931 foreign issues in United States —- 203, 222, 060
Grand total cmmmmenme 14, 883, 633, 601

1 Flotations which can not be charged to any specific nation,
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Relatively few countries in the world passed up the opportunity to tuke
advantage of American liberality with respect to purchases of forelgn securities
publicly offered in the United States during the last 17 years.

Nearly $15,000,000,000 of such securities were sold to Amerlcan private
investors in this period.

. Ot’tht'h:]s aggregate, foreign governments received more than ten billion, or
WO rds.,

Forelgn corporations raised $3,665,000,000 through sale of their securitles to
American private investors,

The $15,000,000,000 total referred to is exclusively proceeds of the sale of
foreign securities direct to American private investors. .
It does not include the billions of dollars advanced by our Government to
European governments as *war loans.” Neither does it include the billions

which have been invested abroad by American corporations,

The New York American survey is concerned only with foreign securities sold
to the American private investor.

European governments and other political divisions and corporations have
taken upwards of 40 per cent of the total American * investments” in all for-
eign securities. Three of her nations, England, France, and Germany, have
taken upward of a billlon dollars each.

Largest of all countries’ security sales to Americans, however, is the Canadian
total, $3,502,727,000. Argentina's total comes close to a billion, Other large
forelgn totals are Ituly, with $617,000,000. Chile with a half billion, and Cuba,
£609,000,000. By continents, the totals are: :

’ QGovernment Corporate Total

.1 $5, 548,200,000 | $1, 159,000,000 | $8, 707, 000, 000
- 2,516,460,000 | 1,814,570,000 | 4,301,036, 000
1,959, 241, 000 413,370,000 | 2,372, 620, 000
269, 188, 000 , 750,000 | 276, 938, 000
342, 059, 000 270,710, 000 612, 769, 000

Furope...........
North Amerlca '
South America.

Australla.... K
FAP EASl. o enrnrernaaacencsrsnmnsnnnanssasases . !

Senator Kine. Mr. Kahn, in view of your statement let me ask
you: Isn't one of the reasons for the decline in American bonds,
and I am not speaking now of Government bonds. but of corporate
honds, the result of a_belief on the part of many people that cor-
porations have unloaded upon investors not only stock but bonds
at higher prices by far than the conditions of the corporations
warranted? In other words. taking advantage of the inflated con-
dition brought about largely by brokers and speculators and by banks
that contributed to it, corporations unloaded ulwn the investing
public millions and hundreds of millions of dollars of bonds and
hundreds of millions of dollars of stock at prices far beyond their
intrinsic value,

Mr. Kaun. As n general proposition, I very respectfully heg to
differ, Senator, though I admit that errors have been made and that
in some respects ground for criticism does exist. The price at which
a bond is sold is determined not by the banker, as no banker has
the power to do that, and no combination of bankers or of corpora-
tions has the power to do that. but is determined by supply and
demand. If the people want to buy bonds or are in a moad to buy
bonds, if the market conditions and the monetary conditions of the
time are such that bhonds are in great demand, the bankers’ job,
among other things, is to form an estimate as to what is the market
price at which a bond that they believe to be good, intrinsically,
according to their investigations, can be sold, according to their best
judgment. Tt is not correct. with all due respect to yon. Senator
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Kinﬁ, to say that reputable bankers are unloading bonds upon the
public. They are finding out what is the demand; they are finding
out what is the supply; and they just seek to adjust the price to that
situation. And I wish to point out that the{ are not making 1 cent
more in the way of commissions if they sell a bond at 100 than if
they sell at 90. They have no interest to sell at a high price. Their
profit or spread or margin is no different, as a general proposition,
in the case of a bond that they sell at a high valuation than in the
case of & bond that they sell at a low valuation.

Their interest is to find what is the correct market at the time,
at what price can and should these bonds be sold. Their first duty,
of course, before offering any bonds to the public, is to find out by
careful investigation if such bonds are intrinsically sound and if
they are justified in taking the responsibility of inviting the public
to subscribe. I repeat that no banker or combination of banks or
corporations has the power to create investment conditions. They
dc not make the market. They do not—

Senator Kina ginterposing). Mr. Kahn, of course, I respectfully
dissent from the last expression, but that is immaterial. Isn’t it a
fact that man‘ym' investment bankers and brokers, the National City
Bank among the number that I now have in mind, carried on a very
active campaign to unload upon the investing public not only stocks
but bonds at very high values, and that they made the market by
their improper advertising and by their high-powered salesmanship.

Mr. Kaun. Senator King, I would respectfully suggest that the
National City Bank speak %or itself. Mr. Mitchell was here and no
doubt you have asked him whatever questions you thought appro-
priate. I can only speak for my house, and I can say for my house
that for every issue that we made we declined six others, or prob.
ably more, because we always want to be sure that what we offer
is intrinsically sound, and that it is offered at a price justified by
what in our best judgment is its real value and by the then existing
conditions of demand and supply. Perhaps I may repeat that only
one of the borrowers whose bonds my house issued, of the whole list
of bonds that I have here, and foing back 12 years, is in default. As
to the matter of high-powered salesmanship to which you have re-
ferred, that is a practice which has been exaggerated and overdone.
There may be two opinions, but my personal opinion is that it has
been greatly overdone,

Senator Kine. And when $8,000,000,000 of brokers’ loans—

Mr. Kann (interposing). I say, Senator King, my opinion is that
it has been distinctly overdone.

Senator Kina. Too much high-powered salesmanship?

Mr. Kaun. Yes; and I agree with you as to the deserved criticism
of such exaggerated proceedings and methods in the way of high-
powered salesmanship, and I feel sure that it would be desirable and
called for that greater self-restraint be practiced in that field hence-
forth.

Senator Kino. I think that is a very wise admission which you
have made. It does not go quite far enough, but I do not want to
project, Mr. Chairman and members of the committee, into this dis-
cussion on foreign bonds a discussion on domestic stocks and bonds.
But if we were permitted to go into that matter at this time I think
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we would perhaps have some pertinent questions to propound in
regard to it.

Senator JonnsoN. Mr. Kahn, do you know whether or not there
was keen competition among the various houses to obtain South
American securities and flfoat them in this country?

Mr. KanN. Yes; among many of them.

Senator Jounsox. Could you name the houses that were compet-
ing, literally competing, in the South American countries to obtain
securities there in order that they might be sold in this country?

Mr. Kann, Yes; I think so. Perhaps I may mention that it is
a strict tradition of my house not so to compete, either in South
America or elsewhere.

Senator JornNsoN. What houses were they?

Mr. Kau~. Many houses. Some of them were rather novices in
the field of the issuing business. I think if you will give me a little
time I can probably give you a list of not less than 23 or 30 cor-
porations or houses.

Senator JonxsoN. That is, yvou mean that the representatives of
a particular house in New York would be in Peru, Bolivia, or the
Argentine, and the like, there seeking to obtain the flonting of a loan?

Mr. Kann. So I am informed.

Senn?tol' Jonxsox. And that was so in the case of many houses,
was it

Mr. Kanx. T believe that was so in the case of many houses.

Senator Jouxsox. Will you now take a specific loan in order that
we may have it on our record and in order that the committee may
follow it, and let ns go through with it, For instance, take the sec-
ond French loan that was floated in this country in 1924 by the house
of Morgan. Do you recal it?

Mr, Kanx, Yes,

Senator Jounsox. It is in testimony here that J. P. Morgan & Co.
hought that loan outright of $100,000,000; is that a fact?

Mr. Kanx. Yes; as far as I know.

Senator JouxsoN. And that immediately J. P. Morgan & Co. sold
it to a very small syndicate for an advance of 1 per cent. That is,
that they bought it at 94 and sold it at 95; is that correct?

Mr. leux. I could not tell you about that without having the
record before me, but I have no doubt what you state is taken from
the testimony of Mr. Lamont.

Senator JonxsoN. I am speaking, I think, from the record. My
intention is to be accurate in that regard, of course,

Mr. Kaux. I assume that all those facts are of record.

Senator Jounson. If J. P. Morgan & Co. purchase a loan like
that of $100,000,000 from France, and take into partnership as it
were in the flotation of it three or four houses at 1 per cent advance,
who obtains that 1 per cent?

Mr. Kanx. There would be an originating group formed usually,
who, together with Morgan & Co., would share in the commission,
which is measured by the degree of responsibility that the origi-
nating group enters into.

Senator Jonxso~N. Do you recall the other two or three who were
interested, or perha;)s four, as the case may be, with Morgan & Co.
in that French loan?

92028—32-—pT 2—-4
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Mr. Kaun. I should not like to guess, Senator Johnson, but I will
say that I have a general idea.

Senator JounsoN., Well, Kuhn, Loeb & Co. were one of them?

Mr. KannN, Yes; I believe.

Senator Jounsox. Was the National City one?

Mr. Kaun. My associate here calls my attention to the fact that
he doubts whether we were one of them.

Senator JounsonN. You were interested in it at one stage, were
you not?

The CHairMmaN, Senator Johnson, are you speaking of the Argen-
tine loan now?

Segator JouxsoN. No; I am speaking of the second French loan,
in 1924,

Mr. Kanx, I can tell you, I think, in a second by referring to
some papers I have here.

Senator Jonxson. All right. I just want to follow through with
one of these so as to indicate to the committee what transpires.

Mr. Kanx. No; we were not interested in that French loan,

Senator JoHxsoN., So much the better, for you can testify without
being interested in that particular loan.

The Cuarrmax. I notice here the first French loan, and I do net
know which one it is that {lou are referring to, Senator Johnson.

Senator Jounsox. It is the second French loan, in 1924, purchased
by J. P. Morgan & Co. outright for 94,

Mr. Kanx. No; my house was not intevested in that loan,

Senator JounsoN. We will assume a hypothetical case. Suppose
one of the banks purchased a loan at 94 from a foreign country, and
then formed a syndicate, composed of 2, 3, or 4 other houses, as the
case may be, to whom is the loan transferred at 95?

Mr, Kann. All right.

Senator JounsoN. You say that 2, 3, or 4 houses are thus acting
in conjunction with the one house, and participate in the 1 per cent
increase?

Mr. Kann. Yes; usually.

Senator JounsoN. I do not quite fathomn how that can be, but I
have no doubt you are correct in it. Then assume, or is it the prac-
tice to form another syndicate of a little larger number to whom
may be transferred a particular loan of this character?

Mr. Kann, Yes, Senator Johnson,

Senator JouNsoN. Now, in this particular instance my recollection
of the testimony is that the little larger syndicate received the loan
at 96.

Mr. Kann. I have no doubt your recollection is aceurate, but I
do not know.

Senator Jornson. I think it is accurate, but we will call it a hypo-
thetical case if you wish so that we can follow the matter on through.
Here is a loan that first came at 94 and upon which somebody re-
ceived 1 per cent, and it is then taken by a small syndicate, composed
of 2, 3, or 4 members, at 95, and then a syndicate of 15 or 20 members
of New York, to whom the loan is given at 96,

Mr. Kan~, Not necessarily of New York.

Senator Jom~soN. Well, you may take in one or two others like
Lee, Higginson & Co., or some Chicago house, but it would he limited
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to a few, who subsequently then allocated the loan to many banks
thronghout the country at 100, Is that right?

Mr. Kaux, May I say, Senator Johnson, first of all, that a spread
of 6 per cent is not a usual spread, and that generally it is not a
question as between 94 and 100. It is usually a question, as you will
see from the statement I am going to read later on, as between 94
and 97 or 97%. Secondly, if I may repeat the testimony already
given by me on December 21, the justification for the originating
group’s commission is that that group stands in the breach, and says:

All right, we will take your $160,000,000 of honds. ‘They arve sold. Whatever
muy happen we ave responsible for that $100,000,000.  You wunt to be sure
that you will get the moncy for your lo:zn amd we guavintee that you shall
have it.

Then, that originating group having taken that responsibility. they
turn around and form what 1s called an underwriting group to re-
lieve themselves as far as they think appropriate or as far as possible
and as quickly as possible of that responsibility, That underwriting
group, for the responsibility which it takes, is entitled to a com-
mission,

Senator JouxsoN. You have testified as to the modus operandi of
such a transaction, and I am secking to get that modus operandi into
the record, whether justified or not you and I may subsequently dis-
cuss. but I am perfectly willing that your views justifying it may be
put into the record. However, I want to get the mode by which
the action is taken clearly stated in the record.

Mr. Kaux, All right.

Senator JouNsoN. We have the purchase at 94, and then the sale
to the small syndicate at 93. and then the sale to the little larger
svndicate for 96, and then to the bankers generally, to be sold at 100,

Mr. Kan~. May I say that it is not to the bankers generally, but
to a very large distributing group which is not generally composed
of banks. and only to a certain extent of large bankers. It is com-
posed of a very great number, sometimes as many as 1,000 or even
1,500 distributors, large or smalil, some of them of very small size,
people that make their living by buying bonds in limited quantities
and selling them at retail.

Senator Jounsox. Exactly.

Mr. Kauwn, Of which lmn?{s and bankers are really a minority. the
bulk of them being distributing houses all over the country.

Senator JouxnsoN. All right. We will say that there are houses
engaged in receiving bonds and selling them.

%Ir. Kanx, Yes, sir.

Senator Jounson. That is their business?

Mr. Kaun. Yes, sir.

Senator JounsoN. And their business is to get what they can out
of the bonds?

Mr., Kann., Yes, sir,

Senator Jounson, And the banking houses in New York that
form the original underwriting syndicate of course know that fact,
and know exactly what is to be done with the bonds ultimately,
isn’t that true?

Mr, Kanun., They know what they plan to do with the bonds ulti-
mately, but whether they succeed or not depends upon conditions.
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I have heard of numerous cases where they did not succeed in com-
pleting their syndicates or groups; where they did not succeed in
carrI){'ing out their plans; where they were, to use a common term,
stuck with the bonds and had to sit on them.

Senator Jou~soN. You justify the particular mode that we have
just been talking about upon the theory that the original house that
takes the bonds assumes the liability in respect of them,

Mr. Kann, Yes.

Senator Jonnson. Now, is that so generally?

Mr. Kaun, Yes,

Senator JouxsoN. So that generally when bonds are taken by one
of your houses for the purpose of sale in this country, you under-
write them and you assume the responsibility in relation to them?

Mr. Kann. Yes.

Senator JounsoN. Well then, that justification extends to every
sale, doesn’t it; that is, to substantially every sale?

Mr. Kany. To substantially every sale; yes.

Senator Jounson. What was the use, then, of saying that the
i')lelstiﬁcation in this particular instance was the liability that would

incurred by the original house?

Mr. Kann. I did not mean to say in this particular instance
except that you asked me us to a particular instance and I answered
you as to that instance, but it holds good generally.

Senator Joruxson. But yvou say as to the 6 per cent spread.

Mr. Kanx, No; I beg pardon. I did not refer to the spread of
6 per cent except when I said it was an unusual spread.

Senator JomnsoN. And vou justified it because, as you said, of
thia %iability which was undertaken by those who took the bonds for
sale

Mr. Kann, Again I say that I did not enter into the question of
the justification for that large margin. That must depend upon the
circumstances of a particular case, as to the times which then pre.
vailed and the difficulties which existed, the amount involved, and
the work that had to be done. I did not enter into the question of
either justification or criticism.

Senator Jonvsox. And I am doing neither. but simply trying to
develop the facts. We may take now as settled that a particnlar
transaction of that sort, at 94, is transferred at 1 per cent increase,
or 95, to two or three others, and is transferred at a 1 per cent in-
crease by the two or three who were joined with the original pur-
chaser of the bonds, to a larger syndicate of 15 or 20 as the case may
be, at 96.

Mr. Kanx. Probably a great many more.

Senator Jonxsox, And possibly more. All right. And then by
these underwriting houses transferred to bond houses in the United
States, You object to using the word “bank ” and we will therefore
omit the use of that word, gut to the various bond houses, whose sole

b}laalingss is selling at a profit the bonds entrusted to them, is that
right

Mr, Kanx., Yes.

Senator Jonxsox. That knowledge being held. of course, by all
of those who were dealing with that particular issue.

Mr. Kanwn, Yes,
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Senator Covzrxs, If T might interrupt at that point I should like
to ask, at what price are those bonds sold at retail ?

Mr. Kaun. I beg your pardon?

Senator Couzexs, May I ask at what price those bonds Senator
Johnson is referring to were sold at retail. Were they sold at 100?
Mr. Kaun. Senator Johnson tells me that they were sold at 100,
Senator Jounson. That is my understanding, Senator Couzens.

The Cramrmax. That is what the record shows,

Senator Covzexs. I think Senator Johnson in pointing out the
steps has overlooked one step, that second large group that he refers
to, and then the retail group, that sold at a price between 96 anc
100, did they not?

Mr. Kaux. The chairman has stated that the record so shows.

Senator Couvzens. What would that spread be? '

Mr. Kanx. It depends upon the circumstances of the case.

Senator Couvzens, So that as a matter of fact the difference be-
tween the 96 that Senator Johnson refers to and the 100 is divided
between the wholesalers and the retailers, is it not?

Mr. Kaux. It depends upon the question to what extent the whole-
salers participate or are able to participate in the retail distribution.
Perhaps I can give you something that is not guessing, and it is not
taking the practice of another house but my own.

Senator Couzexs. Well now. we were speaking about a hypothet-
ical case. Assuming for instance that the second underwriting group
paid 96 for them.,

Mr. Kaux. All right.

Senator Couzens, What would be the usnal difference between the
96 and the 10 Othat would be the cost to the retailer?

Mr. Kaux. The usual spread for the retailer would be from one
and one quarter to one and three quarters per cent.

Senator Couzens. So that the difference between 96 and 100, a part
of that goes to the large underwriting group that Senator Johnson
refers to, and a part of it goes to the man who does the retailing.

Mr. Kaun, No—

Senator Couzexs, (continuing). You did not understand my
question, I take it, because you have just said yes.

Mr. Kaun. I beg your pardon, but I suid to the extent that the
underwriter participates or is in a position to participate in retail
distribution.  To that I have said yes. But few houses are in that
position except to the extent that they may be able to place bonds
with a few particular clients. Generally speaking, the spread be-
tween the underwriting syndieate and the distributing syndicate goes
to the hundreds or thousands of retailers throughout the country;
except that to the extent that any individual members of the under-
writing group are capable or have an organization to participate in
retail selling or distributing they would naturally he in the sume
position that any other distributor is, and they would participate to
that extent in that spread that the distributing group has,

Senator Couzexs. And the National City are both wholesalers
and retailers?

Mr. Kaun. Yes, sir.
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Senator Couzens. And they would participate in the spread be-
tween the underwriting and the retail sales because they would par-
ticipate not only in the underwriting but in the retail salesx proper?

Mr. Kaun. Yes.

Senator Couzexs. So they ave in a different category from you?

Mr. Kaun. Yes, sir,

Senator Couzens. And in a difierent category from J. P. Morgan
& Co.?

Mr. Kanx. Yes.

Senator Couvzexs. Because neither you nor J. P. Morgan & Co.
participate in retail sales, as I understand ?

Mr. Kaux. That is generally correct.

Senator Couzexs, So that the 4 per cent spread is divided in Some
cases differently than in others; in one case exclusively to the retailer,
and in another case it is divided between the wholesaler and the
retailer?

Mr. Kaun. That is quite correct to the extent that the wholesaler
can and does participate in retailing,

Senator JorinsoN, The big houses in New York have typical syndi-
cates, have they not? That is to say, there is a typical Morgan
syndicate, and a typical Kuhn, Loeb & Co. syndicate, and the like?
They are substantially {he same people, however?

Mr. Kann., To a large extent the same people, yes.

Senator Jounson. There has been furnished to me in writing a
statement that a typical syndicate in the case of a Morgan issue
is of this sort, and if you can state the fact T would be very glad
if you would, and if you can not, very well: J. P, Morgan & Co.
Kuhn, Loeh & Co., First National Bank, National City Bank. Guar-
anty Trust Co., Bankers Trust Co.. Kidder, Peahody & Co.. Lec,
Higginson & Co., Harris, Forbes & Co. Is that a typical syudicate?

Mr. Kann. You are referring to a Morgan underwriting syvudh-
caie, I take it?

Senator Jonxnson. Yes.

Mr. Kanx. Well. again I can only answer for our own house,

Senator Jonxsox. .And there has also been given to me informa-
tion that a typical Kuhn, Loeb & Co. syndicate is this: Kuhn, Loceb
& Co.. National City Bank. Guaranty Trust Co.. First National
Bank. Brown Bros.. Kidder. Peabody & Co., Chase National Bank,
Lee, Higginson & Co., Continental & Commercial Trust & Savings
Bank of Chicago, Union Trust Co.. and Mellon National Bank of
Pittsburgh. these two last are of Pittshurgh, and First National
Bank of St. Paul, and Blair & Co,

Mr. Kanx. I do not recognize that as a close family resemblance.

Senator Jon~son. Can you give me the family, then?

Mr. Kanx. I shall be very glad to give you not only a guess at it
generally, but I shall be very glad to give you in any ease you may
ask about in regard to our house, the details of the underwriting syn-
dicate and of the distributing syndicate, so that there may he no
guessing about it.

Senator Jounsox, I prefer that there should be no guessing about
it

_ Mr. Kanx. Ishall be gladly at vour disposal to give you the facts
in any case.
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Senator JornsoN. You would not say, then, that that is a typical
Kuhn. Loeb & Co. syndicate?

Mr. Kann. No.

Senator JonxsoN, Do you answer that you do not know or do
vou answer that that is not a typical Kuhn, Loeb & Co. syndicate?
* Mr. Kann. I beg your pardon.

Senator JouxsoN. I asked, do vou say that you do not know or
that that is not a typical Kuhn, Loeb & Co. syndicate?

Mr. Kann. I say I do not recognize it as a close family resem-
biance.

Senator Couzens, Doesn’t the size of the family depend upon the
size of the loan?

Mr, Kann, To a large extent, yes.

Senator Couzexs. So that the family is larger when the loan is
larger.

Mr. Kann. Yes.

Senator JornsoN. That syndicate which 1 mentioned, it has been
asserted to me, distributed the Swedish $30,000,000 loan of 1924,
Do vou recall it?

Mr. Kanx, There was a Swedish loan in 1924 but I could not
from recollection tell you who were the members of that syndicate.
But I will gladly ascertain it if you so wish,

Senator Jonnsoxn. I will ask vou for more of those details subse-
quently.

Mr. Kaux, Perhaps I might now complete the answer which I
tried to make to Senator Couzens's inquiry. I can only speak as
to the spread or margins in cases within my own knowledge, or
which relate to my own firm. According to this precise list which
I have here the complete compensation, the gross compensation from
all sources which went to my house, is slightly above one-half of
1 per cent, in the case of issues of our own, in which connection
it may be appropriate to consider the fact that my firm has a number
of partners. at present ten. I should say that the average com-
pensation which went to the underwriting syndicate and to the dis-
tributing syndicate together would be slightly above 3 per cent.
I should say that the average for the whole thing, the average
spread, and I mean by that the gross margin, from which must be
deducted overhead. taxes, and so on, the gross spread I should say
would be about 334 per cent, out of which the share of my firm is
slightly above one-half of 1 per cent. And perhaps T might say
in this connection that & real estate broker, WHO is not called upon
to take any risk or responsibility whatever, gets a commission or
spread varying from 1 to 6 per cent; that a trustee or exccutor
gets o compensation in my State of 2 or, if he acts as both executor
and trustee, 4 per cent, without having to take any responsibility
in the way of putting up his own money whereagninst a banker
does take a very large financial responsibilty and may well find
himself hung up in the case of bondls which ‘have been contracted
for or purchased by him in the belief that they can be sold and as
to which he finds that circumstances have changed or that his judg-
ment was at fault.

Senator JonxsoN, Do you think it perfectly fair to make a com:
parison between the charges of executors or administrators with the
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amount received as a profit by a banking or investment house for the
sale of bonds to the public?

Mr. Kanx. I think it more than fair, because in the case of a
banker there enters the elements of the responsibility which he takes,
the risk which he assumes, the correctness of his judgment, his inevi-
tably high overhead and the instances where he finds that circum-
stances have changed, that his original estimate of values is no longer
applicable to existing conditions, and that he may find himself with
bonds on hand which he is unsble te dispose of, except at a consid-
erable loss.

Senator Jonnso~N., Has that occurred frequently with you housel

Mr. Kanx. I am happy to say it has not occurred frequently, be-
cause as I have been perhaps immodest enough to mention before,
our house is one of great conservatism. But it has occurred.

Senator JorNsoN. And when it does occur, what do you do with
the bonds that you have?

Mr, Kanx, We sit on them as long as we have to.

Senator Jonnsox. What do you do with them ultimately?

Mr. Kaux~, Ultimately, if conditions make it possible to dispose
of them, we dispose of them as best we can.

Senator JounsoN. Have you done that in every instance?

Mr. Kaun, Whenever we could; yes.

Senator JounsoN, Well, has it been done in every instance?

Mr. Kann, No. I am sorry to say there are some bonds we still
have and in regard ¢o which it has not been possible.

Senator JouNsyN. Does that exist to any considerable extent?

Mr. Kaun, With your leave, Senator, I do not wish to reflect
upon our judgment kv answering that question. s

Senator Jonxsox. And I am the last one who would reflect upon
your judgment, Mr. iahn. :

Mr. Kaun. Thank your very much,

Senator Jounsox. But the fact of the matter is that whén you
are stuck, if you wiil pernit my use of the expression, with any
bonds you get rid of them as best you can, do you not?

Mr. Kaun. As best we can, yes; and when we can, without affeci-
ing the market to an extent which would be unfair to those to whom
we have sold bonds.

Senator Jonnson. You have not found that essential in the last
few years, have you?

Mr. Kaun., We have found it essential in some cases; yes.

Senator Jouxsox. If in the statement you have before you you
reach any particular bond issue where you have been stuck for the
bonds will you please state that fact, and then state how ultimately
you disposed of them and at what price you disposed of the bonds
for which you were then stuck?

Mr. Kanx. Senator, I shall be quite willing to state in which
cases.the bond issues were not whoﬂy successful, but I respectfully
ask to be excused from saying at what price we sold such bonds, as
we may have bought in tﬁe market subsequent to the issues, when

we sold, and what loss we incurred, beenuse I do not believe that that
is something which ought to be made public property.

Senator Gone. Mr. Kahn, you stated that you usually purchase
these bonds, that the originating house or managing house purchases




SALE OF FOREIGN BONDS OR SECURITIES 351

them, and that the price at which purchased is controlled by supply
and demand.

Mr. Kanx, By supply and demand?

Senator Gore, Yes; 1 understood you to say that.

Mr. Kanx, Yes,

Senntor Gore. The next step i for the managing house to organize
an underwriting syndiecate?

Mr. Kanx~., Yes.

Senator Gore. An underwriting group or syndieate. Does the
underwritirg syndicate pay a price based on their conception of the
ratio hetween supply and demand?

Mr. Kanx, Yes; because they are at entire liberty to decline the
offer which comes to them from the originating house, and if they
think the originating house has paid a price which is excessive they
do not hesitate to decline.

Senator Gore, Yes, Now. the next step is the distributing group
av the retailers. Do they take those bonds at a price which they
think reflects the ratio between supply and (lonmml?

Mr. Kaux, The price naturally is fixed by the manager's judg-
ment,  1f the distributor does not think that the price is reasonable
he simply does not go along,

Senntor Gore, Now, then, the next step is for the vetailer to sell to
the private investor, Do you think the private investor hases his
[nn'(-lhnsu price on a ratio between supply and demand?

Mr. Kanw. The private purchaser wonld probably base his action
upon two things: Iirst, his peed or desire {o make an investment.
Secondly. his helief as to the merit and attractiveness of the offering.
Mthieneed. probably, though I hape, generally, to a losser and lessen-
ing extent, by the persuasiveness of the salesman,

Senator Gorr, Do you think that the privateinvestor has any con-
ception at all ahout the ratio between stpply and demand in the case
of honds of that particular type?

Mr, Kanx, He has it in this way, Senator, in the prevailing quota-
tions for honds and other seecurities, which are of cource available to
hin, and in his own ease he knows whether he has money for invest-
ment or not, and if so what he can get for that money.

Senator Gore. Do yon think that the distributing honse took into
concideration the ratio between supply and demand when they
undertook to sell these bonds?

Mr, Kanx, They undoubtedly did, in making up their own mind
whether they wished to go along with a syndicate or not, If they
think that the price put upon certain bonds is not in necordance with
their conception of supply and demand, they do not go along.

Senator Gore. You stated two reasons why a private investor was
induced (o take these bonds, T had here the other day an address
by Dwight Morrow who was enumerating the different things that
induced them o take bonds. THe mentioned first and primarily the
faith in the banking house handling the bonds. Would you mention
that as the first consideration?

Mr. Kanx, I should hardly deseribe it, Senator, as a first consid-
cration at all times. I hope that it is an essential consideration, and
I hope henceforth increasingly so.
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Senator Gork, Take a private investor in Texas or Oklahoma;
when he goes to buy a foreign bond, do you think he knows anything
at all, I mean, anything in an accurate way, about the credit or the
resources of the government issuing those bonds?

Mr. Kann. I do not think he does, very much, Senator; no.

Senator GGore. He has got to put faith in somebody else?

Mr. Kanxs, Yes, Senator.

Senator Gore. I was down in Waco, Tex., last summer. and they
were telling me down there about a big house in New York that had
floated a great many sugar bonds all over the State, and the banks
took them, and the bonds were practically worthless. Those bonds
were bought by Tom, Dick, and Harry, I suppose, without any refer-
ence to the solidity or the solvency of the l)om{)s or the concern issuing
t}l}en;{, but entirely on the faith of the house issuing them in New

ork.

Mr. Kaun. I suppose, Senator, you are right; and that only in.
tensifies my own very strong conviction that a banker, as I have
stated before, must be ever and conscientiously mindful of his great
moral responsibility toward those who buy securities from him,

Senator Gone. Exactly so. You say the originating or managing
house takes these bonds from the issuing government at a fixed
price?

Mr. Kanwn. Yes, Senator.

Senator Gore, He stands in the breach; he takes the loss if he is
stuck ¢

Mr. Kaun. Yes.

Senator Gore. Does not that put him under pretty strong pressure
to resort to high-power salesmanship methods to get rid of those
bonds whether or no, whether they really reflect the ratio of supply
and demand or not?

Mr. Kaun, Not if he is a banker who, first of all, knows his own
business and, secondly, is conscious of the call of his integrity, his
moral responsibility and, above all, his enlightened self-interest.
The banker’s prosperity, indeed his very existence, depends on the
confidence of ti)le public. If he has not got that, he lacks in the very
essential of his calling, his business will shring to negligible pro-
portions, if not fail completely. Confidence can not be bequeathed:
1t is not like money that you can give to your descendants. It must
be acquired every day by the way you conduct your business and
the way you conduct yourself and the principles you adhere to, and
gy s!le good opinion which you reap from those with whom you are

ealing.

Sengtor Gore. There is no doubt about that, But when the orig-
inating house closes a deal it has two situations confronting it:
Either to be stuck with those bonds or to dispose of them to some-
body else, and if there is any sticking, to let somebody ** hold the
bag,” if I may use that phrase.

My, Kanx. Is not that more or less the same thing with every-
body who buys anything from anybody? If I min a wholesale house
and I lay in a stock of dresses and the ladies determine that they
ave going to wear their dresses shorter or longer than I thought they
were, I am stuck,
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Senator Gore. But the women can look at fashion plates and see
whether skirts are to be longer or shorter.

Senator SHorTrIDGE, I would not go into that, Senator, if I were
you. Let us stick to the subject of bonds.

Senator Gore. My point 1s this, that private investors in Cali-
fornia and Oklahoma, for instance, have taken a lot of worthless
bonds. 1 do not think the investor is in exactly the same attitude
as the woman who is buving a dress. She passes on the length of
her own skirt and gets the length that she wants, and that is not a
matter of speculation, entirely.

Nenator JoH~soN, You say, entirely ¢

Senator Covzexs. Is it not true that investment bankers are no
different from merchants, like Wanamaker or Mavshall Field, or
the fruit peddler, who buy goods and find that there is not a suffi-
cient market for them and they are anxious to get rid of them?

Mi. Kaux. Yes. Senator.

Senator Covzexs, In other words, there is nothing sacrosanct about
a_banker that makes him any different from a merchant who sells
clothes. or bananas, or apples, or boot and shoes; if he has not prop-
erly exercised his judgment. he gets rid of the goods as quickly as
possible.

Mr., Kanx, Yes: except that I think the banker is called upon to
exercise a greater degree of eare than pretty nearly any one else
who is dealing with the public, because he is dealing 1 a commodity
as to which he is considered to be an expert adviser and as to which
many people rely on his integrity—~—

Senator Jonxsox, And judgment?

Mr. Kans, His integrity and judgment.  His adherence to worthy
ethical standards, He is ealled upon to use his utmost endeavors to
see to it that what he offers to the public warrants their confidence
in him, He must sce to it that he offers only securities which, as
far as he ean ascertain from diligent, painstaking research, are in-
trinsically sound and which he feels justified in saling to the public
witl the consciousness that his moral trademark, his moral responsi-
bility goes with them. e must resolutely decline, whatever be the
monetary inducement, to attach that trademark and that responsi-
bility to any securities as to the soundness of which there is, or ought
to be. any doubt in hix own mind. If he does not do all that. he is
not the kind of banker that deserves to live,

Senator Covzexs, That raixes a question of the exact accuracy of
a previous statement of yours to the effeet that some subunderwriter
has the freedom to =ay ves or no to an offering of yours,  You said
lie was entirely free.

Me. Kanux., Yes, Senator,

Sevator Covzens, I think that i~ not quite accurate.  Perhaps
you think it is aceurate, but it ix nof. as 1 matter of fact. because these
dealers, most of them. or subunderwriters, knowing the reputation
that vou have huilt up, and to which yvou have just rvfm‘rm‘. aceept
offerings at times hecanse of the faet that they do not want to lose
their connection and making it impossible to get into ** soft things ”
that may be offered fiom time to time in the way of securities,
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Mr. Kanx. Your statement is quite correct, Senator, but the is-
tributor is still free to decline or not to decline. As a rule. he
would not

Senator Couvzens, He is just as free as our seven or eight mitlion
unemployed are free to either work or not work. But in practice
they are not free. They are subject to eronomic conditions; and so
are these dealers or subunderwriters only theoretically free, because.
as a matter of fact, their subsistence would be cut off if they, in
practice. did not follow along with the offerings made by these
big houses in New York who have the good securities or whatever
kind of securities vou choose to call them. to offer to the public from
time to time.

Mr. Kaux., I can not altogether differ from you. Senaior. anl
vet, on the other hand. I can not altogether agree with you. beavs:
to my own knowledge it has happened more than once that otfer-
ings from my own house have van deelined by this or thar .-
tributor. hecaunse he thought that we were making a mistake a~ 10
the price at which we were seeking to place the bonds. That s
not mean that next time we will have nothing to do with him. T¢
he did it persistently. instead of in rare instances. we wonbi «ay
to ourselves, *Welll evidently that fellow dens pot caps b Teal
with us. and so we do not eare 1o deal with him ™ and Lis pare
would go off our list.

Senator Jonxsox, That is an important subjeet that has been
raised by Senator Couzens, and T should be very glad if any merder
of the committee woul'l pursue it further.

Senator Snorrkinar, T wish to pursue it just for a moment.  Yvn
have told us, as I understand your testimony. that you are a merei.-
ant-banker or banker-merchant ¢

Mr. Kau~. Yes, Senator.

Senator Suorrringr. You buy and dispose of and cell boni<?

Mr. Kaux. Yes, Senator.

Senator Siorirmet, Bonds issned by private corporations. hy
municipalities and by governments?

Mr. Kanx, Yes, «ir,

Senator Suorremak. You probably have answered this question.
but I would like to have you advise us further. Before you buy
bonds from either a private corporation. a municipality or an «~tab-
lished government o you make eareful inquiry as to the validity «f
the bonds?

Mr. Kanx, We make the most eareful inquiries that we are ean-
able of, Senator: yes. )

Senator Suorrnmae, Tn the making of that inquiry how far -lo
you go?

My, Kanx, I have furnished a statement, Senator, at the request of
one of your colleagues who is not, here to-day. giving the precize

process by which we investigate securitios that are otfered to us be-
fore we in our turn conclude the transaction and offer them to the
public. That includes investigation: it includes legal opinions as
to the validity of the issues; it includes. in many eases, aceountants’
reports; it includes going back over a series of years as to the credit
and standing and reliability of the particular corporation or govern-




SALE OF FOREIGN BONDS OR SECURITIES 355

ment concerned. The statement that has been furnished the chair-
man——

Senator Smortriner. Your answer is really a response to another
question which I was about to put. My first question, you observe,
was whether you make inquiry as to the validity of the bonds, the
steps taken by the corporation, the municipality or the Government,
in and about the issuing and putting forth of the bonds?

Mr. Kaux. Yes, Senator.

Senator Suortribee, Do you make inquiry as to the ability and
resources of the issuing house, company, municipality or government,
with respect to its ability to meet the payments of dividends called

for or ultimately to pay at maturity?
Mr. Kanx. The most careful inquiries, Senator, that we are

capable of ; yes.

Senator SHortrIDGE. That is a fact?

Mr, Kaux, That is a fact; and I have here the statement, if you
would like to read it, which I furnished to your chairman, settin
forth the steps which we take before we handle any security which

we offer to the public. . ‘
The Cnatryan. You had better put it into the record at this point.

(The statement referred to and submitted by the witness is here
printed in full as follows:)

MEMORANDUM TO THE UNITED STATES BLNATE COMMITTEE ON FINANCE, FROM KUHN,
LOEB & CO,, REGARDING FOREIGN FINANCING

Our primary consideration in any foreign loan, as it would be in any domestie
loan. is to endeavor to uppraise from the facts obtainable the intrinsic mevit of
the bonds to be Issued and consequently estimate the ussurance of their prin-
cipal and interest and sinking fund, if any, belng punctually paid when due,

(a) In the case of a governmental issue this would Involve a careful
analysis of-—

1. Purpose of the loan, :

2, It= past debt record and its eredit standing as indicated by the market
price of its outstanding seeurities and the level at which its currency is quoted
in the American and other world markers,

3. Its vecord of income il expenditures for a period of from five to ten
years preceding the time at which the loan is heing considered and fts budget
for the succeeding year or two yoars,

4. Its import and export statistics tor the pust five or ten years and an
analysis of its *invisible ” trade, if any.

5. Its national debt, both on a total and a per capita basis,

6, Its natural wealth,

T. Its fiscal position as to ity holdings of gold or the zold lioldings of its
central bank in relation to its outstanding currency.

8 Analysis of whether or not the Government has given specinl security fop
previous loans or whether it has merely issued lis loans on the so-called ** nega-
tive pledge ™ hasis, 1In the former case, we form independent judgment whother
the situntion of the Government vequires insistence upon special security.
Dy " negative pledge  is meant that swhile o spoecifle Hen or security §s given
for a loan, the boivower pledges that if, while any of the honds of the loan in
question are ontstanding, the horrower should create or issue or guarantee
any Indebtedness or obligutions xecured by =pecitie len or security, the honds
of the loan in question will he secured equally and ratably with such othep
indebteduess or oblgations or sueh guarantee,

o Its politienl stability,

10, Value of its actunl or potential trade with the United States,

11, Whether a sinking fund should be rvequived, and. if o, whether the
sinking fund shonld be of sneh size ag to retive the enttve lonn or only u part
of the loan hy maturity.
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In some countries the Government owns and operates the railroads, tele
graph systems, tobacco monopolies, salt wonopolies, ete, and in such cuses
we woulld analyze the income therefrom and the usset value of these holdings,

(h) In the caxe of a State, city, or other political subdivision of a foreign
country we would consider-—

1. Purpese of the loan,

2, Its past debt record and its eredit ~tanding as indieated by the market
price of it nutstanding securities,

8. Its record of income and expenditures for a period of from b to 10 years
preceding the time at which the loan Is being considered and its budget for
the succeeding year or two years,

4. Its debt both on a total und a per capita basis,

5. The value of the property owned by the borrower, together with an an-
alysis of how much of this property is revenue producing.

6. Analysis of whetlier or not the borrower has given security for previous
loans or whether it has merely issued its louns on the so-called * negative
pledge” basis. In the former case, we form independent judgment whether
the situation of the borrower requires insistence upon speclal security.

7. Whether a sinking fund should be required, and If xo, whether the sinking
fuand shounld be of such size us to vetive the emive loan or oaly a part of the
loan by maturiry.

In a general way. all of the matters anulyzed in considering a governmental
loan weuld be considered in relation to the country in which the borrowet is
located so as to ascertain whether, if the borrower itself is intrinsieally sound,
it woulll be in a position to obtain the foreign exchange necessary with which
to meet the dollar obligation incurred.

(¢) In the ease of au foreign corporation we would consider—

1. Purpm~e of the loan, .

2, Its past debt record and its credit standing as indicated by the market
price of its vutstanding securities.

8. Its profit and loss account and balance sheet for a period of from 3 to W
years preceding the time at which the loan is being consldered,

4. The nature of its business and generitl condition of the industry in which
it is engayed.

5. A general appraisal of its management both as to ability and standing.

6. Analy=is of the type of loan which would best suit its purposes and yet
be sualuble and whether or pot =pecifle security for the loan should be re-
quire:l or whether it need merely be ixsued on the so.called “ negative pledge
basis. In the former case, we form independent judgment whether the situa-
tion of the borrower requires insistence upon speclual seeurity.

i 7. ;d\ppraisul of the muarket cquity of the securitles junior to the loan to be
ssued.

8. Whether a sitking fund should be requirved, and if so, whether the sinking
fund should he of such size as to retire the entire loan or only a part of the
loan by maturity.

9. Whether, in our judgment, an independent nudit of the company’s accounts
should be made by accountants other than the company's own accountants
and whether. in our judgment, the nature of the company's business makes it
n’dvlsulblc to bave aun independent engincering or other expert survey of its
situation.

The reference made in subheading (b) to the general analysis of
the country in which the borrower i= located would, to some similar
extent. likewise apply to the case of n corporate borrower,

December 2s, 1931,

Senator Suorrrince. Having then acquired the bonds, you dispose
of them in the manner developed by the several questions and
answers?

Mr. Kauxs. Yes. Senator,

Senator SHorrrme, Do you regard yourself as legally vesponsible
up to and including the purchase of the bonds by the public?

Mr. Kans. We consider ourselves and we are legally responsible
to the corporation. municipality, or government from whom we
bought the issue.  The moment we have attached our signature to the
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contract, we are legally responsible to that government, municipal-
itv. or corporation, and we are responsible irrespective of whether
we are able to form a syndicate and irrespective of the solvency of
any individual members of that syndicate.

genator Snorrrige. I am reminded that you have covered that.
Thank you.

Senator JouxsoxN. Is that done by contract?

Mr. Kanx. Yes, Senator,

Senator Jounson. Duly executed by the government in question
and by yourself?

Mr. KauNn. Yes, sir.

Senator JoHNsoN. And a copy of such a contract, if desired, could
be furnished the committee?

Mr. Kann, Yes, sir.

Senator JonxsoN, You have just handed to the reporter for inser-
tion in the record considerations which actuated you in the matter
of the making of a foreign loan and the investigations that you make
i regard to any such foreign loan?

Mr. Kaux, Yes, Senator.

Senator Jouxsox, The first subdivision that you make of your
statement is in the case of a governmental issue, as to which you say,
“This would involve a careful analysis of, first, purpose of the
loan ??

Mr, Kaunn. Yes

Senator Jouxsox. Do you make that analysis?

Mr. Kanxn, Yes,

Senator Jonxson. If the loan were for military purposes, for arms
and the like, would the loan be made?

Mr. Kanx. We have declined such loans, Senator.

Senator Jonxnson, And would a house such s yours, doing business
in the fashion that you do, decline loans of that character?

Mr. Kaux, We have done o, and we should do so again un-
hesitatingly.

Senator JonNsox, And that ought to be the case in relation to
foreign loans?

Mr. Kanx~, In my opinion, unqualifiedly so.

Senator Covzens. Have you any way of following the funds up
after having made a loan to a government like the French Gov-
ernment ?

Mr, Kau~x. T am afraid, Senator, that that is a physical impossi-
bility.

Senator Covzens, Certainly. So that, as a matter of fact, no mat-
ter how carefully you may go into a government’s request for money
and into its purpose, as a matter of fact, when it gets into the gen-
eral fund, you are unable to follow to sce what they do with it?

Mr. Kanx. That is correct, sir.

Senator Suorrrinar, Does a given government indicate specifically
the purpose of issuing the bonds?

r. Kanx. Yes, Senator,

Senator Snorrrinek. And the need for the money to be secured
by their sale?

Mr. Kaux. Yes, Senator: and, of course, there goes with that a
moral responsibility on the part of such government. T'o what extent

m_
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that moral responsibility is in every instance strictly followed is
beyond our power or anybody else’s power to control.

Senator CouzeNns. As a matter of fact, even though they were en-
tirely sincere and faithfully carried out their })romises, they might
use those funds for that purpose and use other funds for the purpose
of building up their armaments?

Mr. Kaux, Unquestionably.

Senator JounsonN. From your knowledge of the amount of loans
that have been floated in the United States from foreign governments
or foreign corporations in the last few years and the manner in
which they have been flonted, would you not say that there ought to
be some legal curb upon the indiscriminate sale of foreign securities?

Mr. Kany. If I were a legisiator, Senator, I should probably have
asked that same question and the subject would probably worry me
considerably.

Senator Jounson. It worries us.

Mr. Kaun, I fully understand that it would; and yet I do not
see how it is possible to deal with it in a way that is effective and
that is not likely to do more harm than good.

If I may explain myself o little move fully: There are certain
things which can not be covered by the statute book, but which must
be covered by the force of public opinion and by the sense of decency
of the people who have responsibility. If you set up on orgunization
of the l(ind to which your question alludes, you would to that extent
relieve the individual investor from exercising his judgment, which
by all means he ought to be educated and made responsible to exer-
cise. I think that, if there is anything more needed in that field than
another, it is to make it plain to the individual investor that he must
seck tc educate himself and practice care and discrimination before
he parts with his investment funds. If there were to be set up in
this connection a governmental body, however informal or limited,
the result would be that he would be apt to rely to a, perhaps, undue
extent upoen what would not be meant to be a government moral
guarantee, but which he would probably look upon as such.

Secondly, in the case of the existence of n governmental body of
the nature indicated, there can be little question that, as to any bor-
rowings passed by such body, the prospectus by which such securi-
ties are offered to the public would carry the legend, so to speak, or
at least convey the impression, “ approved by the United States cen-
sor,” just as the movies do in the case of State censorships,  Of course,
it would not be really correct, but the fact would be that foreign bor-
rowers would assume that loans having been passed upon by some
authority in the United States, charged with some kind, however
safegunrded, of supervisory, regulating, or restraining function, they
would be at liberty to say so.

That would be very apt to imply to the investor the assumption
of a certnin moral responsibility on the part of some governmental
or semigovernmental agency in the United States,

Senator Couzens. Does not our esperiences with the State © blue-
sky * cominissions justify your statement?

Mr. Kanxy. It does justify it. Xf there were any way in which
this thing could be done without causing, in my opinion, more
harm than good, or without further strengthening that paternalism
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and that reliance upon bureaucracy, of which I think we have enough
in this country, and without v 2akening the individual reponsibility
of every one to look after hi. »wn, to inform himself as carefully
as he can, to seek advice from . surces of })roven integrity and sound
judgment rather than from such as hold out the lure of * get rich
quick,” and not to be led either by some kind of governmental say so
or by the persuasion and insistence of high-power salesmen, and if,
furthermore, it would not tend to diminish the moral responsibility
of the banker, if there were any such way, I should say, let us try
some such method. But I do very sincerely believe after full con-
sideration of the subject that there is no way in which what you
have in mind, Senator, can be accomplished oti)l,er than by educating
public opinion and by emphasizing again and again the moral
responsibility resting upon the banker.

enator JOHNsSON. Your whole argument goes to the fundamental
that in a democracy education ought to be the appropriate and the
prime ob{ect. But admitting that that be so, that you are to educate
your public as best you can, you have an obligation as well to protect
your public, have you not? And your publie has not been adequately
protected in this regard ¢

Mr. Kanx. I think the public is as adequately protected in this
regard as it seems to me possible to do without ereating more likeli-
hood of harm than of good.

Senator CoNNaLLy. As a matter of fact, your house has asked
the State Department’s judgment and permission to circuiate lots of
these loans?

Mr. Kaun. Senator, it was not the judgment or permission of the
State Department that we asked. We merely followed the request
by the late President Harding that the bankers enter into the prac-
tice of submitting an informal inquiry to the State Department
s to whether it saw any objection to such and such a foreign loan
being made by American bankers.

Senator ConNnarLy. Whenever the State Department said it had
no objection, you took that as an approval, did you not?

Mr. KauN. Only from the political point of view. We took it as
a statement that the United States GGovernment saw no political
reason why such a loan should not be made.

Senator Coxnariy. Has it been your custom to submit all these
bond issues to the State Department?

Mr. KanN, Every one; ves,

Senator ConyarLy. Of corvporations as well as governments?

Mr. Kanx. Every one relating to a foreign country; yes.

Senator Coxnarny. So that every bond issue you have made sinee
President Harding instituted that poliey has had the confirmation
of the State Department that there was no reason why you should not
proceed to sell the bonds?

Mr. Kann. The State Department emphasizes particularly that
such permission does not relate to the intrinsic value of the loan.

Senator Coxxarny. Oh, ves: I understand, But your firm and
these other firms had been doing, in o way, so long as it was ap-

roved, exuctly what vou are protesting against as suggested by

enator Johnson?

92028—32—p1 25
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Mr. KanN. May I say, Senator, that I think there is a basic dif-
ference between Sznator Johnson’s suggestion, the motives of which
I fully respect, and what has been done heretofore. In compliance,
I understand, with a specific request of the State Department, noth-
ing has ever been said in any prospectus or other literature issued
in connection with any foreign loan as to its having been submitted
to, or passed upon by, the State Department.

Senator ConNaLLY. No; but it has been generally known over the
country that you do submit these matters to the State Department,
and the State Department has made no objection. That is known
generally over the country, is it not?

Mr. Kau~. To what extent it was generally known, I do not
know. It is now generally known, because it has been brought out
here before this committee.

Senator CoNNaLLY., But during all these sales by these distribut-
ing retailers of these bonds—they all knew that?

Ir. Kaux. I doubt it.

Senator ConnNaLLy. In your correspondence with them did you
not advise them of that?

Mr. Kaux. No; it was never mentioned in any prospectus or let-
ter. It was never given any kind of publicity; and it was particu-
larly insisted by the State Department that it must not be put in a
position where its attitude may be Leld to imply any kind of moral
responsibility as to the intrinsic value of the loans.

enator CoNnNaLLy, Oh, I understand that, of course. As a mat.
ter of fact, has the State Department declined permission to issue
any of these bonds?

r. Kann. In no instance of my own knowledge. There was a
case or two cases where the State Department did object——

Senator ConNaLLY. Do you recall those?

Mr. Kaun. There was one German loan connected with the potash
monopoly.

Senator ConNaLLy. That was for political reasons. What was
the political reason?

r. Kann. I could not tell gou precisely. We had nothing to do
with it, and it would only be hearsay if I did repeat it.

Senator Gore. It was based on economic objections, was it not?

Mr. Kann. Yes, Senator, I believe.

Senator CoxNaLLy. You stated a while ago that the only reason
the State Department assigned was that for political reasons certain
issues could not be circulated——

Mr. Kann. The only reasons we understood why the department
wished to be consulted were of a political character.

Senator Gore. In that case the State Department objected on
request of the Department of Commerce.

enator Kine. For my own information, while it is not germane,
Mr. Chairman, why did the Department of Commerce get Into that
matter? Did they want to protect some monopoly ?

Senator Gore. They thought this was a part of the monopoly. the
interngtional cartels over in Europe, and tﬁey objected to it on that
ground.

Senator JouNso~. I think, Senator King, to do the Department of
Commerce justice, that before we conclude this hearing we will see




SALE OF FOREIGN BONDS OR SECURITIES 361

that there has been a marked tendency on the part of the Department
of Commerce to discourage various forei%n loans, and that there
has been some—I will not say © friction,” but difference of opinion,
between the State Department and the Department of Commerce
upon these matters, I say that in justice to the Department of Com-
merce, which I think was entirely right in the matter of the dis-
couragement.

Senator Gore. It was an economic objection. ) .

Senator JounsoN. Do you recall a letter by S. Parker Gilbert in
the latter part of 1927 in which he said in very vigorous language
that Germany was overborrowed ?

Mr. Kanxn. Yes, Senator.

Senator JonxsoN. And that was given wide publicity, was it not?

Mr. Kaun. Yes, Senator. )

Senator Jounso~. And subsequently German loans were made just
the same, were they not {

Mr. KanN. Yes, Senator.

Senator JouNsoN. The German loans were floated in this country
by institutions, notwithstanding what he said ?

Mr. Kanx, ifes, Senator; and not one of those loans is in default.

Senator JounsoN. They are running from 12 to 30 years yet,
are they not?

Mr, Kann. I assume that is correct. I do not know the exact
dates. But they are paying punctually their sinking fund and their
interest.

Senator JouNsoN. You did not believe Mr. Gilbert at that time, in
the views that he expressed publicly

My, Kany. I did not believe him, you say?

Senator JoHNsoN. In the views that Mr. Gilbert then expressed.

Mr. Kaun. I thought that his views were extreme, Senator, but
to a considerable extent I agreed with him. My own firm origi-
nated only two bond issues by German borrowers; but were for
strictly productive purposes.

Senator JouNsoN. Do you recall that he said in substance, in
the letter that he then published, that if the policy of loaning money
to Germany continued the world would face a terrific financial de-
pression ¢

Mr. Kann. I do not recall the exact words.

Senator JouNsoN. I do not claim them to be exact, but I claim
them to be in substance what he then wrote. Do you recall that
he said in substance that there would be a great financial depression
if the policy of loaning money to Germany was continued?

Mr. KanN. I do not recall the exact language ; no, sir.

Senator JounsoN. The letter I will obtain and put in evidence sub-
sequently, so far as that is concerned.

enator Gore. You stated a while ago that two years ago there
was considerable competition between some 20 or 30 banking houses
to obtain business with South American governments issuing honds,.
in order to handle and float their bonds.
- Mr. Kann. Yes, Senator,
" Ser';ator Gore. Did your house take any part in any of those flota-
ions
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Mr. Kan~, To a restricted extent. The only issues we floated
were of two South American governments or governmental institu-
tions, both of leading countries, that is, Argentine and Chile.

Senator Gore. Are any of those in default now?

Mr. Kaun. The bonds of one institution, issued by us, are in de-
fault, being the Mortgage Bank of Chile.

Senator Gore. A number of South American issues are in default,
are they not?

Mr. Kann. Yes.

Senator Gore. They were handled by other houses than yours?

Mr. Kaux, Yes, Senator.

b ggnator Gore. So in spite of their foresight their bonds have gone
ad? .

Mr. Kaux. Yes, At that time the general atmosphere was one of
great encouragement as to the future of South America. It was
considered at that time, as I believe it still is, our economic duty and
to our political advantage to do everything that could be done to
further cement the bonds of friendship and commercial intercourse
between the United States and the South American countries. There
was considerable sentiment at the time to the effect that South
America had entered a new era. That became fashionable at that
time, as you remember, Senator.

Senator Gore. Yes; T remember.

Mr. Kaun. And it was generally believed that South America
had passed the stage of those defaults which too often had occurred
in the past, and had now come to be stable and sound business risk.

Senator Gore. It was a new era, but in exactly the opposite sense
from what the public thought?

Mr. Kaun, Yes. Unfortunately that has turned out to be so. But
I have confidence that as time goes on South America will come into
its own and will reestablish itself and become a thoroughly solvent
and financially sound part of the world again.

Senator Gore. Everybody shares that wish, of course,

Mr. Kann. After all, the same thing has been gone through b
the lish who long before we had any financial dealings wit
South America to any great extent, advanced very large amounts of
money to South American states, many of which later on came to
default, and many of which, in %act, most of which, in the course
of time became good again. :

Senator Jornsox. You are looking for changing conditions in the
world constantly, are you not?

Mr, Kann. Yes, Senator.

Senator Joruxsox. Who could tell 10 years ago that France would
be to-day sitting on top of the world?

Mr. Kaun. No one could, as far as I know.

The CuairmaN. When these loans were made and were handled by
your house or other houses, did you know of any American or.any-
body else in the world that thought or had an idea or exg;essed an
idea or opinion that within a period of 10 years the world financially
would be in the horrible condition that it is to-day?

Mr. Kaun. I know of none, Senator, and none of us believed that
such a nightmare as we are now facing would possibly confront us.

Sem;t?or Couzens. Is it not true that S. Parker Gilbert said it
in 192
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Mr. Kan~. He said it in relation to Germany only and as a
warning not to overdo the loaning of funds to Germnay.

Senator Couzens. I understand that he went further than that,
and said there would be a crisis if this thing continued.

Mr. Kann. I do not recall his precise language, Senator. I have
no doubt that Senator Johnson quoted it as it was written,

Senator Couzens. I think that answers the chairman’s point, that
there was a warning issued within the lozlyear period.

The CramrMaN. Senator, did you read that statement?

Senator JoHNsoN, Yes.

The CHarrman, At the time it was issued?

Senator Jounson. I did, but I have not it before me now. I have
not read it of late. I will have it here for presentation to the com-
mittee,

It is recalled to me, also, that John Maynard Keynes, British
economist, in 1922 said substantially the same thing.

Mr. Kann, John Maynard Keynes has been a Cassandra ever
since 1918 when he left the British Commission for Negotiating
Peace and threw up his job, for good reasons in my opinion, which
do him credit. Since then he has held that the world was going
to the dogs, unless his formulae, his private and patented formula,
as they formed themselves in his brilliant mind from time to time,
were adopted. He is a very able man, an exceedingly able man,
for whose opinions I have great respect; but like many economists
he is swayed by his own mental eloguence into taking rigid attitudes
as to present and future and persuade himself of things of his con-
viction, perhaps to a greater extent than nonprofessionals would be
able to persuade themselves as to the indisputableness of their views
and forecasts.

Senator SmortrInGE. Let me recur to the South American defaults.
Has any one of the now existing governments repudiated its debts,
or is it a mere case of temporary default?

Mr. Kaux. It is a case of temporary default or moratorium. None
of them has repudiated at all.

. Sex;ator Snontripge. There has been no repudiation of a given
issue?

Mr. Kann, No, Senator.

Senator Jounsox. It is a case of moratorium?

Mr. Ksnn. It is a case of moratorium in some cases, and, of
course, of plain default in other cases.

Senator Jounsox. The moratorium, in the cases where it exists,
we will grant next week, then.

Senator Gone. Does anybody underwrite this temporary propo-
sition? You are not underwriting that or certifving that it is
temporary?

Mr, Kanx. As a member of a conservative banking house, may 1
say that the underwriting of such contingencies is not within the
lines of our husiness?

Senator Gore. That protects the record.

Senator King. You mentioned Mr. Keynes a few moments ago
and said that he was lost in his own verbosity. You recall that
he was for many years a strong devotee of gold and denounced the
use of silver, particularly bimetallism?

Mr. Kann, Yes,
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Senator Kixe. But in his recent book, in two volumes, in the last
volume he has repudiated those earlier views and said that gold is &
parvenu, and that it becomes necessary, or at least that is the impli-

" cation, that we should have the restoration of silver to a monetar
status in order to avert these catastrophes to which we have referred.
Would you agree with that view?

Mr. Kany. Senator, I have read his book, though not very thor-
oughly, but I have read it, and I have also read various other recent
articles of his. They are all tinged of late with the color of the tail
of the fox which was no longer in the place where nature intended
it to be. The fox, in the fable to which I refer, had lost his tail and.
therefore he wanted everybody else to lose his tail. Some of the
European governments would like the United States to lose its tail;
but I am wholly convinced that the United States is going to do no
such thing to accommodate them.

Senator Gore. The United States lost its head instead of its tail?

Mr. Kaux. I think, Senator, that in 1929 there was a general
brainstorm. * Let him who is without sin first cast the stone.”

Senator SuorTrIDGE. What does the metaphorical phrase mean
that you gave?

Mr. Kann, I mean that England has not by its own choice but
by necessity gone off the gold standard; and that is true of.several
other countries,

Senator Kine. But his book was written two years ago. That was
before Great Britain had abandoned the gold standard. You are
not insisting, are you, that Mr. Keynes predicated his book upon the
assumption that Great Britain had lost her tail or her head and was
going off the gold standard?

Mr. Kaux. I rather think, Senator, he did, because he at that
time was already urgently in favor of a so-called manaﬁed currency
which he has preached ever since. Winston Churchill in 1926
brought the gold standard back to England, and ever since then
Maynard Keynes has preached the unwisdom of that action and the
inevitable necessity of introducing what is generally termed “ man-
aged currency.” I do not understand that at present he is in favor
of bimetallism. He is now, I believe, wholly in favor of managed
currency and is convinced that the world has got to come ultimately
to follow Great Britain in the formula of a managed currency.

Senator Gore. Do you think that is feasible?

Mr. Kauy. He thinks it is feasible——

Senator Gore. Do you think so?

Mr. Kann. I do not Senator. At least, it has never been proven
that it is feasible. I believe I said on the last occasion when I had
the honor of testifying before this committee that the main purpose
of gold currency is to put certain restraints upon the potential
excesses of inflation, because {]our money is gautged and measured
by a metal which it is not within the province of man either to in-
crease or decrease at his own choosing, but which nature allots to
the world within a certain definite measure. Its supply does not
vary excessively, taking it over a long range of time, and it has
other qualities making it particularly suitable as a basis for cur-
rency, though I do believe that the fluctuations of its value in rela-
tion to prices, wages, and living costs are a problem which calls for
searching study and, if feasible, for correction. In any event, it is
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beyond our power to increase or decrease, and therefore as long as
we maintain a certain relationship between——

Senator Gore. Do you think the gold standard can be maintained
if countries who control embargoes and control foreign exchange
accept the international free use of gold?

r. Kann, I believe it can be maintained by the United States
and I think it should be so maintained, while at the same time means
should be sought to bring its fluctuations as a measure of value
under better control. There is no scarcity of gold at present. The
total supply of gold in the banks of the world is twice as great as it
was in 1913. I can see no reuson why the United States should
permit itself to be affected in its own best judgment by the currency
policies of other countries.

Senator Gore. This is a little afield, Mr. Chairman, but it is a
sug}ect in which I am very much interested.

r. Morgan was in England at the time England went off the
gold standard, and he said it was an encouraging rather than a dis-
couragil% sign, .

Mr. Kanx. I think it was not only an encouraging sign, under
the then prevailing circumstances in England, but it was an abso-
lute necessity, because they had come to the point where the mainte-
nance of the gold standard had become impossible.

Senator King. So with Japan and the Scandivanian countries,
and more than 17 of the countries of the world,

Senator Gore. Would the same advantages inure to the United
States if it should go off the gold standard

Mr. Kan~. Those advantages, in my opinion, are liable to a large
extent to prove illusory and even disadvantageous: How serious
the disadvantages will turn out to be the future only can tell. That
will vary in different countries. No one can foretell what is the
degree of abuse of the printing press which would or might occur
when you remove the limitation that you have imposed upon your-
selves by making your currency hold a definite relation to a definite
metal. There i1s nothing of proved reliability then that stands
between you and the use of the printing press for currency. You
must depend mainly, then, upon your own self restraint, the wis-
dom of your people and the power of the government to withstand
popular pressure. Precisely what will be the course of events in the
case of countries who, not by their own choice but because they
could not help themselves, were taken off the gold standard, is
begond any man’s wisdom to foretell. But the fact is that if they
did not have had to get off the gold standard there is no reason
to think that they would have got off.

Senator King. Is it not a fact that Paul Warburg and some of

ou bankers who suffer from the ﬁold mentality, instead of standing
gy a gold reserve of 40 per cent have advocated and are advocating
not only a redistribution of gold, but a reduction of the reserves
down to 10 or 20 per cent, on the theory of a managed currency, so
that you would have more pager money without gold reserve than
you ;vould have if you had bimetallism with silver behind your
issue

Mr. Kau~ I do not know what Paul Warburg stands for. I have
never expressed myself in public on the subject except to say, as
T am saying now, that in my opinion the United States is amply
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capable of maintaining the existing gold standard, or any standard
which, in its own discretion, from its own choice, uninfluenced by
any other country, it elects to maintain. Whether that ultimatel
be the gold standard just as it is now or any modification thereof,
is not, as I understand, now in question. I feel quite certain that
there is not any doubt whatsoever that the United States is amply
capable of continuing the existing gold standard; and if France
chooses to withdraw all the gold that it now has here, the United
States is still amply capable of maintaining the gold standard.
What it chooses to do thereafter, at its own time and of its own
free choice in making currency conditions——

Senator Gore. How much gold has France here now?

Mr. Kanx. Roughly speaking. I should say the equivalent of
something in excess of $500,000,000; and I should say she is welcome
to it.

Senator Gore. Do you think the gold standard can be maintained
in a true sense unless it is allowed to flow freely in the settlement
of international balances?

Mr. Kaux. I am entirely convinced that there is no power on
earth that can get the United States off the gold standard by any-
thing which any other nation may do or which all of them combined
may do, except the United States itself, if and when it so chooses.
Ihcan see no reason whatever why the United States should so
choose.

Senator Gore. The gold standard would lose a great many of
its advantages if embargoes were placed on it, and it is not allowed
to flow freely where it is demanded in the settlement of interna-
tional balances. If you isolate the United States and just have a
gold standard here, it is almost as bad as the other situation.

Mr. Ksuxn. I do not see that it would lose any of its essential
advantages to us. It might lose advantages to those who, not by
their own choice, have been driven off it; but there is an immense
advantage to the country which is able to say that it has maintained,
year in and year out, through good and evil times, its record for
monetary integrity. That kind of virtue ultimately finds its reward.
It is the same reward which you get for gaining the confidence of
the people in whatever line of business you may be engaged in.
Congdence pays. It is a paying asset; and the confidence of the
people, our own people and those of the outside world, in the mone-
tary integrity of the United States, in many years to come, will
pay us—by which I do not mean to say, Senators, that there are not
certain things which could and should, with advantage, be done now,
in thiglparticular emergency, to deal with the extreme deflation which
prevails,

The CuairmaN. Mr. Kahn, will you at this point give for the
record your definition of “controlled currency ”¢ I want to know
how far you would go.

Mr. KauN. My definition of what, Senator?

The Crmarmman. Controlled currency. I want to know how far
your thoughts or your beliefs go as to that forn of circulation.

Mr. Kann. T had hoped to get some light here as to what * con-
trolled currency ” really means.
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The CramMaxn. I think perhaps there are half a dozen different
opinions as to what controlled currency means, and I wanted you to
put your idea at this time into the record, as to what it really is.

Senator SHorRTRIDGE. What he considers it to be.

Mr. Kaux. Senator, that means explaining something which, so
far as I know, has never been defined accurately by those who have
advocated it—which is one of the reasons why it is easy to advocate
it. I know of no one whose voice has claim to authoritative utter-
ance who has precisely said what he means by it in practical and
feasible application.

The CrammaN. I was aware of that, and I thought gerhaps I
was mistaken on it. I wanted to know whether you had come to
a conclusion as to just what it was.

Mr. Kanx, I have never come come across any responsible per-
sonage who advocawed it who was able or willing to define to me,
in precise words, how it is to be worked, except in the main, by the
old process of setting the printing presses to work whenever and to
the extent that it seemed expedient. I know of nothing more
dangerous. I know of nothing more disastrous in its potentialities
than setting the printing presses to work for currency purposes.

The CrairsaN, That would be uncontrolled.

Senator Couzens., Oh, no.

Mr. Kaux. The people of the United States fought that fight at
the time of the greenback craze, and they have made it plain, beyond
peradventure of doubt, that they do not mean to have a depreciated
and fluctuating currency.

Senator Jounson. Is Kuhn, Loeb & Co. a copartnership or a
corporation ¢

Mr. Kuns. A copartnership.

Senator JoruxsoN. Would you please state for the record the
names of the partners?

Mr. Kanx, I have furnished those in the statement that I sent to
your chairman.
hSenator Jouxsox. I had not seen the statement. I did not know
that. '

Senator Kixa. They are in the record, Senator.

Mr. Kanx, The names are Felix M, Warburg, Otto H. Kahn,
Jerome J. Hanauer. George W. Bovenizer, Lewis L. Strauss, Sir
William Wiseman, John M, Schiff, Gilbert W. Kahn, Frederick M.
Warburg, and Benjamin J. Buttenwieser,

Senator JosNsoN. Are any of these gentlemen members of any
other houses that deal in like fashion to Kuhn, Loeb & Co.?

Mr. Kann. No, sir,

Senator Jouxsox. Have you directorates upon various banking
institutions? Are there, among your partners, directors in various
banking institutions?

Mr. Kanx, Two of my partners are directors in banks. John M.
Schiff is a director in the Chemical Bank & Trust Co. and Felix M.
Warburg is a director in the Manhattan Co. (which owns the Bank
of Manhattan Trust Co.) and in the International Acceptance Bank.

Senator JoHNsON. Any others?

Mr. Xanxn. None other.

Senator Jou~NsoN. What is the Bond Mortgage & Guaranty Co,?
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Mr. Kanx. I beg your pardon. I did not recall that. It is a mort-
€age and guaranty compan% as its name indicates, of which Felix
Warburg 1s still a director, I believe, as he has been for many years.
Senator JonxsoN. You are a director in the Morristown Trust Co.?
Mr. Kaun. No, Senator. For a long time I have not been a di-
rector in that company. I am a director in no bank or trust company,
Senator CoxnNaLLy. Is Felix Warburg a director of the Interna.
tional Acceptance Bank (Inc.)?

Mr, Kaux~, The International Acceptance Bank (Inc.) is a sub-
sidiary of the Manhattan Co., which I have mentioned.

Senator JouxsoN. Do the Manhattan and the International Ac-
ceptance Bank deal in securities, too?

Mr. Kaux, The International Acceptance Bank does not. The
Manhattan itself does not. They have an affiliate called the Inter-
national Manhattan Co., which is just about to go out of business,
as a number of other bank affiliates have gone out of business lately.
C.Selglutor Jouxson. You have branch houses outside of New York

1ty

Mr. Kaun. No, Senator.

Senator JouxsoN. None at all?

Mr. Kaux. None at all.

Senator Jounson. Neither in the Americas nor in Europe?

Mr. Kaun. Nowhere.

Senator JonnsoN. Nowhere at all?

Mr. Kan~. Nowhere.

Senator CoxNarLy. May I interrupt you right there? The other
day I believe you said none of your firm had anything to do with the
political organizations.

Mr. Kann, Yes, Senator. :

p Se;mtor Coxnarry. Is Mr. Lewis L. Strauss a member of your
rm

Mr. Kann. Yes.

Senator CoNNaLLY. Is he the same Mr. Strauss who is- vice treas-
urer of the Refublican National Committee?
knMr. Kann, 1 did not even know it. He may be, Senator, I do not

oW,

Senator ConNNaLLy. If he is, then you were in error the other day
in making that statement?

Mr. Kaun. Not as I understood the question.

Senator ConnNarLy. I understood that. Can you not verify that,
as to whether he is or not ?

Mr. Kaun. I do not believe that was my expression, but I can
easily verify whether he is or not.

. Senator ConNarry. I do not mean to catch you on your expres-
sion,

Mr, Kan~. While I said the firm or the individuals connected
with it had nothing to do with political organizations—or whatever
may have been my precise expressions—I hope every member of my
firm does his duty as an American voter.

Senator Connarry. To be sure,

Mr. Kanux. Either in the Democratic or the Republican ranks.

Senator ConxarLy. Is he, or not, vice treasurer of the Republican
National Committee?

Mr. Kaux, Frankly, I do not know.
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Senator CoxNaLLy. Is he the same Mr. Strauss who was private
secretary to Mr. Hoover when he was Food Administrator, during
the World War, in 1917, 1918, and 1919¢

Mr. Kann. Yes. . .

Senator ConxaLry. And a member of the American Relief Admin-
istration?

Mr. Kaun. Yes, I believe.

Senator ConNaLLy. The Russian relief, and so forth?

Mr. Kany. Frankly, I do not know. o )

Senator ConxarrLy. Chairman of the Joint Distribution Commit-
tee on Russian Relief?

Mr. Kaun. That I do not know, Senator.

Senator Jouxsox, Do you know whether or not the State Depart-
ment at one time wrote a letter against further German loans?

Mr. Kanx. Not to my knodwledge, Senator. If it did, it has not
come to my knowledge, or 1 fail to recall it. The German loans,
taken all together, are really only a relatively moderate part of
the total loans made by America since 1918. As I figure it, these
total loans are about $10,000,000,000, and as I figure it the German
loans made in America are about 13 per cent of that—about $1,300,-
000.000. So I do not believe, even if Mr. Parker Gilbert was right,
that the injection into the totality of our loans of $1,300,000,000,
could have been of so vital an effect as some people are apt to think.

Sﬁnngor Gore. Do you include both long and short term loans
in that

Mr. Kanx. I include only the long time loans, The short term
loans, I believe to about $600,000,000. roughly speaking.

Senator King. Mr. Kahn, if the papers state—and my recollec-
tion is not very clear—that the loans to Germany, long and short—
and when I say Germany I mean, of course, private institutions,
cities, provinces, and some of the industries—amount to $4,000,000,
000, would that be excessive?

Mr. Kanx. In my opinion, yes. I am speaking of American loans
to Germany.

Senator King. That is what I am speaking of. Do you know
what the loans are to private corporations and individuals, and
to the industrialists of Germany, made by the United States?

Mr. Kaun, I think all that 1s included in the total of $1,300,-
100,000. I think, in addition to that—-

Senator Kine. There is one other question I wanted to ask you
if T may. In 1920, 1921, 1922, and 1923, particularly in 1922 ‘and
1923, Germany emitted large issues of paper marks, and large
quantities of those marks were unloaded upon the American pub-
lic. I was wondering if any of the banks, to your knowledge, were
instrumental in unloading those marks upon the American public.

Mr. Kann. So far as I know, none of them were. If I may say
so, Senator, is it not rather a reflection upon the mental capacity
of the American peo?le to speak of “ unloading ” in this connection?
A great many people in numerous countries at that time believed
that the mark ultimately would be all right;: and without any
agitation on the part of anybody, of their own volition and as a
result of their own judgment, a great many of them bought marks.

Senator Kina. I know that.

Mr. Kanx. But I do not believe anybody “ unloaded.”
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Senator Kinc. Strike out the word “ unloaded ” if that does not
express the view to you, to meet your understanding; did any of
the banks become the conduit by which those marks, whether they
welx;ela. b?ad or vhether they were good, were sold to the American
public

Mr. Kauy. To the best of my knowledge, no. .

Senator Kixe. Do you know how many marks, during all periods
after the war, were sold to the American public, to the banks, or
to individuals?

Mr. Kann. I do not know, Senator.

Senator KiNe. You know that large quantities were disposed of
in the United States.

Mr. KanxN. Yes.

Senator Kine. And that it was reported in the papers that Ger-
many had obtained, by the sale of those marks, considerably more
than $1,000,000,000 from the United States, and more than $1,000,-
000,000 dollars from France, Great Britain, Holland, Switzerland
and some of the Scandinavian states? When I say “ Germany,”
mean, of course, the banks and the people, the government, and
the provinces.

r. Kauxn. I could not give you a competent answer to that,
Senator, without attempting to make an investigation from sources
that may be available in Germany. I suppose it would only be
known in Germaliy itself.

Senator Kine. It was generally known, was it not, so as to become
really, a matter that was accepted as a fact, that Germany did
obtain from various countries a large amount of money by the sale
of marks to those countries?

Mr. Kann. Yes.

Senator Kina. And those marks afterwards, of course, were en-
tirﬂy repudiated ?

r. Kaun. They were entirely rgudiated, or practically so.

Senator SHorTRIDGE. Were they, Senator, repudiated by govern-
mental action?

Senator King. Yes.

Senator SHorTRIDGE, I merely wanted it for the record.

Senator King, They were repudiated by governmental action,
and the rentenmark was issued after the reorganization.

Mr. Kaun. They called it by the euphonious name of “ revaloriza-
tion,” instead of * repudiation.” They were “ revalorized by gov-
ernmental action,

Senator Gore. Can you tell us where we can find out to what
extent money borrowed in the United States by Germany was used
to pay reparations to France, either directly or by substituting and
releasing other money for such payments?

Mr. Kanx. Of course, this question enters into the field to which
Senator Couzens has very correctly called attention, namely, that
no one can say to what extent money that goes into the pockets of a
government finds itself in its waistcoat pocket, its trousers pocket,
or its hip pocket, or what precisely it does with any particular
portion of that money.

Senator Gore. We constantly see the statement—I saw it yester-
day—that Germany borrowed money from the United States to
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make her reparations payments, I do not know whether it is the
truth or not, and I do not know how to find out whether it is true
or not, if there is any way.

Mr. Kann. I do not believe, Senator, that even Germany would
know that, because a government can not earmark money which it
has and spends out of its total resources. There is no doubt that if
German?' had not been able to borrow money it would have been
unable, long since, to pay reparations, and therefore, to that extent,
it is a generally correct statement to say that out of the money
which Germany borrowed it did pay reparations. On the other
hand, Germany could probably prove, Ly its statistics and figures,
that all the money it borrowed was spent for social purposes, for
erecting workingmen’s dwellings, for creating opportunities to
make life, which was difficult enough, more bearable for the masses
of the people, for the dole, for artistic, cultural, and other efforts,
which benefited the German people, for reconstructing, as they did
to a very large extent, factories. and so forth. I think Germany
by a clever statistician, could prove that not one dollar of borrowe
money has been spent for reparations. I am equally sure that the
reverse can be proved.

Senator Gore. I understand the technical difficulties. If a revo-
lution should come in Germany and it should be followed by repudi-
ation of these debts, Germany has the improvements and we have
the bonds.

The Cuairuan. If there are no other questions to be asked the
witness, he may be excused. We thank you. Mr. Kahn,

Senator JounsoN. Wait a moment. Mr. Chairman. I have many
questions, and particularli concerning the statement that Mr. Kahn
has. He might put it in the record. I have not had the opportunity
to lgok at it yet. You are going to adjourn until 2 o’clock, are- you
not

The Cnaimrman. Yes,

Senator Jounson. Very well. I shall not take very long with
him then, but there are quite a few questions I desire to ask then.

The CaairMaN. You will return at 2 o’clock, then. Mr. Kahn,

(Whereupon, at 11.50 o’clock a. m., the committee recessed until
2 o’clock p. m.)

AFTER RECESS

The committee resumed at 2 o’clock p. m. at the expiration of the
recess.

The Cramman, If the committee will come to order we will
proceed with our hearing. Mr. Kahn, understood that that you
wanted to make a further statement before concluding your testi-
mony.

Mr. Kann, Yes, if you will permit.

TESTIMONY OF 0TT0 H. KAHN, A MEMBER OF KUHN, LOEB & €O,
NEW YORK, N. Y.—~Resumed

Mr. Kanx, Unless Senator Johnson or any other Senators wish
to ask further questions, I will proceed, as there are a very few
things I should like to clear up.
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Senator Jouxsox. Would you rather leave that to the end of your
testimony ?

Mr. Kanx. Yes.

Senator Jonxsox. Do you know anything about Canadian loans
made in this country?

Mr. KanN. Yes; in a general way.

]Ser;ator Jonxsonx. Were you interested in them or in any of
them?

Mr. Kaux~. The only ones, Senator Johnson, in which we were
interested were loans made to certain Canadian Provinces, to the
Provinces of Ontario and Alberta.

Senator Jomnxsox. Will you tell us about those, please?

Mr. Kaux. The loan to the Province of Ontario, $20,000,000,
20-year, 5 per cent gold loan. That was bought at 97.67 and the
price to the public was 9914, leaving a spread of 1.58 per cent.

The next one was in 1926, a loan of $6,000,000 to the Province of
Alberta, 30-year, 414 per cent gold debentures, due in 1956. The
purchase price was 9234 and it was sold to the public at 9415, the
spread being 134 per cent.

Senator Jouxsox. Are those the only Canadian loans in which
you have participated ?

Mr. Kaun. Yes, sir.

Senator Jounsox. Are you familiar at ull with other Canadian
loans that have been made?

Mr. Kann, Only in a general way. We were not in any of
the other syndicates.

Senator JounsoN. Do you know who made them?

Mr. Kaun. Various concerns made them. I think, Dillon, Read
& Co. made some of them, if I recall correctly; and J. P. Morgan &
Co." made some of them. And I believe the National City Co.
made some. I do not recall exactly who made them,

Senator JornsoN. Do you recall whether the Pittsburgh banks
made any of them?

Mr. Kann. I do not.

Senator JoHNsON. You have no recollection of them at all?

Mr. Kann. No,

Senator JounsoN. Do you know anything about loans that were
made to Cuba?

Mr. Kaunn. Yes, Senator Johnson; in some of them we partici-
pated. I have on this list of mine two loans made to the Republic
of Cuba, one of them in 1927, 5% per cent, due in 1928 to 1937,
a serial loan, $9,000,000. The price paid was 100, and the price
sold to the %ublic was 10114, This loan was made under the leader-
ship of J. P. Morgan & (?o.,_but we participated in it, I mean in
the originating group. I mlfht mention that in regard to that
loan $3,600,000 has been retired.

The next loan in which we participated likewise that was made to
‘the Republic of Cuba, under the leadership of J. P. Morgan & Co.,
but we being members of the originating group, was an external
loan, 30-year, sinking fund, 5% per cent gold bonds, due in 1953.
The amount was $50,000,000. The purchase price was 96.77. The
issue price to the public was 9914, leaving a spread of slightly less
than 214 per cent. $23,000,000 of that loan has been retired.
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Senator JonxsoN. Did you participate in any ioans made to any
sugar corporations in Cuba?
Ir.Kaux. No, sir; we did not.
Senator JounNsoN. You had nothing to do with them?
Mr. Kany. No, sir.
hSenator JonnNsoN. And I assume that you know nothing about
them.

Mr. Kaux, No, sir.

Senator JouxsoN. Will you state whether or not any proceeds of
bond issues that you have referred to, or of security issues to which
you have adverted, were left on deposit with the banking house
or with those who dealt with the loans?

Mr. Kaux. That varies.

Senator JouxsoN. Oftentimes it is the case, is it not?

Mr. Kann, Sometimes it is the case, according to the convenience
of the borrower.

Senator Jouxsox. Does that make an indirect profit to the house
that is dealing with the proposition?

Mr. Kann. Well, if that house judges the market correctly and
is able to loan out the money on deposit with it at a better rate than
that z{nich it has agreed fo pay to the depositor, naturally it makes
o profit.

Se?nator JouxsoN. Would you say that that means a considerable
sum

Mr. KauN. The amount deposited might mean a considerable
sum. The percentage of profit could be only a quite moderate one.

Senator JounsoN. Well, that is comparative and relative.

Mr, Kaux, T will admit that it is relative.

Senator JounsoN. Speaking from the standpoint of the debtor
class it would be one thing, and speaking from the standpoint of
the banking fraternity it would be quite another perhaps.

Mr. KarN. I think we can to a certain extent agree on the amount
of profit; if it would be one-half of 1 per cent per annum it would
be a moderate profit.

Senator Joxnson. In the matter of loans that you have made in
the fashion you have indicated, has a very considerable sum of
money been left on deposit with you?

Mr. Kan~. A very considerable sum, hardly, but again that is
relative. We are not a house of deposit in the general sense. On
the other hand, if some of our clients have money left over which
they desire us to administer for them, as a depositary for the time
being or for a specified length of time, of course we do it. But we
do not look upon that primarily as a source of revenue. Tt is more
or less a service we are rendering because of our connection with
them, but we are not generally looking for deposits, and we are
not a bank of deposit in the general sense of the word.

Senator Jouxsox, That often happens with various institutions
that float loans, does it not?

Mr. Kauxn, It would happen if a loan is floated and the institu-
tion for which we float it should say : We have no use for that money
until say the first of next July. Will you keep it for three months
and give us the best rate of interest you can? In which cage we
say, ves; we will gladly do so. But it does not amount to sums of
great significance.” In our case, it is rather unusual than usual.
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Senator JounsoN. Might that be said of any sums left with you
on any loans?

Mr, Kau~, My description of the size, do you mean?

Senator Jou~soN. Yes. Very considerable portion, according to
the information that has been given me, are left with those by wﬁom
loans are floated.

Mr. Kanx. It would depend entirely upon the requirements of
the corporation, government, or municipality that was borrowing
the money. In some cases they want the money even before it is
subscribed or paid for by the public. In other cases it suits them
better to leave it for a certain length of time. That situation varies,
and it is a matter of their own convenience.

Senator JouxsoN. Is a charge made at any time by any institu-
tions you are familiar with acting as fiscal agents?

Mr. Kann. We are not fiscal agents for any government, except
to the extent of cashing coupons in a few instances, and of paying.
off the principal, when due, in a few instances. For that service a
small charge is made.

Senator JounsoN. You are familiar with the fact that a charge
has been made, or is made, that it is not uncommon, for acting as
fiscal agent, are you not?

Mr, Kann. The practice of being formally designated as fiscal
agent is not so much in vogue nowadays.

q Senator JounsoN. Well, I will change the characterization if you
egire.

Mr. Kanxn. But in the matter of paying coupons when due, and
pl::,ying off principal when due, that does usually involve a small
charge.

Se%mtor JounsoN. Exactly what I am driving at is this: There is
the profit that the house makes that sells a security, first of all.
You may call it the spread. I think that is the characterization
used by the house of Morgan, that it is a spread rather than a profit.
I am not quarreling with the terminology in the slightest degree
because that is a matter of computation, I think of accurate compu-
tation. In addition to that there is an indirect profit made out ef
money that sometimes is held.

Mr. Kann. Yes.

Senator JounsoN. And in addition to that there is an indirect
profit that is made as fiscal agent at times as well.

Mr. Kaun. For services rendered from time to time, hut that has
nothing to do with the original issue.

Senator JomnsoN. I realize that. While it has nothing to do
with the original issue, yet out of the issue comes the particular
profit that I have referred to.

Mr. Kaun. Out of that connection there may come a continuing
service, and that is compensated for in some way.

Senator Jomnson. Those things are looked forward to, I pre-
sume, as not only appropriate but as valuable things for the partic-
ular house to have, are they not?

Mr. Kann. Valuable, to use your own words, is a very relative
term.

Senator JornsoN. But valuable, either relatively or otherwise, that
is correct, is it not ?

Mr. Kann, Yes.
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Senator JorNsoN. Now, do you know how much short-time loans
of Germany are outstanding at the present time?

Mr. Kanx. I should say, roughly, $600,000,000.

Senator JounsoN. Where are those short-time loans held?

Mr. Kann. They are held as far as T am aware and of course I am
not speaking of my own positive knowledge, mainly by banks and
trust companies more or less throughout the country.

Senator JounsoN. When you speak of $600,000,000 of short-time
loans that are held, you mean $600,000,000 held in this country?

Mr. Kanx, Yes.

Senﬁ%or JonnsoN. There is a vast sum beld by other countries
as we

Mr. Kann, Yes, and relatively—I mean in proportion to their
resources—a larger sum is held by other countries than by America.

Senator Joux~son. $600,000,000 of short-time loans of Germany
are held in this country.

Mr. KauN. Yes, in my judgment. I have not the exact figures.

Senator JouNsoN. And those are held by the banks?

Mr. Kaux. Mainly by banks and trust companies.

Senator JounsoN. They are held mainly by what banks and trust
companies?

r. Kaun, I could not give you the precise percentage or the
precise amounts in each instance.

Senator Jounsox. I did not expect that, Mr. Kahn, but are they
held principallx in New York Cit%? .

Mr. Kaun. Again I do not wish to give this committee anything
that I do not know about of my own knowledge. I know that a
certain percentage, and naturally a considerable percentage, is held
in New York City.

Senator JornsoN. Your very knowledge of the situation would
demonstrate to you, wouldn’t it, that the majority of the short-time
credits are held in New York City?

Mr. Kann. I am not prepared to say that the majority is but it
may be so. I do not like to guess, Senator Johnson, in my responses
to questions,

enator JoHNsoN. Do gou know by what banks or houses these
short-time credits are held?

Mr. Kaun, Again I do not know, and I question whether it would
be proper for me to give you an answer which is not based upon
knowledge on my part.

Senator JounsoN. I do not wish anything that is not fairly within

our knowledge. But isn’t it a matter that is fairly within your
inowledge where the short-time credits are held; I mean in New
York City, and by whom?

Mr. Kaun. As to some of them I would know, and as to others
again I would not know. But I think I could say in a general way
that as compared to the undivided profits surplus, capital, and other
assets of the banks, the total of the German open credits would not
be an exorbitant amount. I am comparing it to the total sums which
they have at their disposal, and it would not give any cause whatso.
ever for concern.

Senator Couzens. Mr. Kahn, that was not what Senator Johnson
asked for.

92028—32—pr1 2——6
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Senator JcuNsoN. No; I am not talking aiout any concern. I am
not assuming that there is any matter of concern so far as the sol.
vency of any institution is concerned.

Mr. Kann. I fully agree with you.

Senator JounsoN. I did not ask you about that. But I do want
to know, if it be possible to find out, where the bulk of these short-
time credits are; whether they are held in New York City.

Mr. Kaun. I could mention a few names, but I could not guar-
antce that they would be complete or anywhere near complete. How-
ever, I understand that the Federal Reserve Bank in New York
City has the precise figures and the precise names of the institutione
that hold those advances.

Senator JouxsoN. Do you mean short-time credits?

Mr, Kann, Yes, sir; and I feel sure that the Federal reserve bank
could give you that information accurately and quickly.

Senator Jounson. Well, give the names of three or four insti-
tutions that hold relatively large sums of short-time credits in New
York City.

Mr. Kaux. To the best of my knowledge, even though I am not
a director and have had no occasion to examine their portfolios,
the Chase National Bank and—

Senator Jounson (interposing). Is the Chase National Bank the
institution with which Mr. Alfred Wiggin is connected?

Mr. KauN. Yes, sir.

Senator JouNsoN. What other institutions?

Mr. KauN, Well, the National City Bank.

Senator JounsoN. Yes?

Mr, Kanx~. Also, I might mention as among those holding lesser
ans)unts of such short-term credits, the Chemical Nationa? Bank,
and—

Senator Jounson (interposing). With whom is the Chemical Na-
tional Bank affiliated, if at all; I mean as to any large houses there
are in New York City?

Mr. Kann. I think all our banks pride themselves upon their inde-
pendence, and the days when it was possible for any one bank or
trust company to be designated as so and so’s bank or so and so’s
trust company, are gone. They have grown too big, and their capital
is much too large, and their stockholders much too diversified for
anything of that kind. These banks to which you refer in New York
Clg alone have probably from 250,000 to 300,000 stockholders.

enator JouNsoN. Yes; I know.

Mr. Kann. There is no longer any such thing as may have been
referred to in past investigations as certain banks being the more
or less exclusive affiliation of one group and other banks of another
group,

. Senator Jornson. Is there any member of your house a director
in the Chemical Nationa! Bank?

Mr. Kann. Yes.

Senator Jonnson. Who?

Mr. Kann. John Schiff.

Senator JounsoN. Is there any member of the house of Morgan
a director in the Chemical National Bank?

Mr. Kann. No, sir.
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Senator JouxsoN. Or any member of the National City?

Mr, Kaun. No, sir.

Senator Jouxsox. But Mr. Schiff of your house is a director in
the Chemical National Bank?

Mr. Kanun. Yes, sir.

Senator Jouxson. Is there any other member of your house a
director in the Chemical National Bank?

Mr, Kaun, No, sir. By the way, my attention is called to the
fact that the correct name of that concern is the Chemical Bank
Trust Co.

Senator Jouxsox, Now, as to the these short time credits that we
have referred to and of which there are $600,000,000 in this country
from Germany, they run for about what length of time, please?

Mr. Kaux. That would be guessing, and I can only suggest again
that if you want the exact facts I feel sure in twenty-four hours you
could have them positively. I hesitate to try to give any of it to
you by way of guessin‘%

Senator JouxsoN. Would you furnish that information exactly?

Mr. Kanx. I could not furnish you with that information, but
the Federal reserve bank in New York City could no doubt give it
to you.

Senator Couzens, Why not get that data, Senator Johnson, from
the Federal reserve bank in New York City?

Senator Jonnsox. We will try to do so. T will say that I wrote
to the Comptroller of the Currency, and he sent me his report. How-
ever, that does not cover what I want. I have not gotten it from
the Federal Reserve Bank of New York City.

Senator Couzens. Let us call them down here,

Senator JonnsoN. I do not criticize the Comptroller of the Cur-
rency at all for not answering my question. But the information
I received from the Comptroller of the Currency upon the subject
was the report that he made as to the investments of national banks
as of September 29, 1931. You are quite right, Senator Couzens,
that we can likely get that by calling on the ederal Reserve Bank
of New York City.

Mr. Kanx. I can not state, of course, to what extent, if any, the
Federal Reserve Bank in New York City would hold that informa-
tion as being confidential.

Senator Jonxsox., Permit me, please, Mr. Kahn, to suggest that
you do not concern yourself with that matter, because if it is confi-
dential we won’t be able to get it, and if it is not confidential we will.
So do not trouble yourself with whether somebody in New York
City shall consider that it may or may not be confidential so far as
that is concerned. Now, we had the Chase National Bank, the
National City Bank. They were two that you named that hold short
time credits. And the Chemical National Bank. What other banks
or trust companies?

Mr, Kanun. The Guaranty Trust Co.

Senator Jounson, Is there any representative of your house upon
the board of directors of the Guaranty Trust Co.?

Mr. Kann. No, sir..

Senator Jomnson, Is there any representative of the house of
Morgan on the board of directors of the Guaranty Trust Co.?
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Mr. Kann. 1 believe so.

Senator JouNsoN. Who, if you please?

Mr. Kaun, I do not know what particular member of J. P.
Morgan & Co. is on that board.

Senator JorxsoN. Could you give me the name of any other
institution that holds these short-time credits?

Mr. Kanx. I should say that pretty nearly every important bank
in New York would have some participation in these short-time:
credits. I think I might take a list of all the principal banks there
and you would find there would be very few if any of them that
are not in the list.

Senator JounsonN. Mr. Kahn, you realize that the subject matter:
of controversy abroad at the present time is as to whether or not
these short-time credits shall be first gaid or the governmental
obligations shall be first paid, do you not

BF . Kan~x. May I answer that question by reading a very brief
statement, only a page and a half, which I prepared in view of the
fact that——

Senator Jounson (interposing). I have no desire to do otherwise-
than let you answer as you see fit.

Mr. Kanx. I should like to read it so as to get a correct presenta-
tion of the matter, because the last time I started to answer a ques-
tion propounded by you on this subject, proctically at the same 1tme-
Senaor Reed of Pennsylvania asked a question, and I do_not be-
lieve I made myself quite plain, as the two questions created a cross.
current that rather broke in on my trend of though. I should like
to have the opportunity to state correctly what I meant to answer.

Senator JorNsoN. In respect to what question?

Mr. Kann. In respect to this very question you have asked.

Senator JounsoN. The one I asked just a moment ago?

Mr. KanN, Yes,sir; and I will say that I anticipated that question..

Senator Jounson, All right, :

Mr. Kann. This is my statement : With your permission I should
like to say a few words on the question usked me at the last hearing'
before your honorable committee (as to which my testimony was not
completed) as to the relative position of German debts due to cor-
porations or private citizens in the United States as compared to-
the debts due to the American Government on the part of foreign
nations.

The elements entering into this question are threefold and separate :

1, Germany owes war reparations to European governments,
which, rightly or wrongly, the overwhelming majority of her people:
look upon as unjust and oppressive, especially when considered in
connection with certain provisions of the treaty of Versailles, and.
as imposed upon her under duress, and which they feel she cught not
to be called upon to pay and believe she can not pay.

.2. Germany also owes debts incurred by her government, by indi-
vidual states, municipalities, corporations, firras, and individuals,.
which debts are held by corporations, firms, and individuals in
foreign countries. The great maf'ority of her people feel that such-
debts ought to be paid, as they realize that, for her commercial honor,.
for regainin J)rospemty, for the functioning of her economic ma-
chinery (including the ability to pay taxes for the necessary support:
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of her government), and for her world trade, the restoration of
her business credit among the nations and confidence in her integrity
in respect of obligations voluntarily entered into are indispensable
-¢ssentials,

3. The allied nations owe to the United States certain amounts,
repayable in instalments, as arrived at by settlement made several
years after the termination of the war and based upon “ capacity to
pay.

As far as I am aware, this country has not been called upon thus
far for a choice as to the relative position of German debts due to
American corporations or private citizens, and debts due to the
American Government on the part of European governments to
‘whom we advanced funds during and after the war.

If and when that alternative does confront us, and, if and when we
know the precise form which it will take, I shall then be 2uite pre-
pared to express my fersonal o(i)inion on the subject before your
‘honorable committee, if so desired.

Meanwhile, I ask very respectfully to be excused from replying

-categorically to a question which is now hypothetical and may remain
80,
Senator Jornson. With all due deference, Mr. Kahn, I do not
think that has anything to do with the question I asked. The ques-
tion I asked was: Whether or not you were aware that the con-
troversy now existing in Europe among those who were investigat-
inE Germany’s capacity to pay and what should be done, was as to
whether short-time credits should be paid first; that is, whether
private obligations should be paid first, or whether governmental
-obligations should be paid first. That is the controversy that is
-existinﬁzbroad at this time, is it not?

Mr. Kann. I am not sure that is so, Senator Johnson. I know that
we have heard a great deal about it in reading the newspapers but
I am not sure it is a fact that that controversy does exist. And with
all due respect I should rather know whether it exists, and whether
.and in what way it will confront us if it ever does confront us, before
I attempt to make any answer,

Senator Jounson, All right.

Senator Couzens, Mr. Kahn, will you define who the makers of
those short-time securities are?

Mr. Kauxn. The makers of short-time securities?

‘Senator Couzens. Yes.

Mr. Kanx, German industrial corporations, and German firms of
‘various kinds, and German banks to a large extent.

Senator Couzens, Well, then, as a matter of fact there is no dif-
ference between those obligations and the obligations of the Govern-
ment. Is that a fact?

Mr. Kaux. Pardon me, I did not quite catch that question.

Senator Covzens. Isn’t it true that we often have a conflict in our
own minds, and that the American public have a conflict in their
minds of the difference between governmental loans or debts and
private obligations?

Mr, KanN. Yes.

Senator JounsoN. And you don’t care to answer that question until
you are more fully advised ? °
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Mr. Kann. Until T know precisely what confronts us. I know
there are a lot of rumors, but they are very indefinite.

The Cuamrman. What is your judgment as to the private debts?
Are they as secure as the national debts, and would you consider those
private debts as good collateral for a bank as a Government debt ?

. Mr. Kanx. I was asked a somewhat similar question this morn-
ing, and I took refuge behind my firm’s conservatism. I should like
again to take such refuge.

The Cuamrman, All right.

Senator Smorrripce. Mr. Kahn, can not you express an opinion
without embarrassment ?

Mr. Kann. I do not believe it is possible to express an opinion on
a question of that nature, in a general way, without some embarass-
ment, or at least an opinion that would be worth anything.

Senator Jorxnson. Mr. Kahn, will you state what loan it was from
Chile that you floated in this country?

Mr. KanN, Yes. It was a series of loans of the Mortgage Bank
of Chile: Guaranteed sinking fund $20,000,000, 614 per cent gold
bonds firs!. Followed by another loan of 634 per cent sinking fund
gold bonds of $20,000,000. Followed by another loan of 5-year 6

er cent notes of $10,000,000. Another loan of sinking fund gold

onds 6 per cent, $20,000.000. Another loan of guaranteed sinking
fund 6 per cent gold bonds of $20,000,000. The total being $90,000,-
000, all having been issued between the years 1925 and 1929,

Senator Couzens, And are they all in default?

Mr. Kann, They are all the same series of loans. They are all
loans of the Mortﬁa e Bank of Chile, unconditionally guaranteed by
indorsement by the Republic of Chile as to principal, interest, and
sinking fund. And I might add that Chile for over 70 years has had
a record of no loan being overdue and no sinking fund overdue.

Senator Couzens. But they are all in default now.

Mr. Kann, Yes, sir,

Senator CouzeNs. As to interest only, or as to both principal and
interest ?

Mr. Kanx. Both principal and interest and sinking fund. In
other words, they are in complete default.

Senator JorNsoN. What were they sold for?

Mr. Kaux. For the first loan we paid 93 per cent and sold them
for 9784 per cent, the spread beinﬁe‘l% per cent.

S?lnator JonnsoN. Now, in the beginning who were the ones inter-
ested——

Mr. Kanun (continuing). I might mention, Senator Johnson, that
in the case of these loans the Guaranty Trust Co. was our partner.

Senator JouNsoN. Just the two of you?

Mr. KanN. The Guaranty Trust Co. were our original partner,
and then we formed an underwriting group and a participating

roup.
8 Senator Jonnson. Let us follow that out: You and the Guaranty
Trust Co. first undertook to float the Mortgage Bank of Chile 615,
being a 1925-1937 loan.

Mr, Kauxn, A 1925-1957 loan., Yes, sir.

Senator JornsoN. That was a $20,000,000 loan.

Mr, Kann. Yes, sir. .
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Senator JonNsox. You undertook to take that at 93, did you say?
You were to take them at 932

Mr. Kaun., We paid 98,

Senator Jouxson. Now, then, you formed, that is, the Guaranty
Trust Co, and Kuhn, Loeb & Co. formed a syndicate or second
organization for the purpose of disposing of those bonds?

Ir. Kaun, Yes.

Senator JounsoN. Who were in that second organization?

Mr. Kaun. I have not the precise names here but will be glad
to furnish them.

Senator Jouxssox, Well, about how many of them were there?

Mr. Kanx. Probably 30 or 40. No, my associate says there were
probably more than 100 in the underwriting group.

Senator JounsoN. In the group you mean that you immediately
formed ¢

Mr. Kaun. Yes, sir.

Senator Jonxson. And did you transfer to that underwriting
group the mortgage bonds for a specific sum?

Mr. Kann. Yes.

Senator Jounsox, For what sum?

Mr. Kaux. The spread between the sum paid and the sum at
which the underwriting group participated was 1% per cent, in
which originating group again others participated.

Senator JonnsoN. First now as to the originating group: You
havg told me they were Kuhn, Loeb & Co. and the Guaranty Trust

0. .

Mr. Kaun, Yes, sir; and there may have been, although I have
no precise names with me, a few others in the originating group.

Senator JounsoN., Can your associate tell you who they weref
You have told me once that there were only two in the originating

roup, being Kuhn, Loeb & Co. and the Guaranty Trust Co. Can
e say whether there were any others in that group?

Mr. Kaun. Neither he nor I have the exact names, but there
may have been, and there were one or two more in the originating
group he thinks,

Senator JounsoN. But you can not recall them.

Mr. KannN. No, not precisely.

Senator JounsoN. You have said that they were taken at 93 and
then transferred to the next group at 9414.

Mr. Kann. Yes, sir.

Sen;tér JounsoN, And the next group was compgsed of how
many

Mr, Kaux. The next group being the underwriting group that
you refer to, do vou? :

Senator JouxsoN. I don't know. I am taking them as they were
given to me. ]

Mr. Kanxn. There were tnree groups.

Senator JouxsoN, Here are two groups to begin with and we are
agreed on that. The Guaranty Trust Co. and Kuhn, Loeb & Co.
took them at 93.

Mr. Kany. Yes, sir.
94Senator JounsoN. Now, they were transferred to somebody at

1.
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Mr. Kan~. To the so-called underwriting syndicate they were
transferred at 9414. That consisted of more than 1060 firms.

Senator JoHNsoN. And that underwriting syndicate transferred
them to somebody else, didn’t they?

Mr. Kan~n. That underwriting syndicate then did not transfer,
bat offered the bonds which they had underwritten to the distribut.
ing syndicate, and the distributing syndicate receive the commission
of 134 per cent.

Senator JounsoN, Now, let us get our figures right: 93, 9414, und
then 134 more.

Mr. Kaux, It is 9734.

Senator Jounson. Which would be 9614 as I make it.

Mr. Kanx~. The first group had 115 per cent, and the second group
had 115 per cent, and the third group had 134 per cent. That means
the difference between 93 and 9734, .

Senator Jonxson. Then they sent them to the ultimate distribu-
tors who sold them for 100,

Mr. Kan~. Oh, no. The ultimate distributing group sold them
to the public not at 100 but at 9735 net. The compensation of 134
per cent, which that group received, was includes in that public
offering price of 9734 per cent, or, in other words, it came off that

rice.
P Senator JouNsoN. They received 134 per cent?

Mr. Kanx. As a commission: yes.

Senator JoHNsoN. And in all of these percentages the originating
houses of course participated.

Mr. Kann. No, sir. g‘he originuting group’s compensation would
be in the first commission; that is, in the originating commission.

Senator JounsoN. In the 114 per cent.

Mr. Kany. Yes. The members of the originating group would
ulso be free to share in vhe underwriting group’s commission in pre.
cise proportion—and no more—to the amount in which they share
in the risks and obligations undertaken by the members of the
underwriting group. But the originating group would not partici-
pate ordinarily in the distributors’ commission, which usually is
the main commission, because, as a group, it would not have dis-
tributing facilities.

Senator Jouxsox. But the distributing group you have not
reached as yet?

Mr. Kaux. Oh, yes.

Senator JouNsoN. You start out with the originating group?

Mr. Kau~. Yes.

Senator JonnsoN, That is your first group. And then you have
your second group?

Mr, KanN. Yes.

Senator Jounson. And in the percentages of these three the origin-
atilr\lig gﬁoup pnrticigates, doesn’t it? .

r. Kaun. May I try to make it plain in my own language?

Senator JouNson. Certainly.

Mr. Kann. There is first the originating group consisting of Kuhn,
Loeb & Co. and the Guaranty Trust Co. and one or two other inti-
mate friends, who got the bonds at 93, which is the price that we
paid to the Chilean bank. For our risk, for our negotiations in the
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matter, and for our standing in the breech until the underwriting
group is formed, we—that is, the originating group—received a com-
mission of 1% per cent. Therefore, the underwriting group receives
the bonds at 9414,

Senator Couzens. The point that Semator Johnson is trying to
make is this: Did you participate in the difference there?

Mr. Kann, We would not except to the extent that it may be
expedient or necessary for us to join in the obligation of the second
group.

Senator Couzens. That is what Senator Johnson is trying to find
out. Was it necessary in this instance for you to participate with
the second grouf)?

Mr. Kaux, I can not recall, but I could very easily find ount
whether we participated in the second group or not.

Senator JorxsoN., When you got rid of the securities to the second
group, did your responsibility and your service end?

Mr. Kanx. Our responsibility and our service do not end until
the bonds are distributed and the money is paid over to our client.

Senator Jounsox. Exactly.

Mr. Kaun. And we are responsible for the solvency of each mem-
ber of the underwriting group, and we are responsible for the sol-
vency of every distributor, until we pay the money to the Govern-
ment conceraed or to the corporation concerned.

Senator Jounso~n. In going through these separate stages there
were certain percentages allowed or charged and I assume you
participated in them.

Mr. Kaun. We share in the first; that is, the originating stage.
If it is expedient or necessary, we also participate in the second
stage—that is, the underwriting group—as I have tried to explain.

Senator Jounsox., Well, was it necessary in the case of the Chilean
mortgage bonds# o

Mr. Kanun. I can not tell you without looking it up.

Senator JounsoN, Very well.

Mr. Kann, But I want to make it plain that there were really
only two syndicate stages, namely, the stage of the originating group
which received 114 per cent, and there it ended. After that tkis
underwriting group sends perhaps a thousand telegrams, or rather
we sent them as managers in its behalf, to various distributors
throughout the country, some of them banks, but the most of them
not banks, some of them people who make a somewhat precarious
living selling bonds at retail, sometimes in good times and sometimes
in bad times, and those distributors received 134 per cent. There is
no one else who received anything. Amongst these distributors we
do not figure generally, as we are not a distributing organization.
There were three commissions altogether which aggregated 433 per
cent. That percentage is the total margin or spread between the
price which the wholesaler contracts to pay and the price at which
the retailer or distributor sells to the public.

Senator Jounson. Without pursuing the subject any further, I
will ask: You do not know whether you participated in any of these
percentages or not?

Mr. Kann. I know, as I stated this morning, that the total of our
gross profits from all percentages or stages in all these loans covering
12 years is slightly more than one-half of 1 per cent.

e ee————
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Senator JounsoN. That does not answer my question at all. If
you do not know, I do not wish to prolong the discussion or ask you
any further questions. If you do not know whether you participated
in all three percentages, that ends it.

Mr. Kann. I know that we do not generally participate in the
last percentage, because we are not a distributing house, though it
hlappens sometimes that we are in a position to sell to a few special
clients,

Senator JouxsoN. Do you know that you participated in two
percehtages?

Mr. Kann. I do not know offhand in what instances we partici-
pated in the underwriting commission. It would depend upon the
circumstances.

Senator Jonnson. Were those mortgage bonds of Chile bonds that
were listed upon the stock exchange?

Mr. KanN, Yes, sir,

Senator JounsoN. And are they so listed now?

Mr. KannN. They are now.

Senator JorxsoN. What are they worth now?

Mr. KanN. They are listed now at from 10 to 20 per cent.

Senator JornsoN. We will take the second issue of mortgage bonds
of Chile, 61% per cent, 1926-1961¢

Mr. KanuN., They were purchased at 9555 and were sold at 991
per cent, the gpread being 854 per cent.

Senator JounsoN. And I presume the same process was followed
as you have shown in relation to the first issue?

r. KarN. Except the division of the compensation was a some-
what different one. The originating group and the underwriting
group were merged into one and received together 134 per cent,
and the distributors received 214 per cent.

Senator JounsoN. And the originating group consisted of whom?

Mr. Kaun. The originating group consisted of the same group
as before. That is, the Guaranty Trust Co.. and ourselves, and one
or two others whose names I do not recall. R

Senator JounsoN. Is that issne listed on the stock exchange now?

Mr. KanN. Yes, sir.

Senator JouxsoN. What are they quoted at at the: present time?

Mr. Kanun. Those five loans are quoted at from 10 to 20 per cent.

Senator JouNsoN. Now, take the third one, the Mortgage Bank of
Chile, 6 per cent, 1926-19311

Mr. Kanx. We purchased them at 95145 per cent and sold them to
the public at 9834 per cent, the margin or gross spread being 31
per cent.

Senator JouxsoN. They are alveady due and defaulted, as I
understand ?

Mr. KanN. They are due and defaulted ; yes.

The Cramrmas. You say they are quoted at from 10 to 20 per
cent. Is that the percentage of the face value of the bonds?

Mr. Kaun, Yes.

The CuairmaN. In other words, a $100 bond is worth $10 or $20
as the case may be. '

.

\ ||I
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Mr. Kann. Yes, sir.

Senator JounsoN. With no purchasers.

Mr. Kann, There are——

Senator SHORTRIDGE (interposing). May I ask you a question
right there: Mr. Kahn, you say that you purchased or that your
house purchased these bonds.

Mr. Kann. Yes, sir.

Senator SrorTRIDGE. Did you pay for them?

Mr. Kaun. Yes, sir.

Senator SHorTRIDGE. When ¢

Mr. Kanx. I can not say in every instance the precise day when
‘we paid.

Senator Jonnson. Have you any of them now?

Senator SHorTRIDGE. Pardon me, Senator Johnson. Mr. Kahn,
you did not pay for them until they were finally distributed and
sold to the pu}i)hc, did you?

Mr. Kaun. That depends upon the nature of the contract. Some
.of the money may have gone out at once, but I do not know exactly.
It is years back. It depends upon how soon the client wants the
money. We are responsible for the money, i. e., the purchase price,
not after the bonds are placed but the moment we affix our sig-
nature to the contract.

Senator Couzens. Mr. Kahn, over your years of experience isn’t
it a fact that the most of these bonds are sold before you have to
pa{ the money to the borrower?

Mr. Kanxn, The most of them; yes. But there have been cases to
the contra?.

Senator Jounsox. As to any of these bonds of the Mortgage Bank
of Chile, is it to the contrary? In other words, have you any of
those bonds now?

Mr. Kann, Senator Johnson, I do not think I ought to be called
upon, with all due respect, to disclose what specific bonds my firm
does or does not hold.

Senator JornsoN. Very well, then, we will take it up in another
way. When you form your syndicate in the fashion you have stated,
your syndicate disposes of all the bonds, does it not?

Mr. N. It does not succeed in doing so in all cases; no.

Senator Jounsox. I am speaking of the Chilean bonds.

Mr. Kann. Not in all of the Chilean bonds; no.

Senator JonnsoN. But your syndicates generally disposed of them?

Mr. Kann. There are some cases where they did not.

Senator JounsoN. Who would hold them then? Would it be the
original parties who got them or the distributing agents?

Mr. Kann. The distributing agents would attempt to sell them
to their clients. If they do not succeed in selling them then after
a certain length of time they are free to dispose of them in the
market. In that case it is more or less a moral obligation on the
part of the issuing houses to attempt to sustain the market so that
those who in reliance not only upon their-own judgment but upon
the reputation of the issuing houses have bought the bonds either
for distribution or otherwise, may have a market upon which to
sell. That has been the fact in this case, and inasmuch as you have
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asked that specific question, I will say that we did go into the
market, and we did buy bonds when distributors or the public found
it difficult to sell them, and we did make a considerable loss on what
we bought.

Senator Jounson. Will you state when you made your consider-
able loss on them?

Mr. Kaux. That was in the case of the last loan, and——

Senator Jouxsox (interposing). But I have not reached that
loan as yet.

Mr. Kanx, It was in the case of the last loan. In the other cases
we made no loss.

Senator JouxsoN. Of course, not. These other sales were made
in 1925, 1926, again in 1926, and in 1928, were they not?

Mr. Kann. Yes, sir.

Senator JouxsoN. All those sales were made by your distribut.
ing agents without any loss to anybody.

Ir. Kan~N. Yes.

Senator Jorxsox. So far as the syndicate was concerned?

Mr, KanxN. Yes.

Senator Jouxson. Or so far as the underwriters were concerned$

Mr. Kann. Yes.

Senator JonnsoN. Now, the last issue that you had was 1929-
1962 of the Mortgage Bank of Chile, 6 per cent.

Mr. Kann, Correct, which we purchased at 8914 and offered to
the public at 92, the spread being 214 per cent gross. And as I
have just reluctantly admitted in answer to a direct question, that
loan did not go well and we purchased a considerable amount at
o}tlu' own risk, our own expense, and made a considerable loss on
them.

Senator JorNsoN. Do you mean the house of Kuhn, Loeb & Co.¥

Mr. Kaun, Yes, sir.

Senator JornsoN. Did the syndicate join you in that purchase?

Mr. Kann. No, sir; the originating groap did join, I believe.

Senator JounsoN. And that originating group is what?

Mr. KanN. The Guaranty Trust Co. and I believe one or two
others. Or, to be more exact, I will say that whenever I mentioned
the name of the Guaranty Trust Co., in co- :ction with this Chile
business, I should have said Guaranty Cr.

Senator JounsoN. The Guaranty Co.¢

Mr. Kaun. Yes, sir.

Senator JounsoN. I believe in exactness, and both of us do in that
regard I am sure,

Mr. Kann. I am sure that we do.

Senator JornsoN. Now, that disposes of the five issues of bonds
of the Mortgage Bank of Chile.

Mr. Kaun. Yes.

Senator JornxsoN. And the last one was the only one that did
no go well.

r. Kanx, Yes, sir.

Senator JonnsoN. The issue of 1929-1962. Do you know when
it was that you put that issue into the hands of distributors?

Mr. Kann., Yes, sir; on the 26th of June, 1929,
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Senator Couzens. When you sent out the telegrams with reference
to that issue which you bought at 89 and a fraction, how many dis-
tributors did you send telegrams to? '

Mr. Kaux. That depends upon the size and circumstances of the
issue. Tt may be as many as a thousand. In the case of an issue
of $20,000,000, being given the fact that the borrower was a Gov-
ernment concern which dealt only in first mortgages and had an
excellent record, standing, and credit, we probably would not invite
more than 300 or 400 concerns to participate.

Senator Couzens. When you say that did not go well, you mean
that those three or four hundred people whom you answered to par-
ticipate, declined?

Mr. Kaux. Some of them declined.

Senator Couzens. If they had not declined the issue would have

ne well, would it not?

Mr. Kanun. That does not necessarily follow, Senator. The ques-
tion of success or nonsuccess of an issue is one of the public’s re-
sponse. Though being relieved of our legal responsibility, the mat-
ter of our moral responsibility and of prestige and of interest as
issuing house remains.

Senator Couzens. Let us assume as to those three or four hundred
people to whom you sent out telegrams inviting them to participate,
;ngs;, of them took their allotment. Where was your responsibility

eft .

Mr. Kaux. Our legal responsibility was completed the moment the
underwriting syndicate was formed. OQur moral responsibility, as
1 have tried to make plain, continues, We were trying to relieve
distributors, as far as practicable, from having to shoulder the
burden of liquidating in a difficult and unfavorable market. There-
fore, in order to protect them and the public, in order to help them,
we went into the market and bought bonds ourselves.

Senator Couzens. In other words, with regard to these three or
four hundred distributors whom you asked to participate in this
%ast? Chilean loan, you took back some of the bonds they subscribed

or

Mr. Kann. Yes, sir,

Senator Couzens. And you took them back at the price you had
allotted them at?

Mr. Kann. Generally, yes, sir.

Senator Couzens. You did not take them back at the market?

Mr. KauN. We would not take them back from the distributors
direct; we would buy them in the market which would give the dis-
tributor an opportunity to dispose of bonds left on his hands.

Senator Couzens. At what price?

Mr. Kaux, It depends on what the market was at that time, We
would naturally try if possible to maintain the market to the extent
that we legitimately could do so. .

Senator Couzens, That is only a moral obligation ¢

Mr. KanN. Yes; a moral obligation,

Senator Couzens. In other words, if those three or four hundred
people had simply subscribed for this last Chilean loan and you did
not relieve them of their responsibility and they took their chances
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of selling them, and if they had to sell them at less than cost they
stood to Iose? .

Mr. XannN. Yes, Senator.

Senator Couzens. So, as a matter of fact, you do not assume any
responsibility to these dealers, after having sold them, to take the
bonds back?

Mr, Kaux. No legal responsibility; no.

Senator Suortrince. I have understood you to say that you pur-
chased from the Chilean Government this last issue?

M:. Kaux., From the Mortgage Bank of Chile.

Senuator SHORTRIDGE. You bought those bonds?

Mr. Kaux, Which is a government institution.

Senator SHORTRIDGE. You bought those bonds?

Mr. Kann. Yes.

Senator SHORTRIDGE, At what figure?

Mr. Kann. At the figure which I have stated.

Senator SHorTRIDGE. Did your firm in purchasing those bonds
pa%' 89 and a fraction for them?

Mr. Kaun, Yes. .

Senator SHorTRIDGE. You paid it?

Mr. Kann. Yes; we paid the price at which we contracted to buy
the bonds,

Senator SnortribGE. They got the money ¢

Mr. Kann. Yes, sir. . -

Senator Suortringe. That is all; sir.

Senator JorNson. Perhaps my colleague is asking about the bonds
which subsequently you bought upon the market. You do not
mean to say that you paid 89 and a fraction for them subsequently
upon the market? -

Mr. Kann. Very likely we did. -

Senator JorNsoN. And very likely you did not, too.

Mr. Kann. I think .we did, Senator. I think the.bulk of our
purchase pricé would have been at, or close to the issue price.

Senator JounsoN. When they were on the market ?

Mr. Kann. Yes.

Senator JouxnsoN. I suppose you had distributed all these bondx
1o distributing agents?

Mr. Kann. Yes; practically so.

Senator JounsoN. They disposed of them in the market as best
they could? . .

Mr. Kinn. Not in the market, sir. They were disposed of through-
out the country. ’

Senator JonNsoN. Some of them, as you say, to quote your exact
language, were eking out a precarious existence in selling bonds to-
other people? .

Mr. Kann. Yes, sir.

Senator Jon~son. After they had exhausted their efforts do you
mean to say that they had some of the bonds in their possession still?

Mr. Kanxy. Yes. .

Senator Jomnson. And they had actually paid for those bondst

Mr, Kaux, Yes. .

Senator JounsoN. The amount had been estimated for each bond
that had been sent to these precarious bond salesmen; is that correct?
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Mr. Kann. Yes, sir; but I do not think that yc7 sympathy need
be quite as general as that; it is but a limited number to whom the
term “ precarious ” applies ordinarily. )

Senator Jorxsox. You sent the bonds with a bill of lading and

a8 draft?, and they paid the draft and got the bonds. Is that the
system
yMr. Kanx. The system, Senator, is that these houses, practically
all of them, have either direct New York correspondents and accounts
or they have banks in their vicinity which in turn have New York
correspondents. They send an order to us to deliver to such New
York correspondents the amount of bonds which they (those
distributors) have subscribed for, and thus a New York bank pays
for their account. To what extent and in what cases those payments
are based upon loans which distributors have made from banks in
their neighborhood we have no means of knowing,

Senator JonxsoN. Do you keep card indexes of your salesmen?

Mr. Kanx. We have no salesmen,

Senator Jonxsox. Of your distributing agents?

Mr. Kanx. Of the distributors throughout the country; yes.

Senator Jouxsox. Do you have allocated so mach of the bond
issue to those that you have card indexes of ?

Mr. Kaux. It depends upon the nature of the bond issue. We
either send telegrams or telephone messages saying that such and
such a hond issue is coming out—" How much do you want?” Or
we send messages sayving “ Such and such a bond issue is coming out.
We can let you have so much. We have allotted you so much. Do
you want to take it?”

Senator Cotzexs. That is the majority way? You do that more
times thon the other way?

Mr. Kaun. My associate says that it is about 50-50.

Senator GeorGe. Several times we have reached this point, but
have always been given to understand here by yourself and ¥receding
witnesses that it is purely optional with those members of the dis-
tributi%gron whether they take those bonds or not?

Mr. Kaun. Yes, senator.

Senator Georce. As a matter of fact, it is quite a common prac-
tice simply to call up the member of the distributing group and say
that so many bonds are allotted to that group and ask for and get.
an answer. Is not that true?

Mr. Kanx. It is true in about half the cases.

Senator Georck. You have already answered, but I wanted to get
it clear in my own mind: In the matter of the Mortgage Bank of
bceliiile b!onds the -distributing group is composed in part of banks, I

eve

Mr. Kanx. In minor part of banks; yes.

Senator Georce. Banks of deposit, of course?

Mr. Kanx. Yes.

b Sim?\tor Georce. Is your underwriting group composed at all of

anks .

Mr. Kanx. Our underwriting group may be in part composed of
banks; yes.

Senator Georce. Your underwriting group of course varies; the
membership in the group varies? '

Mr. Kanx. Yes, Senator,
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Senator Georce. It grows larger than your distributing group.
Mr. Mitchell referred to his distributing group as a banking group,
perhaps a technical designation. By reference to his testimony you
will see that one issue of Swedish Government bonds was distributed
to a banking group consisting of 422 members.

Mr. Kann. Yes.

Senator George. That is rather large. but I am using it as an
example. Mr. Mitchell answered specifically a question which I
put to him that the 422 members of that banking group were in part
at least deposit banks.

Mr. Kanx. Yes.

Senator George. The same general practice, Mr. Kahn, is followed
in the case of domestic bonds?

Mr. Kann. Yes, sir; it is.

Senator JouxsoN. Can you state whether or not any of the recent
bank failures in New York or elsewhere have been caused by these
failing banks holding foreign securities?

Mr. Kann. I can not state of my own knowledge to what extent
these failing banks were holding foreign securities. I know that
domestic securities in many cases have suffered a fall at least as large
as the fall suffered by foreign securities. They probeably hold a great
manfywmore American securities than they hold of foreign securities.

After all, of the total of foreign securities placed here since the
close of the war only 814 per cent are in default; 8114 per cent have
not defaulted. How great the percentage is of foreign holdings by
the banks as compared with domestic holdings I can not say, but
I have not the slightest doubt that the domestic holdings are much
greater than the foreign holdings.

Senator Jou~soN. That does not answer the question. I will grant
all that you say. But my question is whether the holding of forei
securities has contributed in any degree to the failure of these banks.

Mr. Kaun, To answer that question in the direct way in which
you ask it, Senator, I should have to know the case of each bank and
precisely what the holdings were, which I do not know.

Senator JoHNsON. As to the progortion I have before me a state-
ment of the investment of national banks, éeptember 29, 1931, handed
me this morning by the Comptroller of the Currency. It shows in
New York, of foreign securities, $119,992,000, and of domestic securi-
ties about $615,000,000 held. That is more than one-sixth.

Mr. Kanx, Or, to put it the other way, that they are holding
nearly six times as many domestic securities as foreign securities,

Senator JorNsoN. Pretty nearly six times as many. But foreign
securities, if there were no market for them at all at the present time,
would have a §reat deal to do, would it not, with the standing
of the compan¥

Mr, Kaun, There is a market for them.

Senator JounsoN, A market of about 10 per cent.

Mr. Kanx, It depends, and it varies. In the case of a great many
securities there is a vastly higher market than that.

Senator JornnsoN. Do you mean to say that the governmental
securities of South American countries, and of Germany, and the
like, are equal to-day to governmental securities of the United States?
Mr. Kaun. Oh, of course not.
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Senator JounsoN. Of course not. That is exactly what I am
speaking to you about.

Senator Cotuzens, I think the confusion between what you
said—-

Senator Jouxnsox. If there was confusion, I beg your pardon. I
am speaking of Fovemmental securities, foreign and domestic.

Mr. Kaux. Oh, I beg your pardon. I did not catch the word
“ governmental.”

Senator Covzens I think that is true. You did not use the word
“ governmental ” in your first question, Senator.

Mr. Kaux, Of course that makes a complete difference,

Senator Jouxson., If there is one-sixth of these foreign govern-
mental securities held by New York banks as against less than
six times that much of United States governmental securities held
by vour New York bank, it would leave them in a situation quite
different from that which vou were speaking of, would it not?

Mr, Kaux. Senator, I did not understand, from the way you
stated it, exactly to what the comparison embodied in J'our question
related. But I do want to say that if our banks hold $116,000,000
of foreign governmental securities it depends upon what securities
they are. Some of them are selling at par and higher. French
securities are selling at par and higher. The Belgian securities are
selling near par. The Italian securities are selling at about 85, and
$0 on.

Senator Jonxsox. We will go into that by the appropriate official.
I will let that pass.

Senator Covzexs. Have you examined the files or portfolios of
any of these suspended banks?

Mr. Kann. No, sir; I have not.

Senator Barkrey. How does the amount of short-term securities,
which I think you fix at somewhere near six hundred million, com-
pare with the amount of domestic securities issued during the same
period in the United States?

Mr. Kanx. It would only be a fraction of the domestic securities;
‘but I am unable to give you any figure on the subject.

Senator BarkLey. The amount of domestic securities which might
be termed short-term securities in this country is considerably over
$2,000,000,000, is it not?

Mr. Kann. A great deal more, I should say, especially if you
include municipal short-term loans.

Senator Barrrey. I am including all sorts, domestic bonds, mu-
nicipal, State, county, and industrial.

Mr. Kaux. There are surely more than $2,000,000,000.

Senator Jouxson., Will you make a distinction between long-time
credits, if you have a distinction, and short-term credits?

Mr. Kaux. Long-time credits are a rare thing, Senator, in normal
times, Generally speaking, it is a question of long-term bonds
or corporation notes, and of ordinary ccmmercial credits which
would run usually from three to six months.

Senator JounsoN, But you understand that in speaking to you of
short-time credits a brief period ago we referred to the latter?

Mr, Xaux. You referred to the short-term credits from three to
six months.

92928—32—PT 2—T7
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Senator Jonxnson. Exactly. And that is what you referred to in
answer, as well?

Mr. Kann. Yes.

Senator Jouxsox. Do you know the bank with which Mr. Mc-
Roberts is connected ?

Mr. Kaun. The Chatham and Phoenix Bank, which has now been
merged with the Manufacturers Trust Co.

Senator Jonxson. Do you know whether or not they held any
loans of Germany?

Mr. Kanx. Not of my own knowledge, Senator.

Senator JouxsoN. You have a statement of the loans that have
been made by your house, have you not?

Mr. Kann. Yes; I have a statement here.

Senator Jounson. That has been put into the record, has it?

The Cuarryax. I think it has, but if it has not, it should go in
at this point.

Senator George. It is in the record, Mr. Chairman,

Senator BarkLey. What house participated in the Peruvian loan?

Mr. Kaun. My house did not.

Senator Barkrey. Do you know what house negotiated or origi-
nated that loan?

Mr. Kaun. That was, if I remember correctly, originated by Selig-
man & Co.

Senator Jounsox. J. & W. Seligman?

Mr. Kann. Yes.

Senator BarxLEY. Your house in no way participated in it as an
originating group or underwriting or distributing group?

Mr. Kaux. No, sir.

. Sexzmtor Barkiey. Do you happen to know the amount of that
issue?

Mr. Kaux. I do not recall it; no.

Senator BarxLEy. Do you know what it is quoted at now?

Mr. Kaux. I have not the figures before me.

May I have a few moments in which to say a few things which
I would like to refer to, mainly so as not to leave my testimony
too fragmentary, or somewhat in the air, in certain respects?

The 5KAIRMAN. Certainly.

Mr. Kaux. I should like to reiterate, with your permission, Sena-
tors, that the total gross profit made by my firm throughout these
12 years upon issues originated and handled by ourselves, includ-
ing participation in any stages of the transactions, was slightly in
excess of one-half of 1 per cent.

Senator Couzens. Can you reduce that to dollars?

Mr. Kaun. Yes. Over a period of 12 years it is $3,109,000, or
an average of about $260,000 a year. That is the gross rofit from
which we have got to deduct the pro;l)ortionate share of our over-
head, including the expenses of a highly trained personnel, and our
taxes.

Senator Couzens. At that point, would you mind saying why you
operate as a partnership rather than as a corporation?

Mr. Kaux. It is a tradition, Senator. We have done it for 60
vears and we hesitate to change it.
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Senator Covzexs. As a matter of fact, is it not because you do
not have to file a statement as a copartnership with the State secre-
taries, while you do if you are a corporation?

Mr. Kann. Noj that does not enter into it. We would be per-
fectly willing to file a statement. We have always felt that there
is an element of additional strength in a copartnership because every
single partner is liable with his whole fortune which, of course, is
not so in the case of an incorporated concern. We have always looked
upon that as an element which justifies additional confidence and
also as an element, perhaps, which induces each partner to be par-
ticularly careful and conservative,

To continue my statement, Mr. Chairman, in addition to the profit
which I have given as coming to us from foreign-bond transactions
originated and managed by ourselves, we made on those offerings
in which we joined with J. P. Morgan & Co. a gross profit of
slightly less than one-fifth of 1 per cent calculated on the total
amount in which we participated, which profit, in dollars and cents,
aggregated $1,117,000. That, together with the figure I have sme—
viously given as to profits from transactions originated by ourselves
alone or with others, accounts for our complete profits of all kinds
upon issues of foreign bonds for the period in question.

I am emphasizing these figures because of the fantastic caleula-
tions which have been published in seme of the papers as to the profits
* made on these transactions. They were, o