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CAPITAL GAINS TAX 'REFORM'
As one of America's 17 million aharcowncrs, you know

Ihat you must hold a slock for six months or longer before
any profit you have on it can qualify as a long-ter- capital
gain and thus be subject to a maximum tax of 25 per cent
under today's law.

If this holding period were lengthened to one year and
simultaneously the tax on your long-ter- capital gains were
sharply lowered, would this encourage you to delay taking
any profits until after the deadline and thus reduce
the number of your stock transactions? Or would the fact
that you had to wait a year to get the preferential tax treat-
ment encourage you to sell whenever you felt the time was
right within the period, even though you then
would have short-ter- gains taxed as regular income at
ordinary income tax rates?

The U.S. Treasury thinks that stretching out the holding
period would encourage you to make more stock trades and
that as a result, it would pick up an extra $180 million a

year even at the reduced gains rates. Thus, as a key tax
reform, it is urging lengthening of the period you must hold
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a stock before any profit you make on it moves out of the
category of regular income taxed at ordinary rates and into
the category of long-ter- capital gains taxed at preferential
rates.
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and today tha New York Stock Exchange- released a new
study which lays flatly Ihat lengthening of tha holding
period to ont year would cut stock transactions 10 to IS
per cent, and instead of hiking tha Treasury's lax take
would illce It by 1100 million year.

The NYSE reasons that many of you would postpone tak-

ing profits because you would not want to add these to your
regular income. If volume of trading fell 10 to IS per cent,
obviously there would be far fewer transactions on which
the Treasury could collect capital gains and stock transfer
taxes. If there were fewer transactions, the market would be
less liquid, this "reform" would neither stimulate the econ-

omy nor help balance the budget.
On this tax reform I have mixed feelings. As truly long-ter-

Investors, we raroly switch stocks on which we have
gains Just because a tax deadline has passed, and naturally
we would like to have profits on stocks which we sell after
years of ownership taxed at lower rates. But the NYSE's
study docs suggest the Treasury has overlooked historical
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evidence indicating that a longer holding period well might
reduce trading and that the Treasury's estimate that this
reform would bring in an extra $180 million a year is way
off base.

Congress last changed the holding period in 1942, from a
minimum of 18 months to six months. Immediately, the
volume of trading Jumped, and during the next four years
avcruge volume on the NYSE was up 13 per cent. The re-

verse could happen now if the holding period were sub-

stantially lengthened, for the NYSE reports that "nine out
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a holding period in 1062 is another indication
shrinking liquidity would be the undesirable result of
lengthening here.

We are among the few countries which tax capital
gains at all, incidentally. Most do not consider these gains
as Income and exempt them from taxation. While wt do not
exempt capital gains, we alto recognise they are differ-
ent from income and are entitled lo a preferential rate.
The purpose of a holding period Is to distinguish between
an Investment and an ordinary business transaction. The
period chosen is artificial, and arbitrary, but It's a con-

venient, simple, well deiined way to make the necessary
distinction, f

It's idle to guess now the final fonn of the 1063 tax bill.
But much as Wall Street wants a cut in the capital gains
rate, it would settle for no reduction if attached to it must
be this reform.
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