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The Man Who Would Make Everybody Richer

YEM in an age that venerales her-
esy, the izonoclastic philosophy of
Louwis (rth Kelso oulriges many a pro-
fessional economist, A crackpot the-
ory.,” argues Money Expert Milton
Friedman. “Instead of saying that labor
is exploited, Kelso says that capital is ex-
ploited. 1t%s Marx stood on its head.” Re-
plics Boelso: “Damn right—and what's
wrong with that?”

Eelso, 56, a highly swocessful San
Francisco corporate lawyer, author and
sometime  economist, insists that eco-
nomic ideclogists as diverse as Karl
Murx and John Mavnard Kevnes have
been wrong. They have oversiressed one
factor—the role of labor—in the pro-
duction of industrial wealth, Kelso holds
that “the second factor.” capital, is in-
creasingly more important than labor be-
cause both technology and moedern man-
agement aim al saving lobor.

The U5, econemic system is in trou-
ble. Kelso insists, because 5% of the pop-
ulation owns the capital—money, se-
curities, land and tools—that produces
abowt Y055 of the wealth. This means
that the rich grow richer while the
bulk of L5, workers are denicd an op-
portumity o obiain 4 worthwhile share
of rhe nation’s abundance. What Kelso
witnls to do s turn B0 million workers
into capitalisis through a complex ma-
neuver that would enable almost ew.
ervhoddy to buv blue-chip stocks with
borrowed money and vltimately enjoy
a “second income™ from the dividends.

The Clased Frontier. Kelios idea
has eliciled  increasing  debate lately
among  bankers, corporale executives
aml officinls of several governments.
Venturesome companies have used some
of his methods 10 shift ownership to
their emplovecs. Early this year, Al-
berra, Canada's historic haven for eco-
nomic experimenters, began a formal
study of Kelso's entire doctrine. Last

- week, @5 he has for more than a dec-
ade, Kelso hopped across the 1).5. ex-
pounding the merits of his “universal
capitalism.” In Chicage, he mel with a
sroup of insurance men. In Washington,
he dined with five Republican Con.
aressmen, two Administration aides and
Elliot Richardson, the incoming See-
retary of Health, Education and Wel.
fare. At week's end Kelso flew to Stan-
ford University 1o give a leclure to
executives of 13 California companies,

The Denver-born son of o poverty-
plagued musician, Kelso developed his
theories partly from his own stroggle
to make a living. He went to work
when he was in the ninth grade and
drove a dynamite truek o earn his
way throngh the University of Coloradn,
from which he holds desrees in hoth
finance ond law, He prew interested in
cconomics, he says, “by brooding about
the absurdity of the Depression.” While
slationed in the Canal Zone as Mavy
intelligence officer during World War
11, he wrote a G00-page manuseript pro-
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pounding his views. Tt lay in 2 closet
for 15 years, until Philosopher Mortimer
Adler, intripued by a conversation with
Kelwo, atked to read it. Adler was so fas-
cimated that he collaborated with Kelso
on The Capitalive Manifesie, published
in 1958; it has since sold 50,000 cop-
ies. To further his reform cause, Kelss
later started in Washingion the Institute
for the Study of Fronomic Systems.
Last year he gave the institute $52,000
from the six-figure income that he draws
as senior pariner in Kelso, Cotton, Sel-
igman & Ray, one of San Francizco's
ten largest law firms.

In his latest book, Two=Factor The.
ory: the Eronomics of Reality (co-au-
thored by Patricia Hetter), Kelso main-
tains thal the American system is “com-
ing apart™ because of its “defective finan-"
cial and economic framework.,” One of
his most potent argurnents is historical,
Until the close of the frontier, even the
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KELSO LECTURIMNG AT STAMFORD
Dividands and drawbocks,

poorest laborer could acquire capital vir.
tually free, in the form of land. “That op-
portunity motivated the building of the
most powerful economy on earth,” de-
clarea Kelso. Mow that the free land is
gone, he contends, the US. seems to
have forgotien that “property is the
enly power capahle of protecting the in-
dividual’s political freedoms and righis ™

Homesteading with Stocks. Kelso
calls for a kind of Homestead Act that
would make stock, rather than Jand,
available to people who lack the cash
or credil o buy it He envisages cre.
ation of = federal agency 1o insure “eap-
itzl diffusion loans,” much as the Fed-
eral Housing  Administration  insures

maorigage loans, He would empower
banks to borrow funds directly from
the Federal Reserve for such lending,
The plan might begin by helping the
poor and unemploved. An eligible bor-
rower would go (o a bank and obtain,
for example, $4.000 a wvear for five
¥ears {or 200000 all together) 1o buy
stock in corporations. The bank, pro-
tected against loss by the Government in-
surance, would pul the money in es-
crow: a trust officer would buy a di-
versificd portfolio of dividend-paving
shares. Kelso figures that the swocks
would ultimately  pay  for themselves
through dividends., Thus the horrower
could pay off the loan, then own the
stocks outright and enjoyv = dividend in-

-eome from 320,000 of capital.

Raizing the Dividends. At present, o
S20,000 portfolio of high-grade stocks
generally payvs about 51,000 & vear, ar
5% in dividends. But Kelsonian eco.
nomics calls for o return of at least
20%, or $4.000 a wear—a level that
Kelso figures could take 5,000,000 fam-
ilics off the welfare rodls in five venrs,
To increase the dividend pavout, Kelao
would pradually abolish corporate in-
come taxes and Fequine companics to diss
tribute all of their earnings o stock-
holders, Kelso maininins that the Gow
efnment’s revenue loss would be tem-
porary and bearable. One reason is that
rising  personal-income-tax  collections
would greatly offset the gradual decline
in corposate tax take. He alse foresess
a decline in Government expendilures
for welfure and “make-work" activitics
—subsidics for uneconomic farms, du-
bivus constriction and military projects
—that, by his estimate, now oceupy
one-third of the 1.5, lehor foree.

The benefits of the plan would spread
o middle-class workers in two waws,
First, Kelsu estimates, the funds for cap-
ital investment through increased stock
sales would support cconomic expansion
at hitherto undreamed-of rates of per-
haps 15% or 209 a vear, creating a
great demand for labor, Second, com-
panies would be templed 1o adopt Kel-
so's plan voluntarily, partly becausc of
a quirk in tax laws. For example, if Ben-
eficial Paper Co., with 1,000 emplovess,
wanted 320 million to build a factory,
it would issue S20 million worth of
new common stock, An em ployoe-owned
trust, set up somewhat like existing pen-
sion and profit-sharing trusts, would boy
the shares with money borrowed from
@ bank. Here the 1ax quirk comes into
play: the company could agree 1o make
tax-deductible contributions o the trust
to enable it to repay the loan: if the cam-
pany itself borrowed the monev from
the bank, the loan would have to be re-
paid in after-tax dollars,

Without corporate income taxes, the
dividends from the emplovee trust's in-
vestment ought to average 34,000,000
a year, says Kelgo, enabling the trust to
repay the loan in five vears, Afler that,
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cach of Bencficial Paper’s 1,000 em-
plovees would ol only own 320,000
worth of stock hut would also have a sec-
ond income of $4,000 a year,

Some companies have already  set
up tax-sheltered trusts that allow their
woarkers to become stockholders on cred-
it. When the employees of San Fran-
cisco-hased First Californin Co, found
that the investment banking firm was
for sale, they converted their profit-shar-
ing plan into a stock bonus trust. The
trust used its ecash, plus a2 horrowed
S'I.IHKZI.U[K,'I, 10 trll:.' F.C.C% common
shares, pledging the assets of the vom-
pamy to sccure the loan. Within 2%
vears, the trust repaid the loan out of
company prﬂﬁt.s. In similar fashion, em-
ployess wsed 2 Kelso-devisesd fund $a
huy Peninsula Newspapers, Inc., of Palo
Alto, Calil,

Unbottling the Ganie. Like any ad.
venturous wles, Kelso's Flun. has draw-
hacks, Critics argue that even if Con-
gress could be persuaded to change the
necessary laws—a big if—his second-in-
come plan would merely be 2 sub-
stitute for today’s Government  redis-
iribution of wealth throwgh taxes, wele
fare, pive-aways and make-work pro-
grams. Ancther difficulty is that Kelso
concentrates on the manufacturing sec-
tor of the economy, noting that greater
capital investment would lead o more
productivity, But he tends to play down
the rising importance of the economy’s
service sector, in which productivily
growth is slow and cannot be rapidly ex-
panded by capital invesiments.

Present stockholders might logically
object that issuance of s0 many new
shares to finance plant expansion would
dilute their equity in corporations. Kel-
50 notes, however, that stockholders’ pro-
portional share in the old assets of a
company would remain the same; only
the new wealth created by expansion
woild be :.p:l’uu.d widuly Among the new
shareholders. Te be sure, if Kelsos plan
were widely adopted, the stock market
might lose its lure as a casino. Reason: in-
vestors would have much less incentive
o gamble on rising stock prices and
much more indecement 1o invest for
steady income. Kelso expects that his
plan would smooth the gyrations of
slock prices. Even in a bear market, he
argues, the public’s appetite for new
shares would hardly diminish because in-
vestors would not be risking their own
favings to acquire stock. And he fig-
ures that people who own stock as a
source of second incomes would be ap
to Tegain it as long as corporations avoid
lurgc- euils i therr dividends.,

Despete the faws, Executive Yice
Pressdent Walter Hoadley of the Bank
of America calls Kelsonian theory “a
forward-looking coneepr  designed 1o
preserve our enterprse system,” Kelso
himself seems convinced that his time
has come, “I let the genic out of the hot-
the, and it's not going back,” he says
“What did the French Cl.‘ll]Egu of Sur-
peons call Pasteur? A mere chemist, 1
think that | am the Pasteur of finance.”
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