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Normally a company which issues 
bonus is exacted to maintain its 
past dividend on both the old shares 
and the bonus shares in future 
years. When issuing a bonus a 
company is perfectly aware of this, 
and a prudent management only 
issues bonus when it is positive that 
it can maintain its dividend. There
fore, the shares of that company are 
priced by the market at a slight 
premium when bonus is issued; but 
it should be noted that a company 
can achieve exactly the same result 
by increasing its dividend on exis-
ting shares, so the benefit is not very 
tangible. 

The advantage arises really from 
the imperfections of the capital 
market. Shares are not valued ac
cording to the net worth of the 
company, (if they were, most shares 
would be valued much higher). A 
share is a right to the assets of the 
company, and this right is discoun
ted by the market at a certain price; 
one of the crucial points in discoun
ting is liquidity of the assets, and 
reserves may be liquid as far as the 
company is concerned, but they are 
not liquid as far as the shareholder 
is concerned, and a bonus freezes 
certain assets of the company and 
makes liquid these assets in the form 
of additional shares to the share
holder. 

Plough-Back Device 

IN the distribution of bonus what 
happens to a company is that it 

transfers capital in the form of 
general reserve into share capital; 
it still has the use of this money, hut 
it has lost a certain mobility in the 
use of capital. Originally the capi
tal could be used freely for paying 
dividends, now this capital is frozen 
into share capital. In the hands of 
the shareholder exactly the reverse 
happens. Before the issue of bonus-
shares, he had a right on his share 
capital and on general reserves 
though in view of the imperfections 
of the capital market, the value of 
his right on reserves might not have 
been fully reflected in the market 
value of his shares. Now. when he 
is issued bonus, this right becomes 
more explicit and liquid, but at the 
same time the value of old right 
falls to the extent that (a) the re-
serve is depleted and (b) it is divi
ded over a larger number of shares. 
The bonus then resolves itself not 

into a distribution of any kind but 
into changing a less liquid asset in-
to a more liquid asset. The advan
tage of a bonus share does not, there
fore, lie in the distribution of an 
asset, but in making the asset a 
marketable one to the shareholder. 

If this analysis is accepted, the 
accretion to capital, if any. only 
arises through the liquidity prefer
ence of the market. If there was no 
capital market, and if shares were 
not quoted on the stock exchange, 
there would be no way of showing 
that a shareholder had any accre
tion in capital. By assuming that 
there is accretion, the Finance 
Minister has made an assumption 
that cannot hold in all cases; it is 
perfectly possible that the market 
wil l not allow anything for liquidi
ty in which case the bonus share 
may not result in any increase in 
capital. What happens in the case of 
a bonus issue is not any realisation 
of gain, but a share is made market-
able, a less liquid asset in the hands 
of the shareholder is made more 
liquid. 

But until the shareholder markets 
any of those assets, he has not. 
liquidated his asset and. therefore, 
should not be liable for lax. It 
appears to be patently unfair, 
therefore, to levy a tax More the 
shareholder actually markets the 
asset. That the Finance Minister 
has done so, is to change the funda
mental notions of taxation, and is 
to make liable for tax an individual 
who has not cashed his advantage. 
The language that he has used to 
introduce the tax is itself slipshod, 
for he has said that bonus leads t<» 
an accretion of capital, and. there
fore, should be distinguished from 
other assets. The argument is obvi
ously invalid because there are 
many assets which lead to an accre
tion of capital; a house bought in 
the '50's will no doubt be worth 
more in '60's; a share bought in 
1950 is probably worth more today, 
but this does not mean that the 
asset is taxed before it is sold or 
transferred, and quite rightly too, 
because an asset can only be taxed 
when the gain is actually realised 

Finally, is a bonus share of any 
economic value ? The Finance 
Minister has shown grave concern 
over the low rate of growth, and he 
has devised measures to prevent the 

frittering away of profits in the way 
of dividends. Now, a bonus issue 
is "nearly always in a year when 
dividends are either reduced or not 
paid at all. It permits the company 
to utilise the funds which would 
otherwise be frittered away in divi
dends, If the Finance Minister 
could forget his old prejudices he 
might realise that bonus was per
haps the most effective way of en
suring a rapid growth in the corpo
rate sector. 

Following His Nose 

THE influence of the West's rebel, 
France, like the Fast's, China, 

has grown with speed in the past 
few years. Yet the influence invol
ved is very dependent upon what 
France opposes, the division of the 
world into Soviet and American 
hegemonies. Without that division, 
France would hardly have the eco
nomic base to achieve the signi
ficance she has so far attained. With 
that division, everything that diver-
ges from the bi-uniformity seems 
writ very much larger than life, 
rather like General De Gaulle. 

The latest French offensive is 
directed at the ace citadel of Ame
rican influence, Latin America. The 
General has just paid a brief visit 
to Mexico (shades of Louis Napo
leon and Maximilien) and last year 
he lent her some 150 million dollars; 
in September he is scheduled to 
visit Brazil and eight other South 
American countries. Perhaps state-
me'nts will shortly appear ore the 
Panama crisis, on the links of Roman 
Catholicism, and, almost certainly, 
on the alternative France offers as 
a third way between the United 
States and Cuba. All this follows 
predictably from the General's ear
lier and continuing sortie into Asia, 
the first field of French influence, 
after the African Empire had been 
settled and it became clear that, 
having: kept Britain out, there were 
few dramatic gestures possible in 
Europe. The centrepiece in the Asian 
campaign was the recognition of 
China, which, in its turn, was partly 
prompted by the need for Chinese 
benevolence towards the French sug
gestion for the neutralisation of 
South-East Asia. This, and in parti
cular the General's advice on Viet
nam, provoked the first French 
Asian clash with America: subse
quently, France was pleased to con-
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