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By the Office of Business Economics

THE RISE in consumer spending which has accompanied
the advance in personal income has been the major influence
in the continued uptrend in the value of total national out-
put in recent months., Price advances continue to be a
factor in the dollar-value increase, but, despite the mixed
picture displayed in particular parts of the economy, the
volume of national output remains at a high and stable rate.

Viewed in broad perspective, the current trends may be
summarized in the following review of major business
indicators.

1. Personal income continues to establish monthly records,
and for the first 2 months of the third quarter (July-
August) averaged 6 percent higher in dollars and about 2
percent more in purchasing power than in the same period
of 1956. Higher wage and salary payments have been
important in the increase this year. Employment in non-
agricultural pursuits has remained high, changing little on
a seasonally corrected basis in recent months, but recording
an increase during the summer of 900,000 in comparison
with a year ago.

2. The most important plus factor in the business situation
at present is the record high rate of consumer spending,
which has advanced in line with the flow of income. Prac-
tically all of the rise has resulted from higher outlays on
nondurable goods and services. Aggregate sales of durable
goods have shown little change so far this year, with varia-
tions in sales movements among individual products, but
the aggregate dollar total has been somewhat above last year.

3. Business expenditures for plant and equipment, cur-
rently at a record high, are expected to level off during the
second half of 1957 and to reach a total of $37 billion for the
year as a whole. This would exceed last year by 6 percent,
adding a record amount of productive facilities. The latest
OBE-SEC survey, the results of which are set forth in the
adjacent chart, reveals that business expenditures for 1957
will show an increase in line with anticipations as reported
by business early in the year, with no significant revisions
of programs among the various major industries.

4. Investment in inventories has changed little so far this
year, but here the major aspect for the general business pat-
tern is the fact that inventory accumulation has been small
in contrast to the substantial rise last year. This changed
inventory policy of business has been a moderating influence
tending to lessen the general pressure on prices. The volume
of inventories has increased about $1 billion at an annual
rate since the beginning of this year, compared with the rate
of rise of $5 billion during the same period a year ago.

5. Housing construction likewise is currently stable, fol-
lowing the declines of substantial magnitude which occurred
in 1956 and earlier in 1957. The value of residential build-
ing, as well as the number of housing units started, remains
below a year ago.
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6. Our foreign trade continues as a strong element in the
business picture, although the stimulus derived by domestic
business from the sharp rise in exports associated with the
Suez crisis is not continuing. Net foreign investment,
which increased sharply after the third quarter of last year,
reached an unusually high annual rate of $4 billion in the
first half of this year. The high ratio of exports to imports
in the first 2 quarters may decline in the third. This fea-
ture of the current business situation is reviewed in an
article in this issue.

7. Purchases by State and local governments continue
their steady rise which, for some time, has averaged around
one-half billion dollars per quarter at an annual rate. Fed-
eral Government purchases, which have been increasing
fmdler?-l:wly since the spring of last year, are now tending to
evel off.

MAJOR RECENT DEVELOPMENTS

Personal income moved up in August to a seasonally ad-
justed annual rate of $347% billion, an increase of $1 billion
over July.

The rate of individual income flow in August was $5
billion, or 1% percent, above that for the second quarter of
1957. This advance was closely in line with the average
quarterly increase in personal income which has taken place
over the past 2 years.

Approximately half of the rise in total income from July
to August occurred in wages and salaries, and the remainder
was spread among a number of other categories. With
seasonally adjusted nonfarm employment again showing
little vanation, the overall rise in payrolls was due largely
to a further increase in wage rates.

On an industry basis, August payroll changes conformed
generally to the pattern established in prior months of the
year: fairly stable payments in manufacturing and increases
i other private industries and in Government. In manu-
facturing, the effect of gradually declining employment this
year, as well as of somewhat lower average hours of work,
has been offset by higher wage rates. In most other indus-
tries, rising employment and wage rates have acted together
to account for payroll advances.

Consumer purchases rising

Consumer demand for goods has been an important
element of strength in the economy in the recent period.
The advance in total sales at retail stores this summer fully
matched the rise in disposable personal income to bring
retail trade activity to a new high.

Retail sales in July and August 1957, seasonally corrected,
were higher than in the second quarter, and well above the
corresponding period a year ago. While prices have con-
tinued to play an important role in the dollar rise, more than
half of the relative gain over a year ago represents an increase
in the volume of sales.

Dollar sales of both durable- and nondurable-goods stores
set new records in the July—August period, with both groups
showing advances over the same 2 months of 1956 and the
second quarter of this year. Nondurable-goods store sales
have risen in each successive month of 1957. In the durable-
goods group, sales began to rise after April following some
decline in the earlier months of the year.

Sales movements by lines of trade

The dollar sales of the retail automotive group reflect the
higher prices of this year’s models, and a larger amount of
other business. Unit sales of new cars continue to run
slightly below the 1956 results, with record inventories being
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carried into the period of clean-up and transition to 1958
models, the production of which will be under way on a con-
siderable scale in October.

Farm implement dealer sales have moved up from the low
p%)int of the long decline which extended through the middle
of 1956,

Sales of the lumber, building, and hardware group in the
July—August period were under a year ago, continuing the
recessionary pattern associated mainly with the drop in new
housing construction.

Sales by furniture and appliance stores have recently
averaged about the same as in the corresponding period of
last year. Demands for major household appliances have
shown movements which have been divergent and offsetting
in their influence on aggregate sales.

All the major nondurable groups have exhibited rising
sales tendencies thus far in 1957 and are well above year-ago
rates. The year-to-year gains this summer were largest for
gasoline service stations, food stores, and drug stores. In
the July—August period, sales of general merchandise stores,
eating and drinking places, and apparel stores were up about
5 percent over 1956.

Retail sales related to income

The ratio of retail store sales to disposable income has
moved upward from an average of 66 percent for 1956 as a
whole to about 68 percent in the summer of 1957. Most of
this increase in the retail store share of the income dollar has
occurred in the nondurable-goods trades.

Among the nondurables, food stores, gasoline service sta-
tions, general merchandise, and drug stores showed increases
in the ratio, while sales of apparel stores and eating and
drinking places changed little relative to income.

In the durable-goods categories, declines in the sales-
income ratios for the furniture and lumber groups tended to
offset most of the rise shown for the automotive group.

Plant and equipment investment steady

The rise in plant and equipment expenditures that has been
in progress for 2% years is expected to level off at very high
rates 1 the latter part of 1957. Reports submitted by
businessmen in late July and August in the OBE-SEC
survey indicate an anticipated seasonally adjusted annual
rate of expenditures of $37.2 billion in both the third and
fourth quarters of this year. Actual spending in the second
quarter was at a $37 billion rate.

Investment in manufacturing industries is expected to
change little, after seasonal adjustment, from the first to the
second half of 1957. Increases over this same period have
been scheduled by electric and gas utilities, railroads, and
transportation other than rail. Investments by the com-
mercial and mining industry divisions are expected to decline.

If businessmen carry through with their current antici-
pations, spending for the full year 1957, as already noted,
will total $37 billion—about $2 billion, or 6 percent, more
than the record outlay in 1956. A major part of this in-
crease reflects the advances which have occurred in construc-
tion costs and equipment prices, but none the less business
will put in place this year a record volume of new facilities
of the latest design, and of improved efficiency.

Stable inventory picture

In most lines of business, producers and distributors alike
in 1957 have found stocks of goods on hand adequate to meet
their requirements. The comparative absence of stringencies
in the supply situation and hesitancy in many price lines in
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wholesale markets are among the factors which have led to
purchasing being placed largely on a “when-needed” basis.

This conservative buying policy adopted by business early
in the year contrasts sharply with the situation in 1956,
when inventory demand was an important market factor.
Inventory expansion reached its height during the fourth
quarter of last year. The rise in book values of business
inventories continued in 1957 but at a very much reduced
rate, and rising prices have meant that the volume of in-
ventories has increased very little. The shift away from
substantial inventory building characterized both manu-
facturers’ and distributors’ stocks.

In the case of producers’ stocks, the changed tempo bas
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centered in the durable-goods industries. Changes among
pondurable-goods industries have been relatively small.

In the heavy goods sector, the contrast between 1957 and
1956 movements can be traced largely to the machinery and
transportation equipment industries. In these groups, the
rapid expansion of materials on hand was sharply curtailed
around the turn of the year. The rise of $1 billion in book
values in the second half of 1956 gave way to an increase of
one-half billion doHars in the first half of 1957. Reduction
in inventory accumulation occurred also in other durable-
goods lines, but to a lesser degree than in the two industries
which had accounted for the bulk of the manufacturing in-
ventory buildup in 1956,

Industrial Pattern of 1957 Capital Investment

INCREASES in business capital investment in 1957 over
the year 1956 are expected in manufacturing, railroads, and
public utilities. Little change is anticipated in mining and
nonrail transportation, whereas a decrease is projected by
the commercial group. (See table 1.)

Manufacturing investment at peak

Manufacturers anticipate a $16.2 billion outlay in 1957—
8 percent above 1956. 'This year again, most manufacturing
industries are increasing capital expenditures. On a season-
ally adjusted basis, durable-goods manufacturers as a group
expect their expenditures to hold to a peak rate in the summer
quarter, edging down in the last 3 months of the year, while
nondurable-goods producers in the aggregate expect their
spending in the second half to change little from actual first
and second quarter rates.

Durable-goods industries

Last year every major durable-goods industry increased
its outlays by one-third or more. This year very large
increases appear in the programs of steel, nonferrous metals,
and transportation equipment (other than motor vehicles),
while the stone, clay and glass industries anticipate a drop.

The doubling in outlays by nonferrous metals producers
reflects chiefly the very large expansion programs of alu-
minum producers. Last year’s new additions and those
scheduled for this year and 1958 will raise primary aluminum
capacity by more than one-fourth over that as of the end of
1955. The 1958 scheduled additions, now under construc-
tion, are two-thirds again as large as the new capacity
scheduled during 1956-57. There has been no appreciable
change in the short-term programs of other nonferrous
metals producers.

The 15-million-ton steel expansion program is also well

under way. More than 5 million additional tons of ingot
capacity were added last year and another 7% million is
scheduled to come in this year, in addition to raw materials
and finishing facilities.

New Plant and Equipment Expenditures
Total in 1957 expected to be 6% above 1956

BILLIONS OF DOLLARS

50
ANNUAL TOTALS o

!
QUARTERS, SEASONALLY
ADJUSTED, AT ANNUAL
RATES

40 - -

1955 1956

* Third and fourth quarters of 1957 anticipoted by business

1956 1957% 1955

Data: SEC & OBE

U, §. Department of Commerce, Office of Business Economics , §7-25-2
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The machinery industry groups—both electrical and
other—are showing continued rises in their capital spending
this year. Motor vehicle manufacturers report a 30 percent
drop in their 1957 outlays to $1.2 billion, following a 50
percent rise in 1956. In only 1 of the 4 years since 1953 has
spending by automobile manufacturers moved in the same
direction as manufacturing and overall plant and equipment
expenditures. The effect, of course, has been to dampen
decreases—as in 1954—and to moderate increases—as in
1955 and this year. Last year’s large programs of the auto-
mobile makers were an important contributory factor in the
advance of nearly a third in total manufacturing investment.

Investment strong in chemicals

Nondurable-goods manufacturers expect a 9 percent
increase in investment over last year. The largest relative
advance in investment from 1956 to 1957 is an increase of
almost one-fourth in expenditures by chemicals producers—
to $1.8 billion—with a strongly rising trend throughout 1957.
Oil companies show a 9 percent advance over 1956 to $3.4
billion, but there are signs of leveling in the second half.
Stocks of gasoline have been high since spring, and this is one
factor that has had a temporarily adverse effect on drilling
programs of the integrated refiners; fewer wells are being
drilled this year than last. Smaller-than-average increases
are seen in outlays by the food and beverage, paper, and
rubber industries—the last two following large gains last
year—while textile firms show a decline of 15 percent.

Capital Outlays by Industry Groups

BILLIONS OF DOLLARS
(o] 5 10 15 20
|

T | l

Manufacturing
and Mining ~

Commercial
and Other

Public Utilities

Transportation

! 1 1
(’* Includes third & fourth quarters anticipated by business

Data: SEC & OBE

Q. S, Department of C ., Office of Business Ec 67 -25-3
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Rise largest in public utilities

Of all the major industry divisions, programs of the public
utilities show the largest rise in 1957, about one-fourth.

In electric utilities, the recent rise in capital outlays,
which began in early 1956, extends through 1957. After °
seasonal allowances, expenditures in the final quarter of
the year are scheduled at a rate almost 60 percent above
their recent low point in the fourth quarter of 1955. Early
this year, trade sources had indicated that private power
companies would add more than 7 million kilowatts of new
capacity in 1957, and would make further additions of almost
14 million in 1958.

Gas utility expenditures from late 1955 through 1956 were
on a high plateau. Nineteen fifty-seven has witnessed a
stepping up in capital outlays with further rises scheduled
for the second half of the year.

Railroad programs

Railroad expenditures are scheduled to reach $1% billion
this year, as compared with last year’s figure of $1.2 billion.
The rise over 1956 is almost exclusively in equipment, which
is expected to make up over 70 percent of this year’s total,
as compared with two-thirds in 1956.

The fourth-quarter anticipation by the railroads suggests
some edging off from the peak rate scheduled in the summer
months. This may reflect the fact that railroad net income
had been comparing favorably with year-ago figures up to
the first quarter of 1957 but more recently has been falling
behind. The freight car program has been at the core of
recent investment of the roads. At midyear, car backlogs
were about one-fourth lower than they were in the previous
year, and represented 10 months of installations at the
high monthly rates that prevailed in the second quarter.
Installations of diesel locomotives have been running
below 1956 rates.

Other nonmanufacturing investment

Divergent trends characterize the other nonmanufacturing
groups. Although the 1957 expenditures for mining as a
whole are unchanged from 1956, this is the result of reduc-
tions in spending by iron ore, petroleum and gas companies
which offset increases by firms in c¢oal mining and in stone,
sand and gravel.

In nonrail transportation, increased outlays by the air-
lines, marine transportation, and oil pipelines are offsetting
declines in the motor carrier field. The airlines, as is well
known, have very large equipment orders outstanding.

In the commercial and other field, the 8 percent decline
from 1956 to 1957 reflects decreased spending by trade and
construction firms, offset in part by an increase in outlays
to a new peak by the communications industry.

Defense Facilities Program

. Last month the President signed into law a bill provid-
ing for the end of the Government’s program of rapid tax
amortization by December 31, 1959. The law also limits
the granting of new certificates in the interim to ODM-
approved capital facilities built to fulfill Defense Depart-
ment and AEC contracts and research and development
facilities for direct defense.

Between 1950 and the middle of this year, certificates had
been granted to facilities totalling over $38 billion, with
some $23 billion subject to rapid amortization. The esti-
mated total value of facilities granted rapid amortization
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privileges, according to the Office of Defense Mobilization,
by years, is as follows:

(Billions of dollars)
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There has been a considerable shift in the industrial dis-
tribution of certificates over the period shown in the table,
and in some industries certificates have covered a significant
portion of investment in recent years. In the Korean period,
most certificates were issued for manufacturing facilities.

From the beginning of 1955 to mid-1957, on the other hand,

Year Total Year Total more than half of the value of facilities for which certificates

have been granted has gone to railroads and public utilities,

. Lo while the manufacturing share has been small. These cer-

igg? ------------------- 1 (1)' ‘é igg §TTTTTTTTTIITTI 3y  tificates have totaled $2.1 billion in the case of the railroads

1952 CTITTTTTITTT 1303 (| 1986 TT1777777| 41 and $3 billion in the case of public utilities, or about two-

1953 Tl 5.0 || 1957 (1st half)__________ 1.2 thirds and two-fifths, respectively, of total gross fixed outlays

made in these industries in the same period.
Table 1.—Expenditures on New Plant and Equipment by U. S. Business,! 1955-57
[Millions of dollars]
1956 1957
1955 1956 1957 2
January-| April- July- | October- [January-| April- July- | October-
March June Septem- | Decem- [ March June Septem- | Decem-
ber ber ber ? ber 2

Manufacturing. e camcana . 11,439 14,954 16,191 2,958 3,734 3,834 4,428 3,505 4,183 4,414 4,089

Durable-goods industries.._ - 5,436 7,623 8,218 1,462 1,862 1,960 2,339 1,759 2,120 2,243 2,096
Primary iron and steel .. ___ . 863 1,268 1,684 219 306 206 447 327 437 452 468
Primary nonferrous metals..____. 214 412 875 69 88 103 152 147 217 252 259
Electrical machinery and equipm 436 603 653 104 142 158 199 126 152 184 191
Machinery except electrical . ___._______________ _________________ 809 1,078 1,257 227 254 267 330 270 317 338 332
Motor vehicles and equipment_.._______.___..___________________ 1,128 1,689 1,194 341 431 464 453 297 314 336 247
Transportation equipment excluding motor vehicles. . 274 440 596 77 103 120 140 126 150 168 152
Stone, clay and glass produets.. .. ___ . __ ... ... ___ - 498 686 604 132 172 181 201 135 156 155 158
Other durable goods 8. ____ .. 1,214 1,447 1,355 293 366 37 417 331 377 358 289

Nondurable-goods industries_....______ - 6,003 7,331 7,973 1,496 1,872 1,874 2,089 1,746 2,063 2,171 1,993
Food and beverages. ... oo iciccmacmeaaas 718 799 828 178 208 203 210 201 225 208 194
Textile mill products-___ 366 465 397 108 126. 110 121 111 114 92 80
Paper and allied products. .- - oo 518 801 847 155 203 206 237 192 216 240 199
Chemieals and allied products . . . oo 1,016 1,455 1,795 283 364 370 438 353 435 513 494
Petroleum and coal products... 2,798 3,135 3,418 627 803 813 892 728 892 929 869
Rubber products. _..__._____. 150 201 208 40 50 50 61 46 53 54 55
Other nondurable goods 4 437 475 480 105 18 122 130 115 128 135 102

Mining. . _ . 957 1,241 1,242 262 319 314 346 300 327 325 290

Railroads_._._____________. —— 923 1,231 1,457 297 325 2717 332 342 362 409 344

Transportation, other than rail .- 1,602 1,712 1,751 396 423 443 450 358 478 461 454

Public utilities__________ . 4,309 4,895 6,254 936 1,199 1,308 1,452 1,205 1,510 1,823 1,716

Communications_______ - 1,983 2,684 570 673 663 778

10,135 2,572 2,730 2,525 2,308

Commercial and other & - 7,488 8,364 2,043 2,207 2,062 2,052

Total.____.._ e cemmmem—mmmmm e 28,701 35, 081 37,030 7,462 8,880 8,901 9,838 8,282 9,590 9,957 9,201
Seasonally Adjusted at Annual Rates
[Billions of dollars]

Manufacturing___ . oo e | e e 13.45 14,65 15.78 15,81 16,12 16,25 16,21 16,20
Durable. - e am e cm e e e e mm e e e [ e mm e m e | e mmm e 6. 57 7.38 8.20 8.21 8.09 8.31 8.32 8.16
Nondurable .. e | e emaeee 6.88 7.27 7.58 7.60 8.03 7.94 7.89 8.04

Mg e d e mccciee e e e e 113 1.28 1.26 1.28 1.35 1.28 1.25 1,17

Railroad_________________ SOOI GU RGN U RSN SSEUSPRPN) IPUUSOUR IO 125 1,22 1.20 1.23 1.42 1.35 1.55 1.48

Transportation, other than rail JEES SRR ISR NI 1.65 1,63 1.79 1.76 1.52 1.82 L79 1.78

Public utilities____________ JRSS) DRSS I P 4,56 4,61 5.08 5,27 5,72 5.93 6,33 6,48

Commercial and other 5________ 10,78 11,10 10.76 L 10,76 10,40 10,10 10, 06

Total _____ . ___ . 32,82 34.49 35.87 36,46 36,89 37,03 37,23 37,17

1. Dzzta exclude expenditures of agricultural business and outlays charged to current
account.

2. Estimates are based on anticipated capital expenditures reported by business in late
July and August 1957. The seasonally adjusted data include in addition to a seasonal cor-
rection, an adjustment when necessary, for systematic tendencies in anticipatory data.

3. Includes fabricated metal products, lumber products, furniture and fixtures, instruments,
ordnance, and miscellaneous manufactures,

4. Includes apparel and related products, tobacco, leather and leather products, and print-
ng and publishing.

5. Includes trade, service, finance, and construction. TFigures for 1957 and seasonally ad-
justed data also include communications.

Note.—Data for earlier years were published in the June 1956 Survey of Current Business,
page 6.

Source: U. 8. Department of Commerce, Office of Business Economics, and Securities and
Exchange Commission.



by Herman L Liebling*

Financing the Expansion of Business

DEMANDS of business for capital funds have continued
at a high rate in 1957. With the maintenance of exception-
ally large investment requirements elsewhere in the economy,
pressures on the markets for funds remained heavy through-
out the first half of the year. Interest rates rose to new
highs for the postwar period, and monetary authorities con-
tinued their policy of credit restraint in an effort to contain
the large demands for borrowed funds.

Terms of equity financing remained favorable for corporate
business during the first half of 1957. With common stock
prices and corporate earnings little changed from their 1956

average, the cost of equity financing as reflected in the ratio -

of profits to stock prices was at about its postwar low.
While more recently stock prices have receded from their
summer high, they still compare favorably with the averages
for prior years.

Internal funds available from current operations showed
some further net expansion in the first 6 months of this year
as compared with the 1956 rate. With continuing growth
in the volume of fixed assets, on which accelerated amortiza-
tion was generally available, depreciation allowances pro-
vided increased funds for expansion purposes. Corporate
earnings did not differ much from the year-before rate as
sales were moderately higher but margins were reduced.
Dividends move up, however, and a lessened share of current
profits was available for reinvestment purposes.

Although internal funds have been somewhat larger this
year, the bulk of the increase in corporate long-term capital
requirements has been obtained from external sources, The
amount of equity raised from outside sources in the first 6
months of 1957 was the largest for any comparable interval
in the postwar period. However, such financing has con-
tinued to supply a relatively low proportion of total corporate
requirements. Borrowing again has been the principal
source of external funds for corporate business.

New data on industry patterns

Background for the 1957 financial experience of corporate
business is contained in table 1, which presents a summary
view of the funds used and the sources from which these
were drawn in 1956 and earlier years. In addition, tables 2
through 6 present for the first time data of the same type for
several broad industrial divisions of the economy. Although
it is not feasible at this time to provide annual series for the
industry groups covered in these tables, the figures shown for
the decade 1947-56 and for 1956 separately depict the major
industrial patterns of postwar financing. The light which
these figures shed on the differing industry experience will
be reviewed in the second part of this article.

Corporate Financing in 1957

ReceEnt long-term financing requirements of corporate
business are highlighted in the accompanying chart, which
shows for all nonfinancial corporations the use of funds for
fixed and net working capital purposes in the first 6 months
of each of the last 3 years, and the principal sources utilized
in financing these needs.

As described earlier in this issue of the SurvEY, business
invested a record total in plant and equipment during the
first half of 1957. The corporate share of these expenditures
amounted to more than $15 billion—about $1% billion, or
12 percent, above outlays in the first 6 months of last year.
In addition, corporations raised about $3 billion in long-
term funds to finance additions to net working capital (the
excess of current assets over current liabilities). This latter
requirement was not quite so large as in early 1956, so that
total long-term requirements of roughly $18 billion in the
first half of this year were about $1 billion over the previous
first-half record reached last year.

The principal features of working capital changes in 1956
and 1957 may be summarized as follows:

NOTE.—MR. LIEBLING IS A MEMBER OF THE NATIONAL ECONOMICS
DIVISION, OFFICE OF BUSINESS ECONOMICS,
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1. In contrast to last year, when corporations were adding
to their inventories at a fairly rapid rate, changes in inven-
tory holdings in the first 6 months of this year were largely
seasonal in nature. Thus, the book value of corporate inven-
tories rose by about $2 billion in the first half of 1957, con-
trasting with an increase of over $5 billion in the comparable
1956 period. Most of this change from 1956 to 1957 was
accounted for by manufacturing firms.

2. Customer receivables financing also appears to have
been less of a factor in corporate requirements in 1957 than
in the first half of 1956 when book credit extended to con-
sumers and unincorporated business firms was expanded by
$3% billion.

3. In the past several years, Federal income tax payments
have been seasonally high in the first half of the year, ex-
ceeding tax “set-asides” by a wide margin. In 1957, how-
ever, the tax drain was not so pronounced as a year ago.
In large part this was because of the accelerated tax pay-
ment program now under way to put corporations closer to
a pay-as-you-go basis and to equalize payments throughout
the year.
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In 1956, the larger corporations which account for the
major share of total profits tax liabilities paid 20 percent
of the currently accruing Federal profits taxes in the second
half of the year, as against 10 percent in 1955. The propor-
tion is scheduled to be 30 percent this year, and by 1959
corporations will be paying their taxes in four more or less
equal installments beginning in September of that year.

4. There was some letup in corporate short-term bank
borrowing in the first half of 1957, no doubt reflecting in
large part somewhat lessened working capital needs. The
dampened trend in use of bank funds was also attributable
to the Federal Reserve’s policy of credit restraint.

Available data suggest that most of the major manufactur-
ing groups have reduced their 1957 bank credit demands
from the exceptionally high rate of borrowing in 1956. The
slowing of the rate of increase has been most pronounced
in the case of metal manufacturers. Trade concerns also

Corporate Financing
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borrowed less in the first half of this year than in the same
period a year ago. On the other hand, the sales-finance
company and public utility groups made greater use of bank
facilities in 1957.

In the case of finance companies, the substantial increase
this year contrasted with a net liquidation in the first half
of 1956, when these companies were in the process of funding
shorter-term loans. The increase in utility borrowing has
been exceptionally large throughout the last year and a half.

5. In the first half of 1956 corporations drew down their
liquid assets—by almost $8 billion—in meeting their heavy
current and fixed ecapital needs. Such liquidation also
occurred this year, but on a lesser scale—around $5 billion
which was more in line with existing seasonal requirements.

It will be recalled that in the calendar year 1956 corpo-
rations sold $4.7 billion of U. S. Government securities to
help provide the necessary funds for business expansion.
This sell-off, following a sizable accumulation of Government
securities in 1955, explains the sharp reduction in the net
accumulation of corporate financial assets in 1956 as com-
pared with 1955 (table 1).

The classification used in table 1—that of treating changes
in assets as ‘“‘uses” and changes in liabilities and capital
accounts as ‘‘sources”’—is probably most suitable for time-
series analysis. However, in evaluating what happened in
the business upsurge of 1956 and 1957 a more meaningful
picture of events is obtained by treating the reductions in
liquid assets for what they were, namely, the source from
which additional funds necessary to finance corporate busi-
ness expansion was derived. Furthermore, the treatment of
recent changes in Federal income tax liabilities may also be
reversed from that of table 1 for the same reason.

Understanding of the changes from 1955 to 1956 is
furthered by the rearrangement of the data for those years
given in the accompanying table.

[Billions of dollars)

1955 1956
The uses of funds:
To increase physical assets________________._ 29. 2 37.8
To increase customer receivables and miscel-
laneous assets_ - _ - __ . _ . _______._______._ 10. 9 7.9
Subtotal.__ ... ___._ 40. 1 45. 7
To increase liquid assets in 1955_ ___________ 4.7 | _._
Payments on Federal income taxes in excess
of tax acceruals in 1956_____ _____ ___ .. _|___..____ 1.5
Total used_ ... . . 44. 8 47. 2
The sources of funds:
Retained profits and depreciation___.______._ 24.0 24. 8
From outside sources___.____ . __________ 18. 8 18. 6
Subtotal ... ___ o _____. 42. 8 43. 4
From reduction of liquid‘assets in 1956 ___ __|_.__.____ 4.0
From Federal income tax accruals in excess of
payments in 19556 ____________________ 2.8 | oo
Total sourees_. - _______ 45. 6 47. 4

(The total funds used should, of course, equal the sources
of financing; the small discrepancies evident are due to
inadequacies in the estimating materials.)

Unlike last year, when corporations were able to add to
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their normal sources of funds by liquidating some of their
U. S. securities, thus far in 1957 this source appears not
to have been a significant factor, after allowing for seasonal
influences. This may explain, in part at least, the increased
dependence of corporate firms on external sources in 1957.

Long-term financing in record volume

As may be seen from the lower half of the corporate
financing chart, the amount of long-term funds raised by
corporate business in the first half of this year was greater
than in either of the past 2 years of generally high and rising
investment outlays. The major share of additional long-
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term capital needs was derived from sales of new securities.

The net inflow of funds from bond sales in the first 6
months of this year amounted to $3% billion, about $1 billion
more than in the comparable period last year. Funds realized
from net new stock issues in the 1957 period amounted to
$2 billion, compared with a $1 billion realization in each of
the half-yearly periods of 1955 and 1956.

Depreciation allowances have continued to mount, reach-
ing an annual rate of about $18 billion in the first half of
1957, $1% billion above a year ago. On the other hand,
retained earnings, which are currently at an ahnual rate of
around $8 billion for nonfinancial corporations, have tended
downward over the past 2 years.

Postwar Industry Differences

Tue INpuUsTRY groups covered in tables 2-6 accounted
for over $293 billion, or 90 percent, of funds used by non-
financial corporations in the past decade.! Outlays on plant
and equipment made up two-thirds of this total. It is of
interest to note that, while the proportion of fixed capital
spending is large for all corporations, there is much varia-
tion among the major industries, as shown in the chart.

At one extreme stand the public utility-communications
group and the railroad industry, in which outlays on fixed
facilities account for practically all of capital requirements.
Over the postwar decade, railroads used roughly $12 billion
for fixed facilities, but on a net basis used practically no
additional funds for working capital purposes. Working
capital was of only slightly greater relative importance in the
requirements of the utility and communications groups,
accounting for less than one-tenth of the total.

At the other extreme is the corporate trade group, in which
fixed capital outlays of $15 billion accounted for only slightly
more than one-third of their total requirements. In the
distributive industries, financing of customer receivables
required almost as much as spending on fixed facilities, and
inventory financing was of only shightly less importance.
In the 10-year period, trade corporations also added to their
liquid assets to a somewhat greater degree than other
industries.

While working capital requirements are of special im-
portance in trade, it may be noted that the figures for this
industry probably tend to understate, relative to other
industries, the significance of spending on fixed facilities used
in distribution. This results from the fact that store and
warehouse facilities are frequently rented and, in such cases,
expenditures for modernization and expansion are classified
in other industries, notably in real estate.

Manufacturing corporations present a pattern intermediate
between the utility groups and trade. Reflecting this, as
well as the fact that manufacturing accounted for roughly
half of all nonfinancial capital requirements in the postwar
period, the financing pattern for manufacturers closely
resembles that for all industries.

1 It is not feasible at this time to construct a “sources and uses’ account for the noncovered
groups, either separately or in combination. One should not attempt to derive such an ac-
count by deducting the covered groups from the aggregate shown in table . In the first place,
real estate operators are not consistently covered in the sources and uses accounts, being
omitted altogether in the O BE-SEC plant and equipment figures incorporated in this study.
This situation does not substantially affect the analysis of either the aggregate picture or the
industry detail presented in this article, but would seriously distort figures for the noncovered
industries derived by residual computations. As a further consideration, such computations
might also reflect errors in the estimates to a magnified degree.

Manufacturing and mining corporations’ plant and equip-
ment outlays in the 1947-56 period amounted to over $110
billion, or almost two-thirds of total capital requirements.
An additional $29 billion, or 17 percent of the total, was used
to finance inventories, and $24 billion, or 14 percent, was
involved in financing customer receivables. As was the
case generally, additions to manufacturers’ liquid assets
were extremely modest for the postwar period as a whole,
accounting for less than $10 billion, or 5 percent of total
uses. It 1s to be recalled in this connection that as a result
of wartime developments corporations entered the postwar
period in an extremely liquid position, which permitted a
very considerable expansion of business without a corres-
ponding need for drawing upon outside resources.

Industry sources of financing

Three-fifths of all capital funds used by corporate business
in the postwar period has been derived from internal sources,
i. e., retained earnings and depreciation allowances. An
additional one-fifth has been raised in long-term markets,
with debt issues predominating, while the remainder has
involved increases in short-term debt, principally accounts
payable and bank debt.

The new data presented here show wide variations in the
pattern of postwar financing among different industries. For
example, table 2 shows that in the 1947-56 period railroads
depended on internal sources for almost 80 percent of require-
ments, with retention of earnings and depreciation allowances
each contributing roughly equal amounts. 'Trade concerns
also depended more heavily than average on internal
financing, which accounted for roughly two-thirds of total
funds raised by these corporations. The role of internal
financing in manufacturing and mining again was about
the same as for industry in the aggregate.

The regulated public utility and communications industries
were least able to draw upon internal sources, which supplied
only 30 percent of total requirements. Both depreciation
allowances and profit retentions in these industries were
below the all-industry average relationship, and particularly
striking was the small role played by reinvested earnings.
The rates charged by these industries are regulated by
Government bodies and they have not duphcated the
earnings records of business as a whole. Both of these
industry groups normally do not have large retained earnings
and depend upon external sources for whatever financing is
needed in excess of depreciation allowances.
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Public utility and communications companies raised over
50 percent of their postwar requirements in the new securities
markets, in contrast to proportions of less than one-fifth for
all industries combined, one-tenth for manufacturing, min-
ing, and nonrail transportation, 3 percent in the case of rail-
roads and a negligible ratio in trade. Of the funds raised
in the new issues markets by the communications industry,
two-thirds took the form of equities—practically the reverse
of the experience for the utilities group which relied more
heavily on long-term borrowing.

In this context, it may be noted that in the original financ-
ing transactions through which funds were raised by the
communications group debt issues were used to a much
greater extent than indicated by the one-third ratio just
indicated. A large fraction of these debt issues, however,
included conversion-to-stock features, which, when acted on,
served to raise the amount of equity funds obtained.

Differences in investment program emphasis are broadly
reflected in the industrial use of short-term credit. Whereas
only 5 percent of total requirements of the utilities and rail-
roads were covered by short-term debt in the 1947-56 dec-
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ade, such borrowing accounted for a fourth of needs in the
case of trade corporations, for which additions to inventories
and customer receivables are customarily important require-
ments. The major part of short-term debt utilized in the
trade group takes the form of book credit extended by man-
ufacturers and other suppliers of merchandise. This type
of credit, it may be added, has become increasingly important
in the recent period under the policy of restraint exercised
by the central bank authorities.

Bank loans do not loom especially large in the overall
financing picture for most corporations, with the proportion
of such loans to total requirements varying from less than
2 percent in the communications industry to 8 percent in
trade. Of course, as a proportion of total external financing,
bank borrowing is much more important. Bank loans were
one-fourth of total external funds raised by trade concerns,
and one-fifth or less of external requirements in industries
other than the utilities-communications groups. In the
financing of the latter firms bank loan expansion accounted
for less than 5 percent of total outside funds obtained in the
postwar period.

Table 1.—Sources and Uses of Corporate Funds !

[Billions of dollars]

1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 1956

Increase in physical assets, total______ 23.7 24.1 23.0 12.7 26.7 31.0 23.3 25.4 20.4 29.2 37.8
Plant and equipment__._._______ 12. 5 17. 0 18. 8 16. 3 16. 9 21. 6 22,4 23. 9 22. 4 24. 2 29.9
Inventories (book value)______.___ 11. 2 71 4, 2 —3.6 9.8 9 4 .9 1.5 —2.0 50 7.9
Increase in financial assets, total______ —. 5 8.6 5.3 3.8 18. 6 8.1 6.7 3.4 ® 15. 6 3.9
Receivables_________________.___ 4.8 7.6 4.1 .6 13.8 4.7 58 1.1 1.2 10. 3 7.6
Ol Eq| se| zs| S8| 0| se| 35| 27| i #8| &

Cash and U. 8. Government
SeCUrities. ... _____. —4. 7 1.0 1.0 3.2 4.5 2.8 .1 2.1 —1.0 4.7 —4.0
Cash (including deposits) - __ L1 2.2 .3 1.2 1.6 1.9 .8 .4 .8 .6 .7
U. 8. Government securities.| —5.8 —12 .7 2.0 2.9 .9 —. 7 1.7 —1.8 4.1 —4.7
Other assets_ ... ____._.___._._. —. 6 ®) .2 ® .3 .6 .8 .2 -2 .6 .3
TOTAL USES________.___ 23.2 32.7 28.3 16.5 45.3 39.1 30.1 28.8 20.4 44. 8 41.7
Internal sources, total ________________ 11.4 16.6 18.6 14.7 20.2 18.1 16. 8 18.3 18.9 24.0 24.8
Retained profits®________________ 72 11. 4 12. 4 7.6 12. 4 9.1 6. 4 6. 5 5. 4 8. 8 81
Depreciation____________________ 4. 2 5 2 6. 2 7.1 7.8 9.0 10. 4 11. 8 13. 5 15. 2 16. 7
External long-term sources, total______ 4.2 6.3 7.2 4.3 4.2 7.8 9.4 7.6 6.4 8.7 11.5
Stoeks L ___ 1.3 1. 4 1.2 1.6 1.7 2.7 3.0 2.3 2.1 2.5 3.0
Bonds__ . _____________ 1.1 3.0 4.7 3.3 2.0 3.6 4.9 4.8 3.8 4.5 5.2
Otherdebt.________._________.___ 1.8 1.9 1.3 —. 6 .5 1.5 1.5 .5 .3 1.7 3.3
Short-term sources, total_____________ 6.3 9.5 3.2 —3.7 19. 1 12.9 3.9 2.9 —4.9 12.9 5.6
Bankloans_.____________________ 2.1 1.4 .5 —1.7 2.1 3.9 1.6 —. 1 —11 3.0 2.2
Trade payables_ . ____ . _________ 3.7 4.5 13 —. 3 8 8 2.7 2.7 .4 —11 5.4 2.9
Federal income tax liabilities.___| —1.6 2.1 1.0 —2.2 7.2 4 4 —2.8 .4 —3.0 2.8 —~L5
Other—___ . __ ___ ______________. 2.1 1.5 .4 .5 1.0 19 2.4 2.2 .3 L7 2.0
TOTAL SOURCES________ 21.9 32.4 29.0 15.3 43.5 38.8 30.1 28.9 20.4 45.6 41.9
Discrepancy (useslessso