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CORPORATE DEMANDS ON THE CAPITAL MARKET

Corporate demands on the capital market
have been extraordinarily large in recent
years. Corporate security offerings for new
capital totaled 9 billion dollars in 1952, and
were sustained at a relatively high level in
the first quarter of 1953. In addition, some
corporations have obtained funds for financ-
ing plant and equipment expenditures and
other longer term needs by borrowing from
commercial banks on a term loan basis.

This demand on the capital market, which
in large part reflected increased plant and
equipment expenditures and lower retained
earnings, was concentrated in the manufac-
turing and electric and gas utility industries.
Of the 9 billion dollar total of corporate se-
curity issues for new capital, nearly 4 billion
were offered by manufacturing industries,
with over half accounted for by the ma-
chinery, petroleum, and chemical industries
alone. Electric and gas utilities offered 2.6
billion dollars of securities.

Despite further narrowing of the spread
between bond and stock yields during 1952,
debt obligations accounted for nearly four-
fifths of all corporate security offerings—
roughly the same proportion as in 1951 and
1950. Over half of these debt offerings were
placed privately with life insurance com-
panies and other institutional suppliers of
long-term funds. While the volume of stock
offerings remained unchanged from 1951,
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NOTE.—Weekly figures. Common stock and bond yields
from Moody's Investors Service; preferred stock yields from
Standard and Poor's corporation. Common stock yields are
for 125 industrials and are monthly through 1950; preferred
yields are for selected high-grade issues. Latest figures shown
are for week ending April. 4.

the proportion of preferred issues declined
and that of common stocks rose.

Savings of individuals have increased in
each of the past two years. Part of the en-
larged individual savings has been in the
form of financial assets, including direct in-
vestment in corporate securities; part has
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gone into pension and trust funds, purchases
of life insurance and annuities, and deposits
in savings institutions. These savings, to-
gether with funds obtained from repayment
of existing loans and investments, enabled
financial institutions to supply a large share
of the long-term funds sought by corpora-
tions.

FACTORS IN DEMAND FOR LONG-TERM FUNDS

Record expenditures for new plant and
equipment and increased working capital
requirements associated with high level busi-
ness activity and higher cost levels have
added substantially to corporate needs for
funds during the past several years. These
needs have been met in large part with funds
obtained from operations. The supply of
such funds, however, decreased by nearly
one-third from 1950 to 1952, making it neces-
sary for many corporations to seek additional
funds from outside sources. Also, much of
the recent expansion of productive capacity
has been undertaken by electric and gas utili-
ties, which customarily rely heavily on exter-
nal sources for financing their capital ex-
penditures.

Plant and equipment expenditures. Total
corporate and noncorporate business expend-
itures for new plant and equipment rose
sharply following the outbreak of Korean
hostilities and reached a record 26y2 billion
dollars in 1952, roughly 3 per cent more than
in 1951 and 28 per cent more than in 1950.
Manufacturing and electric and gas utility
industries accounted for most of the increase
from 1950 to 1952. Increases from 1951 to
1952 for these industries more than offset
declines in expenditures of the mining, rail-
road and other transportation, and commer-
cial and miscellaneous industries. Within
manufacturing, expenditures of the primary
iron and steel, nonferrous metal, machinery,

motor vehicle, chemical, and petroleum in-
dustries rose from 1951 to 1952. Increases in
these industries more than offset declines in
expenditures of the food and kindred prod-
uct, textile, paper, rubber, fabricated metal
products, and stone, clay, and glass industries.

BUSINESS EXPENDITURES FOR N E W PLANT AND EQUIPMENT

[In billions of dollars]

Industry

All industries

Manufacturing . . .
Primary iron and steel..
Primary nonferrous
Machinery
Chemical
Petroleum . . .
Other

Mining

Electric and gas utilities..

Railroads

Transportation, other
than rail

Commercial and other2 . . .

1951

1st
half

12.0

4.9
0.4
0.1
0.4
0.6
0 9
2.4

0.4

1.6

0 7

0 . 8

3 . 5

2nd
half

13.7

6.0
0.8
0.2
0.6
0.7
1 2
2.5

0.5

2.0

0 8

0 . 7

3 . 7

1952

1st
half

12.9

5.8
0.7
0.3
0 5
0.7
1 3
2.3

0.4

1.7

0 7

0 . 7

3 . 5

2nd
half

13.5

6.2
0.8
0.3
0.6
0.8
1 3
2.3

0.4

2.1

0 6

0 . 6

3 . 5

1953 l

1st
half

13.5

6.2
0.7
0.3
0.6
0.8
1 5
2.3

0.4

2.2

0 7

0 . 6

3 . 3

2nd
half

13.5

5.8
0.6
0.3
0.6
0.8
1.4
2.2

0.5

2.1

0.6

0 . 8

3 . 7

1 Anticipated by business. Second-half figures derived from
annual and first-half anticipations.

* Includes communication, trade, service, finance, and construc-
tion.

NOTE.—Estimates of Department of •Commerce and Securities
and Exchange Commission for corporate and noncorporate busi-
ness. Details may not add to totals because of rounding.

The record volume of business plant and
equipment expenditures in 1952 may be sur-
passed this year. A recent SEC/Commerce
survey revealed that outlays totaling an esti-
mated 27 billion dollars are anticipated by
business for 1953. The increase from 1952
reflects some carryover of projects whose
completion was delayed by the steel strike,
as well as some recent increases in 1953 capi-
tal expenditure programs over those reported
in a survey made last fall. To a greater
extent than last year, plant and equipment
expenditures anticipated for 1953 are concen-
trated in industries such as public utilities,
petroleum, chemicals, and machinery that
rely heavily on external financing.
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Business plant and equipment expendi-
tures on a seasonally adjusted annual rate
basis are expected to total 27.5 billion dollars
in the first quarter of 1953, compared with
27.0 billion in the forth quarter of last year.
A further rise to 28.1 billion is anticipated
for the second quarter. Comparison of cur-
rent seasonally adjusted rates of expenditure
with the total anticipated for 1953 suggests
some decline later in the year. In recent
years, however, actual expenditures during
the second half have generally exceeded
anticipations.

Wording capital requirements. Although
financing of plant and equipment expendi-
tures accounted for the greater part of cor-
porate demand for long-term funds in 1952,
working capital requirements were also an
important factor. Of the 9 billion dollar
total of corporate security offerings, nearly
2 billion—or about one-fifth—were to pro-
vide working capital.

The necessity for larger cash working bal-
ances and the desire to improve liquidity po-
sitions were probably the most important fac-
tors contributing to this long-term financing
of corporate working capital requirements.
As additional productive capacity is com-
pleted and brought into operation, compa-
nies find their need for working funds
increased by larger payroll and inventory re-
quirements and, since these are more or less
permanent, they tend to finance through
bond or stock issues rather than with short-
term bank or trade credit.

Corporations generally are also finding
that the shifting of a larger proportion of
their Federal income tax payments into the
first half of the year has raised somewhat the
required level of liquid asset holdings. This
shift in tax payments, which was provided
for by the Mills Amendment to the Revenue
Act of 1950, required most corporations to

pay 70 per cent of their prior year's Federal
income tax liability in the first half of 1952,
as contrasted with 60 per cent in the first
half of 1951. This year, with 80 per cent of
total income tax payments falling due in
the first half, the drain on corporate liquid
assets is still greater.

The decline in liquidity position of busi-
ness corporations in the aggregate—as meas-
ured by the ratio of cash and United States
Government securities to total short-term in-
debtedness—that began in mid-1950 con-
tinued during 1952, though at a much more
moderate rate. In an effort to check this
decline, or to improve their liquidity posi-
tions, some companies took steps to fund
existing short-term indebtedness and/or
build up their liquid asset holdings with the
proceeds of security issues.

Inventory accumulation, while contribut-
ing to the working capital requirements of
some companies, was not nearly so impor-
tant a factor in 1952 as it was in the preceding
year. Largely as a result of the steel strike,
corporate inventory holdings declined by 2
billion dollars in the second quarter of 1952.
The reduction temporarily freed some funds
for tax payments and other working capital
purposes. While there was some addition to
the book value of corporate inventory hold-
ings during the second half, and particularly
during the fourth quarter, the increase over
the year 1952 as a whole amounted to only
0.1 billion dollars, as contrasted with 10 bil-
lion in 1951.

Growth in manufacturing and trade inven-
tories during January and February suggests
that corporate inventory holdings probably
rose during the first quarter of 1953, though
at a substantially slower rate than that of
fourth quarter 1952. While additions to in-
ventory are oftentimes financed with trade
or bank credit, the desire to avoid further
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expansion of short-term indebtedness may
have prompted some companies to seek
longer term financing of their recent inven-
tory accumulation.

Funds from operations. Corporate profits
were adversely affected in 1952 by strikes in
the petroleum and steel industries. From a
seasonally adjusted annual rate of nearly 43
billion dollars in the first quarter, profits
before taxes declined to an average of 37^4
billion in the second and third quarters.
Marked advances in production and sales
resulted in a sharp increase in profits during
the fourth quarter; nevertheless, the total for
the year was roughly 3 billion dollars, or
7 per cent, less than in 1951.

Although corporate depreciation allow-
ances in 1952 exceeded those of 1951 by
roughly ll/2 billion dollars, the volume of
corporate funds from operations, shown in
the chart, declined by about one-fourth from
1951 to 1952. This decline in funds from
operations was almost entirely attributable
to the lower level of profits before taxes
and to the substantially larger volume of
Federal income tax payments, since dividend
disbursements were about the same in both
years. Moreover, with approximately 70 per
cent of 1952 income tax payments concen-
trated in the first half of the year, funds from
operations averaged less than 3 billion dol-
lars in the first and second quarters, as com-
pared with 6l/2 billion for the comparable
quarters of 1951 and the last half of 1952.

Since production and sales continued
at advanced levels durings the first quarter
of 1953, profits before taxes are believed
to have been correspondingly large. With
the completion of additional productive
facilities, including those for which ac-
celerated amortization has been approved,
corporate depreciation allowances are con-
tinuing to increase. First quarter dividend

CORPORATE FUNDS FROM OPERATIONS

^PROFITS AFTER
PAYMENTS of INCOME
TAXES and DIVIDEND'S

VA

DEPRECIATION ACCRUALS**

1950 1951 1952

NOTE.—Quarterly rates without seasonal adjustment. Fed-
eral Reserve estimates based on Department of Commerce and
other data.

payments, moreover, are customarily smaller
than those of the fourth quarter, which fre-
quently include substantial year-end extras.
On the other hand, first quarter income tax
payments were much larger this year than
last, primarily as a result of the Mills pro-
vision which requires that 40 per cent of the
1952 tax liability be paid in the first quarter
of 1953. Thus, despite continued advanced
levels of profits before taxes and increased
depreciation allowances, first quarter 1953
corporate funds from operations were prob-
ably substantially lower than those of the
fourth quarter of 1952.

CORPORATE SECURITY FINANCING

Corporate security offerings for new capi-
tal totaled an estimated 9.0 billion dollars
in 1952, compared with 7.1 billion the pre-
ceding year. During the first quarter of
1953, such issues amounted to 1.9 billion,
roughly the same as for the first quarter of
1952. The 1952 total was an all-time record,
if issues of investment companies are ex-
cluded from security offerings of the late
twenties. It was accounted for in large part
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by manufacturing and utility corporations,
and consisted largely of debt obligations.

Major issuers. Manufacturing industries,
whose outlays of 12 billion dollars repre-
sented nearly half of corporate and noncor-
porate business expenditures for plant and
equipment in 1952, accounted for over two-
fifths of all corporate security issues for new
capital during the year. Within manufac-
turing, the chemicals, machinery, and petro-
leum groups offered the largest volume of
new issues, totaling 2.2 billion.

Second in importance as an issuer of se-
curities during 1952 was the electric and gas
utility industry. New capital offerings of
this industry totaled 2.6 billion dollars, com-
pared with plant and equipment expendi-
tures of 3.8 billion. Following public utili-
ties, in the order of their importance as issuers
of securities, were the communication, trans-
portation other than rail, and railroad indus-
tries. Included in the communications of-
ferings was the 490 million dollar convertible
debenture issue of the American Telephone
and Telegraph Company—the largest single
corporate offering on record. Oil pipeline
financing was an extremely important fac-
tor in the other transportation group, whose
security offerings during 1952 totaled 450
million dollars—over three times as much
as in 1951.

First quarter 1953 security offerings by
electric and gas utility companies were some-
what larger than those of first quarter 1952,
while the volume of manufacturing cor-
poration issues, including takedowns on pri-
vate placements, was somewhat smaller. As
yet, however, there is no clear-cut evidence
of a shift in the relative importance of major
industrial issuers, particularly if the Allied
Chemical and Dye offering on April 1 of
200 million dollars of debentures—the
largest recorded public offering of any manu-

CORPORATE SECURITY ISSUES
FOR NEW CAPITAL
Bil l ions of Do l la rs

10

1950 1951 1952 1953

NOTE.—Securities and Exchange Commission data, with first
quarter 1953 partly estimated by Federal Reserve.

facturing corporation—is taken into account.
Types of securities offered. Debt obliga-

tions, including bonds, notes, and deben-
tures, accounted for four-fifths of all corpo-
rate security issues for new capital in 1952
and the first quarter of 1953. This was
roughly the same proportion as in other re-
cent years, with the exception of 1951 when,
as a result of temporarily unsettled condi-
tions in the bond market, debt obligations
declined to slightly less than three-fourths
of the total.

Under the impact of heavy over-all de-
mand for long-term funds by corporations
and others, yields on corporate bonds have
been edging upward; those on common
stocks have been declining since 1949. De-
spite this narrowing of the spread between
bond and stock yields, there has been no
clearly discernible trend toward increased
reliance on external equity financing. The
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differential cost of debt and equity funds
still favors use of the former, especially since
interest is treated as a deductible expense in
computing taxable income, while dividends
are not.

While the proportion of equity to debt
security offerings has remained relatively
constant over the past few years, financing
through bonds convertible at the option of
the holder into common stock has grown
appreciably. From negligible amounts in
1948-50, the total of such convertible bond
issues rose to about 490 million dollars in
1951 and to more than 940 million in 1952.

From the standpoint of the issuing cor-
poration, convertible bonds offer the distinct
advantage of relatively low cost financing
during the period of installation and initial
operation of productive facilities, and at the
same time facilitate eventual repayment of
the debt through conversion into equity
shares. Moreover, since convertible bonds
offer the investor opportunities for capital
gains and profit-sharing comparable in many
respects with those of equity ownership—
along with greater assurance of income and
protection against capital loss—they may be
offered at somewhat lower rates of interest
than would be required to market ordinary
bonds or debentures.

SOURCES OF LONG-TERM FUNDS

During the past several years long-term
corporate financing from external sources
has been facilitated by large savings of
individuals. Personal saving, as computed
in the national income accounts, totaled
18 billion dollars in 1952—up one billion
from 1951 and nearly 7 billion larger than
in 1950. Such saving is still being main-
tained at a high level.

While direct investment by individuals
in corporate bonds and stocks has provided

corporations with part of their long-term
funds, a larger proportion has been supplied
through such financial intermediaries as pen-
sion and trust funds, life insurance com-
panies, and savings institutions, which accept
individuals5 savings and channel them into
various types of investments. The inflow of
savings into life insurance companies and
mutual savings banks—two of the principal
institutional suppliers of business funds—
was nearly one-third greater during 1952
than in 1951, and in the first quarter of 1953
was somewhat larger than in the first quarter
of last year.

Role of private placements. The impor-
tance of financial intermediaries as suppliers
of long-term corporate funds is indicated in
part by the volume of corporate securities
privately placed with such institutions. In
1952 private placements totaled a record 4.1
billion dollars, compared with the previous
peak of 3.4 billion in 1951. The proportion
of debt obligations that was privately placed
was smaller in 1952 than in 1951. The 1951
ratio, however, was unusually high and un-
doubtedly reflected efforts by a number of
companies to avoid bond market uncertain-
ties of that year by placing their securities
and loans directly with institutional lenders.

Institutional financing. Life insurance
companies and mutual savings banks to-
gether increased their holdings of corporate
securities by 3.9 billion dollars in 1952. This
was the largest increase of any postwar year
except 1948, when they added 4.2 billion, as
the chart shows. During the first quarter of
1953 their additions about equaled those of
first quarter 1952.

It should be noted, however, that relative
to the net increase in outstanding corporate
securities, additions to life insurance com-
pany and mutual savings bank holdings of
such investments were smaller in 1952 than
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GROWTH IN CORPORATE SECURITIES
AND IN SELECTED INSTITUTIONAL HOLDINGS
Billions of Dollars

TOTAL CORPORATE
SECURITIES OUTSTANDING

LIFE INSURANCE and MUTUAL SAVINGS
BANK HOLDINGS

1946 1948 1950 1952

NOTE.—Increases in outstanding corporate securities, which
exclude those of investment companies and foreign corporations
and reflect cash transactions only, are compiled by the Securi-
ties and Exchange Commission. Data on increases in institu-
tional holdings of corporate securities are from Institute of
Life Insurance and Federal Reserve.

in any previous postwar year except 1951.
During 1952, both life insurance companies
and mutual savings banks restricted their
new loans and investments more closely to
the supply of funds available from premium
receipts or deposits, repayments on outstand-
ing loans and investments, and net invest-

ment income. Investment funds obtained
through reduction of their combined hold-
ings of Governments amounted to about
one billion dollars; in 1951 the reduction
totaled nearly 3l/2 billion and was neces-
sitated in part by the large volume of com-
mitments outstanding at the beginning of
the year.

Increases in corporate security holdings of
life insurance companies and mutual savings
banks relative to changes in outstanding cor-
porate securities have been progressively
smaller each year since 1946. This smaller
increase reflects in part the emergence of
other sources of long-term investment funds,
including larger purchases by individuals;
in part the relatively larger proportion of
debt obligations, which are subject to amorti-
zation, in the portfolios of these institutions.

A continued inflow of individuals' sav-
ings at relatively high levels, and an increas-
ing volume of funds from amortization pay-
ments, will provide financial intermediaries
with a large volume of funds during 1953.
Thus, they should be in a position to meet
a substantial proportion of corporate de-
mands for long-term funds.
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