
Financing Business Investment

WIDESPREAD DECLINES in business invest-
ment outlays this year have been accom-
panied by reductions in both corporate
profits and external financing. Business
use of bank credit has been sharply cur-
tailed and capital market flotations, while
large, have been below last year's record
volume. Contraction in external financing
needs has been greatest in durable goods
manufacturing industries, but it has also
occurred in almost every other industry.

Expenditures for capital goods have been
smaller than in 1957, and business has
liquidated inventories on balance this year
in contrast with net accumulation a year
earlier. As a result, total outlays for plant,
equipment, and inventories have declined
sharply. Financing needs for other pur-
poses, such as income tax and dividend
payments and customer financing, have also
been smaller on balance than they were in
the first half of last year.

Corporate profits have decreased rela-
tively less than total outlays, and profits
have supplied a larger proportion of financ-
ing needs than in the first half of other
recent years. The downturn in profits began
in early 1957 but was moderate through the
third quarter. By the first quarter of 1958
profits had dropped to a level about one-
fourth lower than a year earlier. The in-
crease in depreciation provisions was small
relative to the drop in profits.

Reflecting reduction in external financ-
ing needs, bank loans have been repaid and
corporations have offered a smaller volume
of security issues for new capital. An un-
usually large proportion of the funds raised
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producers' durable equipment, and change in nonfann busi-
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in capital markets this year has been used
to repay bank loans, and the volume of
issues to refinance outstanding securities
has been the largest since 1955. Sub-
stantial repayment of bank loans and other
short-term debts has apparently resulted in
the maintenance of corporate liquidity at
the late 1957 level, despite relatively large
reductions in corporate holdings of cash and
United States Government securities.

BUSINESS INVESTMENT

Business plans to spend $30.8 billion on
new plant and equipment in 1958, or 17 per
cent less than in 1957, according to the
most recent survey by the Securities and
Exchange Commission and the Department
of Commerce. This is a sharper decline than
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occurred from 1953 to 1954 or from 1948
to 1949.

Spending for fixed capital in the first six
months of 1958 is estimated at $15.6 billion
compared with $17.9 billion in the same
period of 1957. Among manufacturing in-
dustries, declines ranged from less than one-
tenth in the nonelectric machinery and
chemical groups to more than one-third in
the textile and motor vehicle industries.
Motor vehicle producers, whose capital
outlays have declined sharply in each of the
past two years, are estimated to have spent
less than half as much on new plant and
equipment in the first six months of 1958
as in the same period of 1956. The only
major industrial group that has spent more
on plant and equipment this year than in
early 1957 is public utilities, with an in-
crease of 10 per cent.

Declines in spending for inventories have
also been widespread. In the first four
months of 1958 the book value of manufac-
turing and trade inventories decreased $1.4
billion (before adjustment for usual seasonal
variation). This compares with a rise of
$3.3 billion in the same months of last year
when, as may be seen from the table, the
rate of inventory accumulation had already
moderated.

The most striking shift in spending for
inventories occurred among manufacturers
of machinery and transportation equipment,
who have experienced substantial declines
in sales volume. Inventory liquidation of
$1.3 billion by these industries over the first
four months of 1958 compares with net
additions to stocks in this period of each of
the two preceding years. In the primary
metals and petroleum groups, inventory
liquidation was larger than in early 1957.
Inventories in most other manufacturing
industries, which had increased during the

BOOK V A L U E O F M A N U F A C T U R I N G AND

TRADE INVENTORIES

[Seasonally unadjusted, in billions of dollars]

Industry

Total

Manufacturing

Durable goods

Primary metals
Machinery
Transportation equip...
Other

Nondurable goods

Food
Petroleum
Other

Trade

Wholesale

Durable goods
Nondurable goods

Retail

Durable goods
Nondurable goods

On
hand,
Apr.
30,

1958

88.3

29.7

4.2
9.9
7.0
8.6

21.9

4.5
3.4

14.1

12.0

6.3
5.7

24.7

11.4
13.3

Increase, or
decrease (—)

First

1958

- 1 . 4

- 1 . 4

- 0 . 3
- 0 . 4
- 0 . 9

0.1

- 0 . 6

- 0 . 4
- 0 . 3

0.1

- 0 . 6

- 0 . 1
- 0 . 5

1.2

0.5
0.7

four months

1957

3.3

1.2

- 0 . 2
0.3
0.4
0.6

0.1

- 0 . 4
C1)

0.6

- 0 . 1
0.4

- 0 . 5

2.1

1.3
0.8

1956

5.5

2.0

- 0 . 2
1.0
0.4
0.8

0.3

- 0 . 4
0.1
0.6

0.8

0.7
G)
2.4

1.4
1.0

i Less than $50 million.
NOTE.—Department of Commerce data, without adjustment to

remove seasonal variation or the effect of price changes on inventory
values. Details may not add to totals because of rounding.

first four months of last year, either rose less
or declined in the same period of 1958.

In trade, inventory accumulation by re-
tailers of durable goods was only two-fifths
as large as in the first four months of 1957
and much smaller than is usual early in the
year. At nondurable goods stores, however,
the increase was only moderately smaller
than in the early months of 1957. The re-
duction in wholesale inventories through
April was much larger than a year earlier.

Declines in book value of manufactur-
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FINANCING BUSINESS INVESTMENT 643

ing and trade inventories in early 1958
have been moderated by seasonal needs for
replenishing stocks in some lines. The
Department of Commerce estimates that
nonfarm business inventories, after adjust-
ment for usual seasonal variation and for
price change, declined at an annual rate of
nearly $9 billion in the first quarter. This is
the largest quarterly decline on record and
compares with reductions of about $5 bil-
lion, annual rate, in the third quarter of
1954 and in the fourth quarters of 1953
and 1949. Relative to the stock of in-
ventories on hand, however, the reduction
was only moderately larger than in 1953
and 1954 and about the same as in 1949.

OTHER OUTLAYS

Business financing needs for purposes other
than inventories and capital outlays have
also been smaller than in 1957. Corporate
payments of Federal income taxes totaled
$7.4 billion in the first three months of 1958,
compared with $8.3 billion in the first
quarter of last year. The smaller payments
this year reflect primarily a reduction from
80 to 70 per cent in the proportion of the
Federal tax on the prior year's income that
must be paid by most corporations in the
first half of the current year.

Business financing of customers appears
to have decreased this year, compared with
a moderate expansion in the early months of
1957. Reduction in notes and accounts re-
ceivable reflects contraction in the volume
of business sales and in consumer use of
instalment credit. Credit extended by cor-
porations to consumers, including charge-
account and service credit as well as instal-
ment loans, customarily declines early in
the year. This year the decline is estimated
to have been about one-third larger than in
the first quarter of 1957. In most recent

years, repayments of consumer loans early
in the year have been more than offset by
net increases in credit extended to other busi-
nesses, but this year business trade credit
has probably been repaid on balance.

Although corporate incomes have de-
clined this year, dividend payments have
been maintained at about the level of early
1957 and have been higher, relative to
profits, than at any time since the late
thirties. The recent leveling off in dividend
payments contrasts with continuous growth
from 1952 through 1957.

FUNDS FROM OPERATIONS

Corporate profits before taxes have declined
further this year and, despite the continued
rise in depreciation allowances, total funds
from current operations have been well be-
low the level of early 1957. In the first
quarter of 1958, profits were about one-
fourth smaller than a year earlier and, on
a seasonally adjusted basis, about one-fifth
below the third quarter of 1957, as may
be seen in the chart on the following page.
The decline in profits from the beginning of
the downturn in industrial production last
year through the first quarter of 1958 was
relatively sharper than in the same period of
1948-49, but more moderate than the
decline in the last half of 1953.

Profits were lower in the first quarter of
1958 than in the first quarter of 1957 for
all major groups except electric power and
communication utilities, and for all manu-
facturing industries except foods, tobacco,
and drugs. Sharpest drops were recorded
by railroads and by producers of primary
metals, motor vehicles, and rubber products.
For railroads, the decline in net income ex-
ceeded 80 per cent, and nearly 40 per cent
of all Class I railroad lines reported deficits
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for the first three months of die year. The
year-to-year decline in railroad earnings was
almost as great in April, according to pre-
liminary data.

Information available for the first quar-
ter of 1958 indicates a further decline in
profit margins of manufacturing companies.
The ratio of profits before taxes to sales
declined throughout 1957, according to
data compiled by the Federal Trade Com-
mission and the Securities and Exchange
Commission, as costs increased more than
sales for manufacturers in both durable and
nondurable goods groups. Data for 200
large manufacturing companies indicate a
smaller reduction in their total costs than
in their sales from the first quarter of 1957
to the first quarter of 1958. As a result,
profits and profit margins in both durable
and nondurable goods industries declined
sharply.

EXTERNAL FINANCING

External financing by business, both at
banks and in the capital markets, has been
smaller mis year than last. While easing of

CORPORATE PROFITS BEFORE TAXES
Bilfiom ol dollars

member bank reserve positions resulted
in an expansion in total bank credit, busi-
ness loans declined sharply in the first five
months of 1958, compared with a small
rise in the same period of 1957. The vol-
ume of corporate security issues for new
capital was about one-tenth smaller in die
first six months of 1958 than a year earlier.

Bank tarns. The decline in business loans
at commercial banks totaled $2.4 billion
in the five months through May 1958. In
the same months of last year, business loans
increased $200 million. Repayments have
exceeded new borrowing in each month of
1958 except March, when business in-
debtedness to banks increased, in part for
tax purposes. The March rise in business
loans was much smaller this year than in
either of the two preceding years.

Changes in large loans at a sample of
weekly reporting banks suggest mat the
sharply reduced use of bank credit this year
reflects both a drop in financing needs and
an increased reliance on nonbank sources
of funds. With planned capital expendi-
tures down and inventories sharply reduced,
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NOTE.—Seasonally adjusted annual rates. Department of Commerce estimates exoept first quarter of 1958, which is estimated
by Federal Reserve.
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FINANCING BUSINESS INVESTMENT 645

producers of metals and metal products
added little to their bank loans over the first
five months of 1958, as the chart shows. In
the same period of each of the two pre-
ceding years they had substantially in-
creased the amount of their loans.

The group of industries that includes
petroleum, chemical, and rubber companies,
which ordinarily increases its indebtedness
to banks during the early part of the year,
repaid bank debt through May this year.
Seasonal borrowers such as food processors,
trade concerns, and commodity dealers,
who usually reduce their bank loans during
the early months of the year, made somewhat
larger repayments on balance in early 1958
than a year ago.

Business use of bank credit has also de-
clined substantially in the public utility and
sales finance groups. External financing
needs in these industries have changed only
moderately, but bank credit has been re-
placed in part with nonbank funds. In the
public utility group, a relatively large pro-
portion of the funds raised in the capital
market, particularly in the early months of
the year, was used to retire bank debt.

Sales finance companies repaid $900 mil-
lion of bank loans in the first five months
of 1958, in contrast with loan reduction of
$35 million through May of last year. They
have obtained a much larger volume of funds
than in 1957, however, through issuing
short-term paper, particularly to nonfinan-
cial corporations. Rates on finance com-
pany paper have fallen considerably more
than rates charged on short-term bank loans
to business.

Security issues. Corporate security offer-
ings for new capital are estimated at $5.9
billion in the first half of 1958, about one-
tenth below last year's record volume, but
well above the total for the first six months
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of any other recent year, as the chart shows.
Public utilities and communications com-
panies have accounted for about one-half of
total corporate new capital issues this year,
compared with two-fifths and one-third in
the first six months of 1957 and 1956.

In the first quarter of 1958 the largest
declines in capital market financing were
reported by manufacturers and by com-
panies in the commercial and miscellaneous
group. Security flotations by durable goods

CORPORATE NEW CAPITAL ISSUES
January - June, bi l l ions of dollars

1952 1954 1956 1958

NOTE.—Securities and Exchange Commission estimates ex-
cept for 1958, which includes a Federal Reserve estimate for
the second quarter. New capital issues include all offerings
other than those for retirement of securities.

manufacturers were only one-third, and
those of nondurable goods producers only
one-half, as large as in the first three months
of last year. The only major industry
groups in which the volume of new capital
issues was larger than a year earlier were
electric and gas utilities and communica-
tions. During the second quarter a number
of manufacturers have borrowed substantial
amounts in the capital markets, in part to
repay bank loans, while public utility and
communication offerings appear to have
been somewhat smaller than a year ago.

All the decline in corporate security is-
sues this year has been in offerings of com-
mon stock. The volume of publicly offered
bonds and debentures has been one-fifth
larger than in the first half of 1957. This
increase has more than offset the decline
in debt securities placed privately with in-
stitutional investors.

An unusually large proportion of security
issues this year has been offered, at least in
part, to provide funds for the retirement
of bank loans. Also, the volume of securi-
ties issued for the purpose of refunding ex-
isting securities, while only a small propor-
tion of total corporate flotations, has been
much larger than in early 1957.

The increase in security issues for re-
financing purposes, as well as the continued
large volume of public flotations for other
purposes, has been stimulated in part by the
lowest interest rates on long-term borrow-
ing since 1956. While the decline in long-
term rates since last autumn has been more
moderate than the drop in short-term market
rates, it has nonetheless been substantial.
Yields on outstanding high-grade corporate
bonds, which reached a peak of 4.14 per cent
last September, declined to about 3.60 per
cent by mid-January and have remained
close to this level since then. Yields on new
offerings declined more sharply but have also
been relatively stable in recent months.

LIQUIDITY

Corporate liquidity, as measured by the
ratio of cash and United States Government
security holdings to total current liabilities,
increased in late 1957 from the postwar low
of 41 per cent reached in the third quarter,
and appears to have remained at this slightly
higher level in early 1958. Although re-
payment of short-term bank and trade debt
has been substantial, corporations have
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FINANCING BUSINESS INVESTMENT 647

drawn heavily on their liquid assets during
tax payment periods this year.

Stability in liquidity positions in early
1958 contrasts with declines in the first half
of the past several years. It also contrasts
with a sharp rise in corporate liquidity in
the first half of 1949, when short-term debts
were also reduced substantially but when
there was less concentration of Federal in-
come tax payments in the first half of the
year, and therefore less need to draw on
liquid asset holdings.

Over-all working capital positions, how-
ever, may have strengthened considerably
in early 1958. Reduction in short-term
debts appears to have been larger than the
decline in total current assets, including
notes and accounts receivable and inven-
tories as well as liquid assets. This would
mean a further rise in net working capital
from the peak reached in the fourth quar-
ter of 1957, and an increase in the ratio
of current assets to current liabilities to the
highest level since the first half of 1954.
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