
Adjustments in the 
Business Sector 
In the business area, financing problems had become much less acute 
by early 1971. The increased availability and declining cost of 
short-term credit, especially in the latter half of 1970, has made it 
easier for businesses to finance the current level of activity and 
should facilitate the return to a more normal rate of sales growth. In 
addition, the flow of internal funds, after having remained stable for 
several years, seems likely to increase in 1971, and this, together 
with the anticipated leveling off in fixed investment expenditures and 
the improved access to short-term credit, should moderate corporate 
needs for capital market funds. 

During 1970, in contrast, corporate financing operations in money 
and capital markets were characterized by a large increase in new is-
sues of long-term securities and by greatly reduced financing in 
shorter-term markets. This pattern reflected several factors: the con-
tinued sharp rise in spending for plant and equipment by certain in-
dustries, the slow growth in current sales, and the funding of a por-
tion of the large volume of short-term debt incurred in 1969. 

In the closing months of 1970 business corporations floated a 
record volume of long-term securities while apparently repaying 
short-term debt on balance. Much of the year-end weakness in busi-
ness demand for short-term credit, however, was attributable to the 
continued influence of the auto strike. But by early 1971 the situa-
tion had changed considerably: The auto strike was over; plant and 
equipment expenditures were expected to show little or no further 
rise, but it seemed likely that inventory accumulation would resume; 
and there would probably be some improvement in the flow of inter-
nal funds, in part because of the revised depreciation schedules that 
became effective in early 1971. 

Hence there should be increased needs for—and greater availabil-
ity of—short-term credit and some reduction in corporate demands 
on long-term capital markets in 1971. Some corporations may still 
wish to lengthen the maturity of their debt or otherwise improve 
their liquidity positions. But pressures to do so have subsided since 
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13. CORPORATE EXTERNAL F INANCING 
BILLIONS OF DOLLARS 
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F l o w o f funds da ta f o r non f inanc ia l corporat ions. Quar ter ly data seasonal ly adjusted at 
annua l rates. " O t h e r b o r r o w i n g " comprises bank loans n.e.c., open marke t paper, and other 
loans. Q4 1970 p r e l i m i n a r y . 

the easing of monetary policy has made renewal of maturing short-
term debt more manageable and additional liquidity more readily 
available. 

BUSINESS I N V E S T M E N T 
As of early 1971 business firms in the aggregate were planning al-
most no increase in spending for fixed assets during the year. This 
weakness reflects mainly developments in manufacturing. With their 
margin of unused capacity at the highest average level since early 
1958, and with their profits greatly reduced, manufacturers were 
planning reductions in capital outlays in 1971 for the second consec-
utive year. In the public utility and communications sectors, on the 
other hand, present capacity is inadequate to meet demands 
efficiently, and as in 1970 a further substantial increase in capital ex-
penditures is scheduled for 1971. Since public utility and communi-
cations companies finance a large part of their capital outlays with 
the proceeds of new bond and stock issues, the increased expendi-
tures they have planned for 1971 are likely to be reflected in heavier 
corporate demands on long-term securities markets than would other-
wise be suggested by the expected minimal growth in over-all busi-
ness fixed investment. 
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Inventory accumulation (GNP basis) by nonfarm businesses de-
clined in 1970 to the lowest rate since 1961. Weakness in the growth 
of final sales appears to have been a primary factor in the cutback, 
but other influences also contributed to the reduced rate. These in-
cluded the depletion of auto stocks in the fall as a result of the strike, 
reluctance to incur additional short-term debt, the desire to conserve 
available funds for more pressing needs and, as the year progressed, 
some waning of inflationary expectations. Nevertheless, reflecting to 
a considerable extent the sluggishness in sales, inventory/sales ratios 
remained high by historical standards. 

I N T E R N A L FUNDS 
Although corporate profits declined less in 1970 than in most earlier 
periods of economic slowdown, the over-all profits picture—espe-
cially with respect to undistributed profits—has been exceptionally 
weak for some time. The profits share of income originating in nonfi-
nancial corporate business has declined almost steadily in recent 
years, from 20 per cent or more in 1965 and 1966 to 14 per cent in 
1970. Profits retained after payment of taxes and dividends have de-
clined more than 50 per cent since 1966. Offsetting this decline has 
been a continued growth in capital consumption allowances. As a re-
sult, the total volume of internal funds has been static for several 
years. 

Weakness in profits has been evident particularly in the manufac-
turing sector where both the ratio of profits to sales and the rate of 
return on net worth have declined to levels near the lowest since 
World War II. The erosion in profit margins has paralleled the de-
cline in the capacity utilization rate, and if one judges from past ex-
perience, profit margins are not likely to rise to any significant extent 
until the utilization rate also rises sharply. 

Nevertheless, trends within 1970 suggest a strengthening in profits 
and internal funds that should carry over into 1971. Abstracting the 
adverse developments in the fourth quarter because of the auto 
strike, the decline in profit margins slowed as the year progressed, 
reflecting efforts to reduce expenses and the faster growth in produc-
tivity; the share of profits in income, as well as total corporate profits 
before taxes (and before inventory profits), changed little after the 
first quarter; and total internal funds rose throughout the year from 
their first-quarter low. With somewhat faster growth in sales volume, 
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14. CORPORATE PROFITS 
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and especially with the recent liberalization in depreciation sched-
ules for tax purposes, the flow of internal funds to nonfinancial cor-
porations in 1971 may show the first significant increase since 1966. 

E X T E R N A L F I N A N C I N G 

The failure of internal funds to grow in the face of a continued rise 
in spending for additions to fixed and working assets during recent 
years has required increased reliance by nonfinancial corporations on 
external sources of funds. In 1970 these businesses financed about 
35 per cent of their total spending with funds raised in money and 
capital markets. This was the same as the record proportion in 1969, 
but the composition was quite different. Long-term financing in capi-
tal markets was three-fifths again as large as in 1969, whereas bor-
rowing in short-term forms was the least since 1964. 

The sharply reduced volume of borrowing by corporations from 
banks and other short-term lenders in 1970 reflected only in part the 
lower rate of inventory accumulation and the direct and indirect ef-
fects of the auto strike in the fourth quarter. An equally important 
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15. CAPITAL OUTLAYS A N D I N T E R N A L 
FUNDS 

B I L L I O N S OF DOLLARS 
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F l o w o f funds data fo r nonf inanc ia l co rpora t ions , seasonal ly ad justed at annua l rates. 
" O u t l a y s " comprise plant and equipment expendi tures and change i n inventor ies . " F u n d s " 
are sum o f capi ta l consumpt ion al lowances and und is t r i bu ted prof i ts , w h i c h are a f te r inven-
to ry va lua t i on adjustment and inc lus ion of f o re ign b ranch prof i ts . Q4 1970 p r e l i m i n a r y . 

factor was the desire to limit further expansion of short-term debt, 
following the exceptionally large growth in such debt in 1969, and to 
lighten the pressure of frequent maturities by repaying short-term 
debt to the extent feasible. 

Business demand for short-term credit remained weak through 
1970. But the increased supply of such funds at declining cost, to-
gether with the return of confidence in financial markets, should re-
sult in a strengthening of credit demands in this area as sales pros-
pects improve and inventory policies become more expansive. 

Demands for long-term external funds, on the other hand, seem 
likely to moderate somewhat although remaining large by historical 
standards. A large share of the increase in long-term financing by 
corporations in 1970 reflected the expanded needs of public utility 
and communications companies, which rely heavily on such funds to 
finance plant and equipment outlays, and which wil l need to sell a 
substantial volume of security issues in 1971 too. But offerings by 
manufacturing corporations may be below the unusually large 1970 
volume. Real estate investment trusts, whose offerings helped to 
swell the volume of new stock issues in 1970 to the largest total in 
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many years, may also do less financing in 1971 in view of the in-
creasing availability of conventional mortgage financing. On the 
other hand, financial corporations, which did little long-term financ-
ing in 1970, may step up their offerings in 1971. 

CORPORATE L I Q U I D I T Y 
Corporations added moderately to their holdings of liquid assets in 
1970, largely in the form of time deposits at commercial banks. The 
ratio of liquid assets to total current liabilities rose somewhat in the 
fourth quarter, but not enough to offset the declines that had oc-
curred earlier in the year. Thus, despite the switch from short- to 
long-term market financing, the over-all corporate liquidity ratio 
reached a new end-of-year low in 1970, though the deterioration was 
much less than in 1969. The ratio of total current assets to total cur-
rent liabilities also declined to a new low, primarily because the 
slowdown in economic activity resulted in an even slower growth in 
accounts receivable than in total current liabilities. • 
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