
The Market Decides: Security 
Sales by District Small Businesses

Many years ago, the nation thrilled to the success stories 
of Horatio Alger. His heroes were always honest, intelli
gent, and industrious, and capable of surmounting all 
obstacles. Newspaper boys soon owned their own 
presses, grocery clerks rapidly became proprietors, and 
bootblacks overnight became entrepreneurs of huge shoe 
factories. Obtaining the funds necessary to finance the 
expansion of these businesses was, apparently, never a 
problem. Those were the good old days.

Times, however, have changed. Today’s small busi
nessman not only must have all of the sterling qualities 
of yesterday’s heroes in order to succeed, but also must 
have at least one other thing: money. Ah, there’s the 
rub. How to obtain long-term capital funds is, in this 
modern era, a major problem in the field of small busi
ness financing. Such capital, whether in the form of debt 
or equity, is required to finance the fixed assets necessary 
for expansion, and to provide a certain amount of 
working capital.

The savings of small businessmen are still available 
for the launching of new business ventures or for expand
ing existing ones. Heavier taxes, however, are leaving 
relatively less for reinvestment or “plowing back” into 
the business. In our increasingly impersonal business 
world, moreover, the savings of friends and neighbors in 
the local community are less easy to tap. Some small 
firms, therefore, have attempted to raise long-term funds 
by selling stocks or bonds in a broader market.

What has been the experience of firms whose opera
tions are local in character, particularly small firms, in 
selling securities? What is the cost to these firms of rais
ing funds in this way? In order to throw some light on 
these questions, we have analyzed in some detail issues 
offered for sale during 1957-58 by firms with headquar
ters in District states, subject to the Securities Act of 
1933, Regulation A.

This Regulation covers issues of $300,000 or less which 
are sold in more than one state and requires that such 
securities be registered with the Securities and Exchange 
Commission. It further requires that detailed informa
tion relating to the security and to the issuer be provided, 
as well as a report on the final disposition of the offering. 
The information contained in Regulation A files, while 
it does not cover intra-state offerings or offerings in 
excess of $300,000, provides a unique opportunity to 
analyze the security sales of small firms whose operations 
are primarily locally orientated.

Security Sales of District Firms
In 1957 and 1958 some 122 businesses located in 
Sixth District states offered securities subject to Regula
tion A for sale to the general public. These offerings, 
mainly for the purpose of financing expansion, totaled 
$22 million. Approximately 80 percent of this amount

represented stock issues—primarily common stock— 
while the balance was accounted for by bonds and 
debentures.

Businesses in Alabama, Florida, and Georgia offered 
$17 million of securities for sale, but the combined 
offerings of those in Louisiana, Mississippi, and Tennessee 
totaled only $5 million. The light schedule of offerings 
by firms in these latter three states probably reflects in 
part a capital base smaller and a rate of growth slower 
than in Alabama, Florida, and Georgia.

The Market Decides
All securities issues that are offered for sale do not, of 
course, meet with the same degree of success. Some 
issues are completely sold out shortly after the offering 
date. Others are partially sold and subsequently with
drawn from the market, while still others are withdrawn 
completely unsold. How about firms in our District? 
How did the market receive their security offerings? 
Since the volume and success of sales tend to vary with 
security prices, the economic environment during which 
the offerings were made should be borne in mind when 
interpreting the following findings.

Status of Security Issues, Subject to 
Regulation A, Offered by 
District Firms, 1957-58

Withdrawn from Market S t ill on Market

About 62 percent of the number of ssues offered for 
sale during 1957-58 may be regarded as completed trans
actions, that is, they are no longer on the market. Of 
this number, about two-fifths were completely sold, two- 
fifths were partially sold, and one-fifth were completely 
unsold. A large share of the offerings still active, more
over, have been on the market for more than six months 
and issues outstanding that long normally do not wind 
up as near sellouts.

The degree of success of District firms in marketing 
securities may be measured in terms of dollar amounts as 
well as number of issues. On this basis, we find that of 
the completed issues, 60 percent of the amount offered 
was actually raised. Even this figure, however, niay 
overstate the marketing success since it includes those 
firms whose issues were partially sold, and over two-
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fifths of these businesses received less than half of the 
funds originally sought.

Why the securities of small firms met with mixed 
reception is bound up with economic jargon relating to 
supply, demand, risk, and investment return. Simply 
stated, the problem resolves itself to this: The small 
businessman, when he sells securities, must compete in 
the market with other types of investments; securities 
of small, relatively unknown companies are generally not 
attractive to the ordinary investor because they usually 
lack marketability and stability and, often, regular 
income. The offerings of some District firms, however, 
met the test of the market better than others. It might 
be worthwhile, therefore, to look more closely at the 
characteristics of firms according to their degree of 
success in marketing securities.

Who Succeeded and Who Failed
The success of businesses in raising long-term funds 
varied by state. Firms in Florida offered the largest dol
lar amount of securities of any District state, but sold 
a smaller proportion of their total value. Mississippi, on 
the other hand, offered for sale the smallest amount of 
any state, but sold the largest proportion. The variations 
in reception of securities by state reflect primarily differ
ences in the degree of risk associated with the securities 
offered.

The asset size and age of the firm were the two char
acteristics that appeared to be most highly correlated 
with the degree of success in marketing securities. Firms 
with assets of $1 million or more accounted for 63 per
cent of all security issues that were completely sold, 50 
percent of the issues that were withdrawn from the 
market partially sold, and only 23 percent of the issues 
that were withdrawn completely unsold. In other words, 
the larger the firm, the better its chances of obtaining 
long-term funds.

Age, while it may be a drawback to some humans,

Degree of Success in Raising Funds by Firms 
Marketing Regulation A Securities 

Sixth District/ 1957-58

Percentage of Number of Issues Placed on Market
. Completely Withdrawn: Withdrawn:

i  lassification _____________________ Sold_____ Partly Sold Completely Unsold

By Am ount o f Offering 
$99,000 and less 
$100,000-$199,000 
$200,000 - $300,000

By Asset Size of Firm  
$99,000 and less 
$100,000 - $999,999 
$1,000,000- $4,999,999 
$5,000,000 and over

By Age of Firm
3 years and less
4 - 9 years 
10-24 years
25 years and over

appears to be a decided advantage to the corporate 
entity. Firms, ten years old or more accounted for more 
than one-half of the issues that were completely or partly 
sold, but only 7 percent of the issues that were with
drawn from the market completely unsold. The real 
youngsters, that is, firms incorporated for three years 
or less, registered the most failures, accounting for 53 
percent of the issues which went completely unsold. 
These firms, moreover, were, on the average, seeking more 
money than the larger corporations. This probably 
reflects the still formative stage of capitalization which 
characterizes the financial structure of young firms, many 
of which were still filling their basic capital requirements.

A firm’s being old and large does not, in itself, guar
antee success in obtaining long-term funds. These char
acteristics, however, are generally associated with a good 
credit rating, stability, and profitability. And these are 
factors which assure a good reception by the market.

The High Cost of Being Small
Small firms, those with assets of less than $1 million, 
not only had greater difficulty in raising long-term funds 
than larger firms, but even when successful, it cost them 
more. The cost—measured as cost paid out of the 
proceeds of securities sales as a percent of funds raised— 
amounted to 15 percent or more for over one-fourth of 
the small firms. The cost of selling securities, however, 
declined progressively as the asset size of the firm 
increased. Businesses with assets of $5 million or more 
paid only 4 percent or less as a marketing cost.

That small firms found it so costly to sell securities 
reflects the fact that they were able to obtain only a por
tion of the amount originally offered. Thus, the cost per 
dollar of money raised was high. Smaller firms, more
over, used an underwriter with greater frequency than 
larger businesses, and underwriter fees must be added to 
other marketing costs. Larger corporations can some
times do without the services of an underwriter when 
previous issues have been sold. In such cases, a firm’s 
market may be the holders of existing securities.

The Cost of Failure
In addition to the costs of selling securities, there are 
costs associated with not being able to obtain capital 
funds. Firms that cannot raise any money or that secure 
only a part of what they need pay a cost in the form 
of slower expansions or complete lack of growth. And, 
in an age characterized by change, standing still can be 
detrimental.

The offerings of some small businesses may well have 
been turned down because the firm was poorly managed, 
structurally unsound, or because the enterprise was of 
a highly speculative nature. Other offerings, however, 
may have been treated rather harshly by the market, and 
rejected or not even considered simply because the per
tinent financial facts regarding these small companies 
were not adequately presented. The extent to which the 
securities of financially sound firms are unsold and how 
these businesses adjust to the decision of the market are 
subjects which deserve much greater exploration.
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