
CORPORATE FINANCING  
IN TH E SIXTIES

The nature of corporate financing throughout most 
of the 1960’s was closely allied with the general 
level of economic activity, as well as the prevailing 
tone of fiscal and monetary policies. In the years 
1961-64 the economy was growing at only a moderate 
pace. Accordingly, the volume of corporate financ
ing, measured quarterly on the accompanying chart, 
was fairly even and relatively low. Bonds and 
mortgages provided a consistently large part of the 
total quantity of funds externally obtained. For the 
most part, equity instruments (common and pre
ferred stocks) and commercial paper were only 
minor sources of new funds, and trade debt and bank 
loans were sometimes relied upon to supplement 
long-term debt sources. By 1965 the level of eco
nomic activity had risen considerably, prompting at 
least two significant developments in corporate fi
nancing activities: the overall volume of funds ob
tained via external channels increased substantially; 
and a definite trend toward increased use of short
term instruments emerged.

The chart shows the increase in the volume of 
corporate financing around the middle of the decade 
and thereafter. As expansionary monetary and fiscal 
policies accelerated the growth rates of money and 
credit, total spending rose and boosted expectations 
of further acceleration of aggregate demand in the 
future. In response, corporations stepped up current 
levels of production, and, in addition, sought to ex
pand future productive capacity. The resulting in
creases in expenditures for new plants and equip
ment in the face of a stable supply of internal funds 
necessitated the use of external financing on a much 
broader scale than in the first half of the decade.

While each of the five categories of corporate fi
nancing represented on the chart showed consider
able increases throughout the latter part of the 
decade, it was the short-term instruments that gained 
in relative importance. Commercial paper, in par
ticular, grew in popularity as a source of short-term 
funds for credit-worthy corporations. The new trend 
towards short-term debt sources in the latter 1960’s 
was also stimulated at times by changes in monetary 
policy. Inflationary pressures prompted more re
strictive policies, particularly in 1966 and 1969. The 
immediate impact of these restrictive moves fell upon

the financial markets, which experienced a marked 
tightening. As the availability of credit was reduced, 
interest rates continued to rise, making borrowing 
costlier. Corporate expectations of future demand 
remained high, however. In order to avoid assuming 
a high interest expense on a long-term basis, most 
corporations instead sold short-term debt. Once 
interest rates declined, the short-term debt could be 
converted into long-term, thus observing the tradi
tional rule of financing permanent increases in assets 
with permanent or long-term funds.

The increased use of commercial paper during the 
first two quarters of 1967 and parts of 1968 and
1969 can clearly be seen on the chart. In the easy 
money period following the credit crunch of 1966 
corporations rapidly converted the newly acquired 
short-term debt into more permanent sources of 
capital. Although complete data are not yet available, 
this same process seems to have occurred in the 
first half of 1970 following the tight money period 
of 1969.

Many smaller firms with less than prime credit 
ratings were forced to finance permanent increases in 
their assets with short-term debt. Such financing was 
usually in the form of bank loans, finance company 
loans, or trade debt. The chart shows the increase 
in volume in each of these categories in the 1965-69 
period. Particularly in the last year and a half of 
the decade as credit markets became tighter, short
term financing methods became more acceptable as 
all-purpose sources of funds.

Equity financing was not a major source of funds 
during any part of the 1960’s, but its popularity im
proved somewhat during periods of high interest 
rates. Late in the decade many medium-sized lesser
rated firms turned to stock issues as the only source 
of external funds available to them.

The pressure of increased aggregate demand in 
the second half of the 1960’s was sufficient to induce 
corporations to seek external financing at historically 
high interest levels, and in a variety of forms. 
Whether the trend toward increased external fi
nancing will continue depends importantly upon cor
porate expectations of future movements in aggregate 
demand as well as interest rates. Initially, observers 
felt that the slackened pace of economic activity in
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the first half of 1970 had dampened corporate ex
pectations. More recent estimates, however, point to 
stronger corporate demand for long-term funds, sug
gesting that corporations are still attempting to re
place short-term debt acquired during 1969 with

more permanent financing. At this juncture it re
mains difficult to specify which of the two attitudes 
presented above will prevail for the second half 
of 1970.

Philip H. Davidson
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