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.6.
TUE SECURITIES MARKET

IN THE POPULAR VIEW, corporate financing is a process of selling
securities—stocks and bonds—to the public through the capital,
or securities, market. This is the aspect of business financing that
is best known. Thousands, or even hundreds of thousands, of mdi-
viduals may own shares in one of the large corporations. In 1935
there were, for example, 659,000 stockholders on the books of
the American Telephone and Telegraph Company—a number
almost equal to the number of voters in the five smallest states.'

The popular view covers one of the primary functions of the
capital market, namely, to provide new funds for business expan-
sion by tapping the savings of great numbers of individuals. A
second major function of the market is to provide a mechanism
for corporate liquidity adjustments, through the purchase and sale
of readily marketable securities, including government obligations.
The capital market has two other functions. It eases the problem
of corporate refinancing as conditions change, permitting the con-
version of less desirable securities to types more profitable at a
given time. Finally, the capital market provides the means of in-
tercorporate investment, through the purchase of securities of sub-
sidiaries and affiliates.2

It has been said that if a capital market did not .exist to perform
these functions it would be necessary to invent one. It has also
been said that corporations no longer need the capital market as
they did in earlier periods of business development. The arresting
phrase, tcapital not wanted," expresses a fairly widespread belief.

This chapter is concerned with the question of whether the
securities market has shifted its functions or changed in importance
over the period between the two World Wars.

In obtaining a sufficient answer to this question it is necessary
to keep in mind the several functions of the market. It is not
enough to note that the public bought fewer securities in the thir-
ties than in the twenties nor the corollary of this, that business
enterprises did not obtain as much "new funds" from the capital
market in the second decade.
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92 The of Large Corporations

The short period of time, 1920—39, includes a period of high
speculative activity in which the market played a role of excep-
tional significance. This was followed by the severe depression of
the early thirties, which was in turn succeeded by a considerable
expansion in the late thirties. With such a restricted time span
under consideration, conclusions as to long-term tendencies would
be inappropriate.

We shall find evidence of what was to be expected, that the
financing policies of large corporations are greatly influenced by
cyclical business conditions. Differences are also to be found in the
behavior of corporations as to the degree of resort to the capital
market for financing and as to the timing of such financing.

Two general statements can be made regarding the capital mar-
ket as a source of new funds for large-scale corporate business
over the two decades. First, since security sales decrease with slack-
ening business activity and since the last half of the period in-
cluded more years of business contraction than the first half, secu-
rity sales declined over the period. However, in years of business
expansion during the thirties security sales were as important (if
not more) relative to asset expansion, sales, profits, and alterna-
tive sources of funds as they were during the expansion years
of the twenties.

The evidence is clearest for our largest sample, manufacturing.
While securities sales of manufacturing concerns declined over the
period, a sharp rise occurred in 1937 and 1938. In 1938 new funds
from the market offset the highest proportion of fixed capital ex-
penditures of any year in the two decades (48 percent in 1938,
33 percent in 1929). While new funds declined in the thirties
undistributed earnings declined even more as a source of funds for
corporate expansion; in the twenties new funds from the securities
market amounted only to 52 percent of undistributed earnings but
in the thirties new funds were 187 percent of undistributed earn-
ings.

SECURITY TRANSACTIONS OF LARGE CORPORATIONS

A relatively small number of large, profitable, long-lived cor-
porations sell the lion's share of publicly offered securities. For the
year 1929 and for the period 1935—38, George Eddy has esti-
mated the volume of total security issues of domestic corporations
which resulted in "real investment." By this he means security
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issues whose proceeds are used directly in the expansion of busi-
ness and the creation of employment, excluding all issues whose
proceeds are used to acquire existing securities.4

Our samples of large manufacturing and trade corporations ac-
counted for a considerable part of the estimated total security
issues:

Issues of Manu- Issues of
Eddy Estimate faciuring and Two Samples

Total Issues Trade Samples as a % of
Year (billions) (billions) Total Issues
1929 $2.0 $.7 35%
1935 .3 .1 33
1936 .9. .3 33
1937 1.1 .6 55
1938 .8 .4 50

The character of the capital market makes it most serviceable to
big business, so it is not surprising that our manufacturing and
trade samples accounted for a high percentage of all issues, from
33 to 55 percent.

As illustrated in Chart 10, the security sales of the manufactur-
ing sample and of the Bell Telephone System were consistently
sizable during the twenties, culminating in the peak sales of 1929 °
for manufacturing, 1930 for Bell. The two samples sold a con-
siderable volume of securities in the expansion years of 1936 and
1937 and the contraction year of 1938.

Manufacturing

Over the entire period, the 84 large manufacturing corporations
made the following use of the capital market:

obtained $6.5 billion from security sales
paid out 4.0 billion in security retirements
derived 2.5 billion of new funds to finance expansion

If we exclude the highly exceptional year of 1929, in which
the volume of securities sold was more than twice that of any
other year in the two decades, and also exclude the depression
years of the thirties, we have grounds for a comparison. In the
twenties (excluding 1929) the average annual volume of securi-
ties sold exceeded the volume of the 1934—39 period. Retirements
were slightly greater in the second period, with the result that these
manufacturing companies secured a lower volume of new funds
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from the capital market. However, it is worthy of note that toward
the end of the thirties. a considerable volume securities was
again sold. Issues of 1937 were larger than in any other year of
the two decades, with the exception of 1929, while the volume
of issues in 1938 was topped in the twenties by only two years,
1929 and 1927.

The year 1929 was exceptional also in the volume of security
retirements. This was dominated by United States Steel's retire-
ments of bonds of $394 million, partly with the proceeds of $150
million common stock sales and partly by the liquidation of a sub-
stantial volume of marketable securities previously retained as
assets behind depreciation and pension reserves. In 1932—36, Se-
curity retirements exceeded sales. Many large corporations took
advantage of the prevailing low, long-term money rates to repay or
refund indebtedness acquired in earlier years.

Reliance upon the securities market varies among the different
enterprises as the result of complex influences, including the
growth, production technique, profitability, size and business policy
of the different concerns. This is shown in Table 11 where the
manufacturing and trade samples are stratified industrially.

We see that the petroleum and the iron and steel industries sold
the largest volume of securities, reflecting the industrial growth,
size and financial expansion of concerns in these two groups.7 The
two industries also lead in the volume of new funds obtained from
the securities market.

In five of the eleven manufacturing groups, security sales of
some companies were more than offset by retirements of other
companies, resulting in an excess of retirements for the industry
as a whole. This was notably the case for the automobile, meat
packing, and other food industries.

Tobacco, with 245 percent, and rubber, with 88 percent, had
the highest ratios of security sales to fixed property expenditures.
These high percentages reflect the modest importance of fixed capi-
tal and the high importance of current assets (particularly inven-
tory) in the operations of the tobacco and rubber industries.

Tobacco also obtained the highest percentage of new funds rela-
tive to fixed property expenditures, 76 percent, while the chemical
industry, which sustained a marked expansion over the period, was
second, with a ratio of 47 percent.

Finally, the effect of industry and financial expansion on the
volume of security sales and new funds is illustrated in the last two
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columns of the table. Fast-growing industries (like petroleum,
building materials, and chemicals) had high percentages of secu-
rity sales and new funds in comparison with their 1923 asset size
while slow-growing industries (like textiles, meat packing, other
foods, and machinery) sold the smallest volume of securities rela-
tive to their 1923 asset size, and had negative percentages of new
funds from the market. The automobile industry, which occupied
a position of notable independence of the capital market, was an
exception among the fast-growing industries.

Trade

The security sales of our sample of large trade concerns were
insignificant except in three years, 1928, 1929, and 1936. Over
the two decades these concerns made the following use of the capi-
tal market:

obtained $400 million from security sales
paid out 225 million in security retirements
derived 175 million of new funds to finance expansion

The two mail-order houses in the sample were responsible for
a large part of trade security sales. Most security retirements oc-
curred in the early twenties and early thirties. The considerable
retirements in the early twenties were largely repayments of long-
term debt by one mail-order house.

In trade also the relative importance of security sales and new
funds varied greatly among major groups (see Table 11). Indus-
trial differences in the dollar volume of security sales are not as
marked, however, for trade as for manufacturing. It should be re-
membered that the coverage of the trade sample is less complete.

Mail-order houses had the highest ratio of security sales to fixed
property expenditures and also the highest ratio of new funds,
reflecting a need for a substantial volume of funds during the late
twenties to finance the acquisition of retail store outlets. The rapid
growth of the two miscellaneous chain store companies—one deal-
ing in shoes, the other in furniture—is clearly indicated by the
ratios of security sales and new funds to total assets. Over the pe-
riod, these two cbncerns sold securities of $75 and obtained $50
of new funds for each $100 of their assets in 1923. Department
stores retired approximately the same amount of securities as they
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issued. In none of the trade groups did security retirements exceed
security sales for the period under consideration.

Summary of
Manufacturing and Trade Security

The significance of the securities market in the financing of
large business enterprises is not to be assessed solely in terms of
the sale and retirements of their own securities. Such enterprises
also use the capital market to buy and sell the securities of other
corporations, either for purposes of temporary investment or per-
manent control. Since from one-third to one-half (and possibly
more) of all cash dividends paid out by American corporations in
1934—37 were received by other corporations, it can be said that a
substantial part of corporate America is owned by the rest of cor-
porate America.8

When we take into consideration all the security transactions of
the manufacturing sample we find that over the period between
the two World Wars $6 '/2 billion of securities were sold while
$7 billion were purchased. Over $4 billion (57 percent) of these
security transactions involved retirements of the companies' own
securities; almost $3 billion (41. percent) were purchases of the
securities of affiliates and subsidiaries; and only a little more than
$100 million (2 percent) were purchases of readily marketable
securities.

These summary figures for the entire period are derived from
Table 12, which gives the data annually. The manufacturing sam-
ple put back more funds than it took out of the market over the
entire period and in twelve of the nineteen years as well. Caution
is necessary in evaluating this finding, for it is the composite result
of subtracting from new funds all investments in subsidiaries and
purchases of marketable securities while adding sales of market-
able securities. Investment in subsidiaries is one method of ex-
panding individual enterprises, while transactions in marketable
securities represent adjustments in corporate liquidity positions in
accordance with the needs of changing conditions. Further, it is
short-sighted to assume that funds which flow back to the capital
market from large corporations become idle money. Such resources
are made available for other possible investments in the economy.

In contrast to manufacturing, the trade sample took out more
funds than it put into the capital market over the entire period.
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However, this was not the case in every year. The large flotations
in three years have already been noted.

Bell Telephone System

The Bell Telephone System continuously required additional
funds during the twenties to keep pace with the increasing demand
for telephone service. These funds were provided principally
through the sale of equity securities and bonds by the American Tele-
phone and Telegraph Company. The major part of the financial re-
quirements of Associated Bell companies was met by advances from
the parent company, most of which were subsequen.tly converted into
the capital stock of these companies. The large volume of tele-
phone issues in 1930 has already been mentioned. During that
year, telephone companies practically maintained the level of prop-
erty expenditures of 1929 and built up cash and marketable secu-
rities by nearly $350 million. This building up of liquid resources
was exceptional compared to previous and subsequent years. In
this industry security retirements were insignificant for every year
in the period except 1936, when they approached half a billion
dollars.

Electric Light and Power Companies

An estimate of the volume of "new capital" issues of electric
light and power companies from 1925 to 1940 has been made by
the statistical department of the trade journal, Electrical World.
The estimated volume varied as follows:

(millions)
1925 $260 1930 $894 1935 827
1926 410 1931 424 1936 60

1927 830 1932 166 1937 82

1928 600 1933 7 1938 123

1929 624 1934 2 1939 16

1940 92

The volume of issues in 1930, as in the case of telephone com-
panies, was large In view of the decline in business activity.10 Also
like most other public utility securities, these issues were sold in sur-
prisingly small amounts during the thirties, even during the latter
half of the decade. This is in decided contrast to our manufacturing
sample.
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Railroads

The oniy readily available data on the security sales of railroads
are for all classes of steam railways as a group less all security re-
tirements and repayments." From these data, however, it can be
seen that the importance of new funds obtained from the securities
market has decreased consistently over the period of study. All
steam railroads obtained more new funds from the capital markets
in the five-year period 1921—25 than during the succeeding live
years. The large volume of new funds obtained during the early
twenties was probably due to large property expenditures, replac-
ing the property used up during World War I. The decline in
security market financing by railroads over the two decades was
not only absolute but also relative to alternative sources of funds
available to railroads.

After 1930, the unprofitable position of many railroads was an
obstacle to public security sales. Substantial funds weçe provided
by the Reconstruction Finance Corporation to assist the industry.
From February 2, 1932 to March 31, 1941 the RFC disbursed
$807 million to 89 railroads. Sixty percent of this sum was still
outstanding at the end of the period cited.12

This decline in the amount of funds obtained by railroads from
the capital market has been of great significance to institutional
investors; in earlier days railroad bonds were regarded as among
the prime investment securities for institutions. It is estimated that
even in the early thirties more than 40 percent of the outstanding
railroad bonds were held by insurance companies, savings banks,
educational and charitable institutions, and philanthropic founda-
tjOfls.13 In addition, railroad bonds made up an important part
of the investment portfolios of commercial banks.

EXTERNAL AND INTERNAL
FINANCING OF CORPORATE EXPANSION

The several sources of funds to finance business expansion may
be classified as external and internal. Executives of large corpora-
tions exercise a degree of choice in making use of these sources,
depending upon their evaluation of current conditions and their
expectations as to the future. Generalizations as to long-run changes
in corporate financing preferences need to be made with great
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care. Over the short period between the two World Wars we find
the behavior of large corporations strongly influenced by cyclical
conditions.

Financing of Fixed Capital Expenditures

Tables 13 and 14 show the fluctuation in fixed capital expendi-
tures (outlays on fixed property and investment in subsidiaries and
affiliates) over the period studied. In the first decade, such expendi-
tures for the manufacturing sample amounted to more than a• bil-
lion dollars in four of the years; in the second decade, this figure
was reached only in 1930, when expansions undertaken during
the boom years were completed, and in the expansion year of 1937.
For the trade sample, fixed capital expenditures varied from a low
of $9 million in 1921 to a high of $110 million in 1929. The
average annual volume for manufacturing was $888 million in
the twenties, $736 million in the thirties; for trade it was $45
million in the twenties and $33 million in the thirties.

Along with this decreased use of funds for fixed capital ex-
penditures we find a decrease in total security sales. Only in 1929
did total security sales of manufacturing amount to more than a
billion dollars; in the thirties a low of $45 million occurred in
1933 and a high of more than half a billion in 1937. In this ex-
pansion year of 1937 the ratio of security sales to fixed capital
expenditures was notably high, 43 percent (equal to the ratio in
1927). In 1938 the ratio was still higher, 58 percent, a figure
topped by only two years of the two decades, in 1929 with 72
percent and in 1921 with 61 percent.

For trade, 1929 was the year in which greatest resort was made
to the securities market, when $99 million were obtained from
this source. In the thirties the year 1936 had security sales of $79
million, close to the sales of 1928 and vastly greater than the sales
of any of the earlier years of the twenties. The influence of busi-
ness cycles is clear for both samples, regarding both the level of
capital expenditures and the resort to the securities market.

While total security sales indicate the extent of the use of the
capital market by business, the amount of new funds secured
through such sales is a more important indication of the extent of
security financing. Ratios of security sales and of new funds to
total funds retained from operations varied greatly over the period
for the manufacturing groups:
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Security Sales as New Funds as
a % of Total a % of Total
Funds from Funds from
Operations Operations

Tobacco 100% 31%
Textiles 68 — 9
Rubber 65 19
Iron and steel 64 17
Meat packing 59 — 28
Chemicals 57 45
Building materials and equipment 41 26
Petroleum 36 19
Machinery 32 —2
Food other than meat packing 22 —9
Automobiles and trucks 16 — 7

In computing these ratios it was necessary to exclude some cor-
porations for which data on total funds retained from operations
were missing. Negative percentages indicate net security retirements
as a percent of total funds from operations.

The high ratios of security sales to funds retained from opera-
tions for the industries on the top of the list are due more to the
low level of undistributed earnings than to the high level of se-
curity sales. As profits declined, there was naturally a decline in
the volume of internal financing available. In the twenties, the
fixed capital expenditures of the manufacturing sample were prac-
tically matched by total funds retained from operations. In the
thirties, such funds fell short of financing expenditures by half a
billion dollars.

In spite of the decline in security sales in the second decade, 1938
was notable as providing the highest percentage of new funds to
fixed capital expenditures of any year in the two decades (48 per-
cent) while the ratio for 1937 (29 percent) was exceeded only by
three years in the first decade.

It has been pointed out that for trade the security sales and new
funds were concentrated in three years. In trade as in manufac-
turing a year in the late thirties brought renewed importance to
new funds as a source of corporate expansion. In 1936 new funds
from security sales amounted to the highest percentage of fixed
capital expenditures (235 percent) for any year in the two dec-
ades. In the next highest year, 1929, new funds amounted only to
89 percent of fixed capital expenditures.

Compared with undistributed earnings, one component of total
funds from operations, new funds from security sales declined
much less drastically as a source of funds during the two decades
studied. Although in manufacturing new funds amounted to almost



106 The Financing of Large Corporations

62 percent of undistributed earnings over the 19 years as a whole,
the average annual volume of new funds fell from $182 million
in the twenties to $43 million in the thirties while the volume of
undistributed earnings fell from $348 million to $23 million. In
the twenties new funds amounted only to 52 percent of undistrib-
uted earnings while in the thirties new funds were 187 percent
of undistributed earnings. Thus while the use of the capital market
declined in the thirties, large manufacturing corporations found
new funds from the capital market much more important in the
thirties than in the twenties.

Data covering the trade sample present a somewhat different
picture of the relative importance of new funds from security sales
and total funds from operations. Over the entire period new funds
were but 26 percent of undistributed earnings. In contrast to man-
ufacturing, new funds were a more important source of funds rela-
tive to undistributed earnings in the twenties (33 percent) than in
the thirties (16 percent).

Alternative Types of External Financing

Decisions of corporation exectitives to utilize one or another
type of external financing appear to be determined by a variety of
factors. The cyclical influence has already been mentIoned. Others
include expectations of future profits and future dividend pay-
ments, interest rates on loans, investor preference, reluctance to
incur fixed indebtedness, and costs of floating different types of
securities.

At a given time corporations may prefer equity capital financing
(sale of stocks), long-term debt (bonds through the capital market
and term loans from commercial banks, insurance companies and
government agencies) or short-term debt. That is to say, several
choices may be exercised in securing funds from investors and other
choices in securing funds from lending agencies.

For a short period in the twenties it looked as though large
manufacturing corporations were tending to substitute equity for
debt financing. From Table 15 it can be seen that the manufactur-
ing sample utilized part of the funds from the security market to
reduce the volume of debt in the first decade. Nearly $2 billion
of new funds were obtained from stock sales while bond out-
standings were reduced by more than $82 million and short-term
debt by $625 million. However, this tendency to shift from debt
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to equity did not persist over the two decades. Only in the late
twenties, a period of extremely favorable stock prices and great
ease in selling securities, did the volume of stock sales increase
substantially relative to bond sales, and only in 1929 were stock
sales notably greater than bond sales. From 1922 to 1927, al-

Table DEBT, EQUITY, AND CURRENT FINANCING
OF A SAMPLE OF LARGE MANUFACTURING AND TRADE
CORPORATIONS, 1921_39a (in millions)

MANUFACTURING TRADB

New Funds from Sale of Increases
in Short-

Term Debt

Yearb New Funds from Sale of Increases
in Short-

Term DebtStocks Bondso Stocks Bonds

1921 (T) $126.7 $146.0 $— 645.6 $1.8 $—15,8 $—28.8
1922 159.9 —107.7 —110.1 .4 —18.7 —15.0
1923 (P) 265.8 32.2 124.0 —9.4 —16.1 7.3
1924 (T) 60.6 —45.1 —99.4 —10.9 1.7 2.8
1925 115.2 2.7 148.3 3.2 1.7 18.0
1926 (P) 196.1 87.1 6.2 2.9 3.7 .2
1927 (T) —34.7 202.8 —220.6 —1.9 1.6 14.6
1928 107.1 —19.6 159.8 76.4 2.8 24.3
1929 (P) 957.0 —380.8 11.9 88.5 9.1 16.1
1930 136.1 79.4 —350.2 16.8 6.4 —27.3
1931 105.3 —40.6 —384.2 —13.8 .2 —13.6

/ 1932 (T) —106.2 —8.3 —101.4 —6.2 —1.6 —5.2
1933 13.4 —155.7 138.8 —11.8 —2.6 217
1934 66.1 —118,0 166.4 1.1 —6.1 —9.2
1935 —41.6 —122.4 253.6 —1.6 —16.9 13.5
1936 .8 —62.7 270.5 74.0 —1.3 24.7
1937 (P) 247.6 173.9 123.2 2.4 7.7 —4.2
1938 (T) 11.4 337.0 —325.9 2.0 .2 6.7
1939 14.2 24.0 220.3 7.4 —2.6 38.7

Period TOTAL

1921—39 2,400.8 24.2 —614.4 221.3 —46.6 87.3
1921—29 1,953.7 —82.4 —625.5 151.0 —30.0 39.5
1930—39 447.1 106.6 11.1 70.3 —16.6 47.8

'30—33 148.6 —125.2 —697.0 —15.0 2.4 —22.4
'34—39 298.5 231.8 708.1 85.3 —19.0 70.2

a See Appendix A for coverage of the sample. Data for some corporations were not
avaUable in the earlier years.
b For peaks and troughs, see Table 5, footnote b.

Mainly bonds.

though stock prices were rising faster than bond prices, the annual
volume of bond sales increased more than the annual volume of
stock sales. In 192 5—29 the manufacturing sample sold bonds of
$722 million and common stock of $659 million.



108 The Financing of Large Corporations

In the early thirties few securities of any kind were sold but a
considerable volume of long-term debt was retired. After 1933
short-term debt increased relative to long-term debt and equity
capital while long-term debt was increasing relative to common
and preferred stock and to total assets. Only in 193.6, when stock
prices shot up 40 percent, were stock sales again large relative to
bond sales.

Absolutely, over the five years prior to the outbreak of World
War II, short-term debt for the manufacturing corporations rose
by over $700 million while bond sales increased by about $230
million and stock sales by about $300 million.

The increase in manufacturing debt in the last years of the thir-
ties was in part due to the rise of term loans.'4 At the end of
1939, the 84 manufacturing corporations had outstanaing term
loans of about $200 million. Petroleum companies accounted for
a large part of the dollar volume of term loans due both to com-
mercial banks and insurance companies.

The National Bureau's estimate of all term loans outstanding
shows a consistent rise in volume from 1933 to 1939. The manu-
facturing sample, however, took advantage of the favorable mar-
kets of 1937 to sell securities and to retire a considerable amount
of term loan indebtedness.

In contrast to manufacturing, large trade corporations showed a
tendency to rely more on common stock than on debt and pre-
ferred stock financing. Table 15 shows that funds from the sale
of stock were nearly four times as great as the increase in short-
term debt in the twenties. Part of these funds was used to decrease
outstanding long-term debt by $30 million. In the thirties, trade
concerns had only a modest increase in short-term debt while long-
term debt continued to be retired. For the two decades as a whole,
however, trade showed a slight decrease in common stock and a con-
siderable decrease in long-term debt and preferred stock relative
to total assets because of the large increase in surplus..

Telephone companies rely much more heavily on the sale of
capital stock than on bonds to finance expansions. In 192 1—39, the
Bell Telephone System sold bonds totalling $1.7 billion while re-
tiring bonds to the amount of $1.2 billion. During the same years,
Bell sold capital stock of $1.6 billion.

Over the period studied all steam railroad companies obtained
$1.8 billion of new funds from the securities market, $1.5 billion
from bond sales and the remainder, only $. 3 billion, from issues
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of capital stock. Thus it is clear that railroads have not been'
shifting from debt to equity financing.

Estimates of the breakdown of security sales of electric light
and power companies, by type of security, are available only for
the period 1933—37:

Long-Term Debt Capital Stock
(millions)'

'1933 $5 $0
1934 ii 0
1935 11 0
1936 52 3

1937 105 1

TOTAL $184 $4

There is some evidence that bond sales were more important
than capital stock sales also in earlier years. The long-term debt
of electric light and operating companies increased about
$500 million a year in 1922—27. Smaller increases occurred in
1928_32.b6

The Securities and Exchange Commission has made a study of
changes in relative costs of selling bonds and preferred stock is-
sues of less than $5 million in two periods, 1925—29 and 1935—
38. In the first period the cost of floating bonds was 6 percent for
every hundred dollars secured while in the second period the cost
had declined to 4.8 percent. For preferred stock, the cost in-
creased from 7.8 percent to more than 10 percent.'7

In the first period, 1925—29, our manufacturing sample retired
more bonds and preferred stock than they sold, while in the sec-
ond period, although they retired more preferred stock than they
sold, they sold more bonds than they retired.

The Commission has also compiled data on the relative costs
of floating bonds, preferred stock and common stock for three
years, 1938, 1939, and 1940. Cost relationships were found to be
generally similar in the three years. In 1940, the cost of bond sales
was 2.4 percent, of preferred stock 5.7 percent and of common
stock 9.2 percent, for each hundred dollars secured from in-
vestors.18
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