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PREFACE

THIS STUDY 1S ONE OF A SERIES prepared under the Financial Re-
search Program’s Business Financing Project, an investigation of
changes in the financial structure of American business, 1900-1940,
begun early in 1940 with the support of grants from the Associa-
tion of Reserve City Bankers and the Rockefeller Foundation.

The project has had the following objectives: first, to determine
from statistical analysis of business accounting records the general
character of the financing services obtained by business enterprise
from financial institutions currently and in the past; second, to
trace the structural and cyclical changes that have occurred in
business credit demands since the turn of the century; and third,
to describe the adaptations that institutions providing short- and
medium-term credit to business have made in recent years in
response to changing credit demands.

Work on these objectives has been organized into two divisions:
one entitled “Changes in the Financing of Business Enterprise,
1900-1940”, and devoted to the first and second objectives; the
other entitled “Business Financing Tendencies and the Emerging
Problems of Commercial Banks,” and concerned primarily with
the third objective, but also to some degree with the first. The
procedure followed has been to develop, from separate bodies of
primary materials, special technical studies whose findings are to
be integrated into a single analysis. The present report is one of
the technical studies made under the first division of the work.

When work on the Business Financing Project was initiated, no
comprehensive tabulations of corporate financial data, compiled
according to uniform standards and covering a long period of
time, were available as a basis for analysis. The first problem,
therefore, was to test the usefulness of existing compilations, and
to build up new materials to supplement and extend those already
available. With the cooperation of a number of public and private
agencies, several additional samples of business financial data were
developed from state tax report files, federal corporate income
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tax returns, industrial loan files of the Federa] Reserve Bapj, of
New York and Philadelphia, Dun and Bradstreet reports, bapk
credit files, and other sources.

Variations in the coverage and characteristics of the data thy,
assembled presented many statistical problems. As the analysjs of
our samples of data progressed, it became increasingly clea, that
we urgently needed a comprehensive picture, for one recent yer,
of the distinguishing financial features of incorporated manufac.
turing and trade enterprise, grouped by industry, size of corpora.
tion, and profitability. Detailed knowledge of the pattern of var;,.
tion of balance-sheet accounts, systematic and otherwise, according
to industry, size of corporation, and proﬁtability, would aid ip the
comparative interpretation of our various samples of corporate
financial data for long periods, since both the Quantity and quality
of these historical data diminish as one moves back in time.

Walter A. Chudson,

current liabilities,
Chudson has also

n respect to
o large cor-
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porations have a higher turnover of their current or working
assets than do medium-sized and small corporations? Is the pro-

e
3

ta thm portion (?f current assets and liabilities more directly rclgted to ]
Iysis of i type of industry or to size of corporation? How are different N {
i levels of industrial profitability reflected in balance-sheet ratios?
f?!'rthat' 3 Is the proportion of short-term debt—i.e., trade credit and notes
1t year rm debt—Le.,
: ""3 payable to banks and other institutions—related more closely to
mm‘“" business holdings of inventory, or to other characteristics?
:!'pon. In answering such questions Dr. Chudson has employed the
vam. ratio method of balance-sheet analysis, using as his bases both
t()_rdmg : total assets and sales. This method, though conventional, is espe-
linthe cially well adapted to the questions on which Dr. Chudson has
Porate focused his analysis. In evaluating his findings, it must be recalled i
quality that his objective is limited to determining the cross-section pat-
: tern of variation in financial structure with respect to industry,

t from corporate size, and reported profitability. The data with which he

study, has worked have not been all that one would hope to have, and
€ most they were not compiled to order. The significance of the findings,
tics of however, fully justifies their use for the purposes in mind. Appen- 1
tics of dices A, B, C, and D contain a detailed discussion of the charac-
hange teristics of the data and of the methods of analysis, which will be -
erence of particular interest to technical readers in appraising the findings.
tivity, We are indebted to the Bureau of Internal Revenue and to the
€ was Securities and Exchange Commission for help in the assembly of
ars of materials for this study. The Bureau of Internal Revenue per-
Jition, mitted us to make transcriptions of tables covering the financial
ilable statements of minor industrial divisions from its Source Book of
ling a Statistics of Income. The Division of Research and Statistics of
ularly the SEC kindly prepared for our use some supplementary
. Dr. tabulations of data for corporations covered in the Division’s
in his Survey of American Listed Corporations for 1937.
es of The tables on which the analysis is based are not contained in
_ this volume. They are to be made available, along with other
sting basic corporate financial data compiled under the Business Financ-
trade ing Project, in a separate volume entitled Corporate Financial
g to Data for Studies in Business Finance.

their RarrH A. YouNG
ct to Director, Financial Research Program

January 1945
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