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CHANGING CREDIT NEEDS
OF SMALL MANUFACTURING
CORPORATIONS

The financial structure of representative groups of small
businesses was described in the preceding chapter, indus-
try by industry. Froo the experience of these companies
over the period 1926-36 the present chapter will craw
certain implications that have significance for the gon-~
eral problem of financing small enterprises. These eleven
years encompass a period of cyclical expansion (1926-29),
8 period of cyclical contrection (1930-32) and another
period of cyclical expansion (1933-36). 1/ The following
peges deal only with particular samples of small enter-
prises that continued in existence throughout these years,
but there is no reason to believe that the findings would
20t apply in large msasure to ssall enterprisss in gen-
eral, and to both successful and unsuccessful ones,

LONG-TERM DEBT

An important characteristic of the financial struc-
ture of small manufacturing companies, as revealed by our
samples, is their small amount of long=term debt. This
Was apparent from the case studies in Chapter 2, but it
is sufficiently important to warrsnt elaboration here.
For each industrial ssmple, considered as a group, long-
term debt amounted to the following proportions of total
S3sets, at the beginning and end of the period studied, 2/
These figures, however, pertain to the aggregate of all
surviving corporations in each sample, and thus give no
indication of the fact that the great majority of the

1926 1936
Baking a.84 10.7%
Men's elothing 1.2 2.8
Purniture 1.2 L.t
Stone-clay 3.4 .7
Machine tool L.k 2.2
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ed no long-tera debt whatever: in meq’,
cmm.gs.ﬁ::.m, end in the other industries froa &9
el of the companies reported no long-term

53»3"11"{3;':’ and in 1926 these proportions were even

higher. ‘
corporations that did have such dett the
f -::r;::n 1,.“::. tabulation above are of course 3

- I idering th
ble understatement. In considering these coa-
;::ﬁg."lon‘-uu dedt cannct be directly computed in
rolltit’m to total assets but it can be calculated in re-
Jation to net land and plant. On the latter base the

for the reporting companies in the various
mz::::::' were as follows at the beginning and end of

the period: 3/

1926 1936
308 (28% of all cos.) 36% (31% of all cos.)
::}:‘clothm 4 (2L v w ) $3 (13 : : ")
Fumiture (9 =~ = ") W (27 .o : )
Stone-clay 23 (& ~ " z 35 (30 "o )
Machine tool U (W v 0 ) 51 (26 ")

We know the ratio of the net land and plamt of al]
the companies in the samples to their total assets, &
and from this ratio it is possible to compute, [or the
companies that reported long-term debl, rough es.imates
of what such debt amounted to in relation to total as-
sets. The resulting proportions are shown herewith. Thess

1920 19%
baking 19% 223
Men's clothi..2 4 s
Furniture 8 11
Stone-clay 12 18
Machine tool 15 20

estimates, crude as they are, indicate that for particu-
lar companies in these samples of small sanufacturing cor-
porstions long-term debt constituted an important source
of financing, a source, too, that seems to have increased
in importance over the 1926-36 period. This finding 1»
corroborated by data on the net amount of funds derived
from such debt, and the net amount expended on reducing
it during thres periods of the decade 1927-36; 5/ a tau-
lation of these data is presented on the following page,
with minus signs used to indicate the net reductions of
long-term debt,
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1927-29 1930-32 1933-3

Baking § 23,000 $ 63,000 $11,000
Hen's clothhu so.m .‘2:”) q:m
Ffumiture 481,000 -214,000 -79,000
Stona-clay o 68,000 84,000
Machine tool 390,000 -36,000 -31,000

It appears that in the 1927-29 period long-term debt
constituted a fairly sisable source of funds for the fur-
niture and machine tocl samples. But despite such indi-
cations that long-tera debt was of soms importance for
certain of these small corporations and in certain years,
the fact remains that it was not a significant source of
funds for the companies in the aggregate or over the pe-
riod as a whole.

What long-term debt these companies had appears to
have been mortgage debt rather than unsecured bond and
note issues. Pederal income tax returns in the period cov-
ered by this study called for the breakdown of long-term
dedt into two categories: unsecured bonds and notes; and
mortgages and other similarly secured debt. The report-
ing of these items may have been incomplete, especially
since these were small companies; but at least according
to the reports practically all the long-term debt con-
sisted of mortgages and similarly secured obligations. An
exception is the machine tool sample; there one-half the
long-term debt was listed as unsecured bonds and notes.6/

It aight be inferred that the long-term debt of
these small manufacturers, since it appezrs to have con-
sisted largely of mortgage obligstions, was incurred
minly for the purpose of acquiring new assets. Probably
more often, howsver, it represented a means of providing
creditor relief to a financially embarrassed enterprise,
through the funding of book or note credits under a
mrtgage indenture, or a msans of making rz;t payment,
through the granting of a mortgage claim, when ownership
was tranaferred by sale or inheritance.

The infrequency of long-term debt among the compa-
nies studied was due not only to the owners' unwilling-
ness to jeopardise their control but also to the prospec-
tive lender's fear of loss. An investment in amall enter-
prises has a large speculative element. The success of
the business is usually dependent upon the skill of a
single person, the owner-manager. The competitive situa-
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th uncertainty, and the 1nt.ab111ty of
:::nni:uﬁ:“ﬁ: :iupplion and sales makes accurate antic.
ipation almost impossible. Therefore an investor in ,
small company would rether have an opportunity to share
in any unusual or speculative profits, than accept ,
promise of a fixed but smsll return.?/ The failure rate
is higher among smsll than among large enterprises » and
as a rule the liguidation value of an unsuccessful sma))
company is barely adequste to satisfy the claims of
short-teras creditors, not to meation those of long-terg
creditors. It is certainly true, however, that an dmpor-
tant reason for the infrequency of long-tera debt among
the type of coapanies studied here 1ies with the owners
themselves. Because the earning power of their busines,
is unstable, they woulC naturelly strive to avoid fixed

charges and the accompanying danger of 1losing their
property.

Among the five industries studied here, difference,
in the proportions of long-tern dedt can be traced to
differences in the various industries®' discontinuance
retes, in the stabllity of their earnings, and in their
relative investment in fixed assets. In men's clothing
manufacture discontinuances were numerous and earnings
were far from stable; because of these factors, and also
because such companies have 20 little property to mort-
gage, the ratio of funded debt to total assets was small
&énd there was a large proportion of companies with no
long-ters debt, even in comparison with the other samples
of smll manufacturers. In baking, on the other hand,
earnings were stable, there were fewer discontinuances
tluninnoctotthootmgroupa. and the investment in
land, plant and equipsent ‘was relatively heavy; therefore

mechanization. Certeinly the stability of their earnings
would not encourage long-ters lenders.

Sasll business enterprises cannot gensrally rely on
the institutionaliged capital meriet for long-term credit,
because their assets and EAnagement are apecialised,
their salvage valus is slight, and their credit needs are
not subject to standardiged 4ppreissl. In these respects




Changing Credit Needs 61

the large enterprise 1is a direct contrast and hence its
creditor-debtor relationship with the formal capital mar-
ket 1is impersonal and standardized.9/ In addition, there
is the important consideration that the cost of floating
small issues on the capital markets would be prohibitive,
even for companies much larger than those in our samples.

The reasons put forward in explanation of the infre-
quency of long-tera credit in the finascial structure of
msll companies apply also to these companies' small use
of preferred stock as a means of raising capital. Cnly
in the furniture and machine tool samples were there any
appreciable numbers of corporations reporting preferred
shares 1in 1936 (21 and 17 percent, respectively), and
among these establishments such shares were not partic-
wlarly important; in the other industries less than a
tenth of the companies reported any preferred shares in
their capital structure.l0/ It is probable that most of
the preferred shares {ssusd by these small companies were
the result of specisl circumstances, as in the rare cases
of long-term debt, and did not revresent regular issues
designed for the acquisition of new assets.

FfIXED PROPERTY EXPENDITUHES

It has already been pointed out that the long-term
debt of these amall corporations, so far as it existed,
was probably not incurred for the purpose of expanding
fixed property. This is suggested by the fact that it
consisted largely of mortgage obligations, and it is cor-
roborated by an analysis of fixed property expenditures,
But it should be remembered that a small amount of long-
tera debt does not necessarily mean that land and plant
are not expanded, for fixed property outlays are not nec-
essarily financed by long-term borrowings. They may be
financed by renewed short-term borrowings, by funds from
operations or from the owners, or by aaset liquidation.
Thus these companies might have expanded and modernized
their operating facilities by making use of some of the
anount.s withdrawn as officers' coampensation, which, as we
have seen, were s: zable in each of the industries through-

out the period studied.

There is a serious difficulty inherent in an attempt
to estimate a company's property expenditures from the fi-
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nancial stat
Revenue, for

ements it subaits to the Bureau of Interny)
financial stitements rarely show such oyt
lays as a separate item. Expenditures for saintenance ap
- which in mamufacturing industries are not tech-

cally regarded as roperty outlays - are frequently
:lim lo;::lt.cly, as 2 charge to the profit and loss ac.
for replacements and extensions of oper.

coun t those
.tué’t::mt.hs are prosumably capitalized. 11/ These

- outlays for replacement an
fixed property expenditures - ou
q:pmagon of land, plant and equipment - must generally
be derived by comparing the annual change in fixed prop-
erty with the anmal depreciation charge and with any
asset revaluations that may have been made. Net expan- |
sion of fixed property - sutlays for expansion alone 12/
- is arrived at by subtracting from fixed property ex-
penditures the part that represents replacements, or an-
ticipated capital consumption. 1y

Depreciation charges have been rejarded as repre-
sentative of the anticipated capital consumption of these
companies, 1iy/ although there are two important reasons
why the figures should not be taken too literally. In the}
first place, wear and tear of plant and equipment are diff
ficult to estimate, even where an appraisal of the annualf|
depreciation is the only purpose. In the second place,
it is lnown that some of the concerns in these samples
valued their property account from time to tiwe by means
of a charge of credit taken directly to surplus. When an
owner thought he had failed in prior years to charge off |
enough depreciation against plant and equipment, he wrote
down the account; if he feared (or if the Internal Reve-
me agent decided) that he had charged off too much, he
wrote up the account. Like depreciation charges, these |
writeups and writedowns are in the nature of rough esti-
mates; in addition, the year in which they are entered |
the books of an enterprise is not a trustworthy indica-
tion of the time when an unanticipated depreciation or |
appreciation occurred.

These qualifications should be borne in mind 13/ in
examining the figures on the following page, which per- |
tain to the eatire period 1927-36, 16/ Those on proper-
ty expansion or contraction are derived by subtracting |
depreciation charges from fixed property expenditures asd |
adding the positive or negative figure on property reval-
uation. All figur~s are given in thousands of dollars.
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Fixed Atcunulated Hel drite- Fixed PropurLy
. Property Depreciation up {+) or Expansicn (¢) or
Expenditures Charpes Aritedown (-) Contraction {-)

SAkml' ‘3|‘)75 93,95 329 PP
Yen's clothing 275 ,253 - "; ‘01{2
Furriture 1,263 1,468 +357 0152
Stonu~clay 1,685 2,619 -8 -8
Yachine tool 3,007 3,1%8 - A -159

These figures indicate that in none of the indus-
tries except stone-clay was there a significant expansion
or contraction in fixed property over the decade. And
there the sizable contraction in land, plaut and equip-
ment probably represented a depletion of raw material
resources rather than a failure to maintain operating
plants, exclusive of clay deposi.s. It appears, too, that
in these five industries the revaluations of plant and
equipnent were small, especially in comparison with de-
preciation charges. Over the decade as a whole only two
of the industries had, in the aggregate, an important net
writeup or writedowa: the bakeries wrote down their plant
and equipment, largely in the 1930's; and the furniture
manufacturers wrote up this account, mostly in the late
1920's. 17/ Sowe of these writeups probably resulted
fron overdepreciation in the years before 1927, or per-
haps frow the optimism characteristic of 1929, but it is
impossible to pin down revaluations to the precise year
to which they are properly applicable without making a
detailed case study of each company.

Annual estimates of the average net land and plant
expenditures per company are shown in Chart 1. Because
of the impossibility of precise allocation writeups and
writedowns were ignored in the calculations of these es-
timates, and the depreciation charge alone was taken to
measure the consumption of capital during the year. The
figures were reduced to a per company basis in order to
improve their industrial comparability, but they are
still not fully comparable from one industry to another
because the average size of these companies varies in the
different industries. Tne 66 furniture companies, for
exanple, have sonewhat larger averaje assets than the
copanies in the other industries.

Chart 1 indicates that except in men's clothing,
wnere property expenditures are generally unimportant, it
was principally in the years 1930-35 that the net prop-
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ORPORATIONS IN FIVE (INDUSTRIES
ix::. cuct Expenditures per C.oulplny on
Land and Plant, 1927-36

STONE -CLAY

% Based on Tables B-10 to B-14 in Data Book
{see footnote 16 of Chapter 1).
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orty outlays of these companies weres negative. 18/ 1In the
other years of the 1927-36 decade the companies somewhat
expanded their plant and equipment. The stone-clay group
stands out prominently in this chart because as early as
1929 it failed to maintain its plant and equipment (in-
cluding clay deposits), and suetained a contraction in
every succeading year of the decade. This singular per-
formance maAy not be wholly unrelated to the secular de-
cline of the stone-clay industry, although probably a

sore important factor is depletion of the clay desposits.

Thus, on the whole, the available data suggest that
the fixed property expenditures of these small manufac-
turers over the 1927-36 decade just about equaled the de-
preciation charged for the same pericd. In cther words,
the companies spent on land and plant little, if any, more
than the funds from operations that were earmarked on the
books of account for replacing worn-out plant and equip-
snt. To be sure, the mere earmarking of such funds does
not make them available for outlays on land and plant:
they mey become tied up in current assets or be absorbed
by operating losses. But over a period of years, some of
which were profitable ones, the former contingency would
not be important and the latter would be only temporary.
Therefore we may conclude, from the present data, that
these small companies did not significantly expand their
land and plant over the period studied. This means that
they had little need for long-term funds, whether equity
or creditor, and that credit facilities designed to pro-
vide such funds would have been largely unnecessary.

i

SHORT-TERM DEBT

The current debt of these small manufacturers seems
to have undergone notable changes over the 1326-36 period,
both in regard to itas distribution between accounts pay-
able and notes payable and in regard to the importance of
these two itens in comparison with relevant items in cur-

rent assets.

Distribution of Short-Term Debt

For an analysis of the comparative importance of ac-

counts payable and notes payable we may take total assets
as a basis of reckoning. Chart 2 and Table 13 indicate
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SAMPLE CORPORATIONS IN FIVE INDUSTRIES
Year-End Accounts Payable

Payable,

Financing Small

in Percent of Year-End Total
Assets,

1926-36 2

and Notes

Cbrporltio.,

MEN'S CLOTIHING

.....
»oes
oo
.
)

o
.
o
- 4

¢
d

2 Based on Tadlie B-7

footnote 16 of Chapter ).

in Data Book (see
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that on tnis basls mercantile credit increased durt
1526-36 while notes payable - which may be uaun:dngo
have consisted largely of bank credit 19/- increased less
mrkedly, remained stable or actually declined.

As can be seen froa the chart, every industry repre-
sented here showed an increase, durmgr{926-36.ry1n ft.a
proportion of accounts payable. 1In all of the industries
this increase occurred largely in the last half of the pe-
riod, during the depression and early recovery years.20/
The contrast in this respect between the beginning and
end of the period is clearly evident from the figures on
*all companies" in Table 13, where the average propor-
tions for the first three years are shown in conjunction
with those for the last three years. 21/ Statistically
speaking, ~he increase between these two sets of years
can bs considered definitely significant (as an indica-
tion of trend not only within the sample but among cll
ssall corporations in the industry) in the baking, men's
clothing arnd machine tool group3, less significant in
stone-clay, and not significant in furniture. 22/

The relative amount of notes peyable, on the other
hand, decreased in the baking sample, remained approxi-
mately the same in men's clothing and furniture, and in-
creased in the other two groups, especially in machine
tool. The baking companies' decrease occurred in the
first helf of the period (Chart 2); in the stone-clay and
machine tool samples the increase took place during the
depression years., But even in these two industriea, which
showed increases in both items, the increase in the ac-
tounts payable proportion was more pronounced than that
in the relative amount of notes payable. It cannot be
determined whether any of these changes in the notes pay-
able proportion is statistically significant; the safest
conclusion to draw is that this ratio did not undergo any
noteworthy change in the sum total of small corporations
represented by each of these samples.

Table 13 indicates too that the increase in the pro-
portion of accounts payable between the beginning and
the end of the period was characteristic of both the larg-
or and %he smaller companies in the samples, though the
greater rises were reported, on the whole, by the smailer
companies; 23/ in fact, in the men's clothing and furni-
ture samples the upward tendency in this item was pro-
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~ SANPLE CORPORATIONS IN PIVE IKDUSTRIES

Aversge Yeor-Tnd Acesunte Pagable and Notes Pay-
sble, ia Percent of Averase Tear~-End Total Assats,
by Industry and by 3ise and Profitability of Com-
ponies, 1926-28 and 1934-36 o/

Accewsts Payeble  Meves Parev)y

Intestey
1926-28 1934=3 1926-28 193%4-%
fabine (0 o) 1.55 1788 10uf 758
larger companies 9.9 12.2 9.2 6.2
Smaller companies 17.1 2).2 n.1 4.7
More profitable cempenies . 17.9 22.% 10.1 7.9
Nen's clothing (A6 cos.)
All m.( 20.0 30.2 10.4 1c.8
m M“ 22‘2 22.0 .o‘ 7..
Ssaller ceapsnies 12.7 38.6 r.c 13.6
Nore prefitabie compaaies 22.) 9.4 1.7 15.9
Less profitable ceampanies 17.7 20.0 9.1 5.7
Parniture (66 cos.)
A1l cespenies 15.2 22.1 1. 1.0
W m u.ﬁ 12.0 12.2 10.5
Ssaller csapeniss 19.1 32.5 9.9 1.6
Yore prefiteble cempanies 17.6 29.7 13.6 .6
Less prefilshle ceapanies 13.0 .7 8.5 7.5
Stene-clay (70 ees.)
Al compentes 8.6 11.7 9.1 11.0
larger scupenics 7.2 10.9 7.8 11.1
Smaller cempanies 10.0 12.6 10.5 10.9
sre prefitatle coapsales 9.3 1n.s 9.5 12,3
Less profitable cenpenies 8.0 12,0 8.8 9.7
Machine tesl (110 ese.)
All esupanice 10.7 23.8 8.9 13.2
Larger conpanise 10.) 13.9 8.8 8.4
Smsller ssapenice 1.1 n.0 8.9 18.1
More prefitable ecupenics 12.5 32.0 6.6 16.2
Lass profitable compealee a8 15.6 11.] 13.6
&m-mn—nuuuumu(u fostnote 16 of Chap-
1). In cach of the tav perieds indicated the figures represant siaple
nuu:.lmmmnr“mr.:t thet peried; these annual fig-
uwres, turn, represent sisple averages the proportisas fo
dul csspeniss. The dividing line between “"larger® oad '—{x:ﬂu:a:.:::‘-
each industrisl smple, the asdian of the sverage total assets of all con
poaies in the smmple over 1926-36. The dividiag 1ime between “msre profit-
m;:mmuruu‘:.'&u loare: Compenaation) b ot wrs,
off. o
for all cospenies in the sample ever 1926-)6. tioa) tone
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duced entirely by the companie

8 of less than asdian asset

sigse. The less conclusive Rovement in the relative amount

of notes payable shows no cons
the point of view of company »
in this proportion was shared
er companies. In the two ingy

istency when examined from

ize. In baking the decrease
by the larger and the small-
stries that registered in-

cressss the evidence is conflicting: the increecse was

produced entirely by the large

F companies in the stone-

gm mtool.’ and Ogimlxdby the smaller ones in the ma-
group, t decreases Among the larger men's

clothing and furniture companies were nullified by sligh:

incresses among the smaller companies in thease industries.

clothing and furniture, where

ine tool) seem to have been

unrelated to the profitability of the companies. In men's

the notes payable propor-

tions for “all companies" were practically the same at
the end as at the beginning of the period, there were in-

creases among the more profit

able companies and equiva-~

lent decreases among the companies whose net income plus
officers' compensation (in percent of net worth) was un-

der the mesdian level.

Thus far these two types
been discussed as percentages

of short-term debt have
of total assets. The story

they tell is not changed, however, if their behavior over
in financial structure. 24/ When comperud to volume of

business, accounts pesyable mov

ed upward in every group ex-

cept men's clothing, where they remained abcut the oame,

and notes payable tended to d
sxcept stone-clay; this indust
ws undergoing a marked secula
holdings are taken as a base,
while notes payable decreased
edly in baking and furniture,

Since the movsment of this ra

ecrease in every industry
ry, it will bde remembered,
r decline. When inventory
accounts payable increased,
in three industries - mark-
slightly in men's clothing.
tio 1s due in part to the

inventory item, which also declined diring these vears,

the indicated decresase tends

to understate rather than

Overstate the drop in notes payable. The magnitude aad
industrial variation of this razio are interesting: In
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except baking in some of the years betwes,
;;%6‘:;“’:935 not.p:. payable amounted to less than inve,.
tory holdings, and in the men's clothing, furniture ang
ngm tool ’groupo they seldom reached as much as ha)¢

of inventory.
inal indication of the movements in accounts pay.
able :n: notes peyable is the dollar volwrs of net change

of these two types of debt over the years 1929.
% “:: this the figures are as follows, with net reduc-

2:;n- indicated by minus signs. 25/ In all groups excep:
Accounts Peysble  Notes Peysble

Baking 660,000 $-385,000
Men's clothing 99,000 - 12,000
Purniture 40,000 -286,000
Stone-clay ~43,000 - 32,000
Machine tool 379,000 - 25,000

one-clay there was an absolute substitution of account
;:r note :rodn. over this decade. The significance of the
exception in stone-clay, where the two types of credit de-
creased about the same in dollar volume, is miniaised by
the fact that in this industry the cost of materials pur-
chased ~ the customary cause of mercantile credit - is ex-
traordinarily small, amounting to no sore than an eighth
of the total value of product. In the men's clothing
group the relatively modest reduction in notes Payable is
somewhat misleading, for in 1936 the companies in this
sample sharply increesed their notes payable, thereby off-
setting almost all of the coatraction that had occurred

in the preceding yuars.

On the exact composition of the notes payable itea
of these sample companies the income tax returns zive no
inforaation, and, even for corporations in general, sta-
tistica) data on this point are usuilly meagre. Jotes
payable consist of bank loans, trade credits and loans
from officers, directors » stockholders and em>loyees, and
it 15 ordinarily assumed, in financial statemsnts amaly-
sis, that bank loans coanstitute the preponderent propor-
tion. That this assumption 1s reasonably valid in regard
to the five industries represented here is suggested by
two sources of information,

The first source is Federal Trade Commission tabula-
tions covering the principal enterprises in each of the
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five industries studied here and giving a detailed break-
down of current liabilities in 1938 and 1939. 26/ These
figures indicate that at least for the larger companies
in these industries notes payable were composed almcst
exclusively of bank loans. In every group except furni-
ture either all or 99 percent of the total notes payable
to trade, banks and individuals was bank debt in thase
years. In furniture (represented by a group of 15 cocpa-
niss) bank loans constituted about half of notes payable
in 1933, with the rest divided fairly evenly between the
other two items, and about four-fifths in 1939, with
loans to individuals accounting for practically sll of
the remainder.

The second source of information on this poiant is

a special tabulation of financiasl statements pertaining
to a sample of companies that applied for industrial ad-
vances at the Federal Reserve Bank of New York and show-
ing notes payable to banks and to trade during 1926-33.27/
This sample includes some companies, mostly of medium
size, in each of the industries studied here, the nunber
ranging from 5 in stons-clay through 10 to 12 in clothing,
furniture and machine tool, to 30 in food. In the cloth-
ing, furniture and machine tool groups bank loans consti-
tuted about three-fourths of the notes payable to banks
and to trade, and in the food and stone-clay groups they
amounted to about half.

Evidence such as that provided by these two sources
does not show conclusively that in our sample industries
bank debt constituted the bulk of the notes payable iten,
hut it does indicate a presumption in that direction. And
thus the entire body of data presented in this section
patterns into a fairly strong indication that after the
depression of the early 1930's mercantile credit bore a
larger share of these small manufacturers' short-term fi-
nancing than it did before, and that over the period as a
whole bank credit was relied on less: while mercantile
credit was increasing, bank credit was declining (baking)
or remaining stable (men's clothing and furniture) or in-
creasing less markedly (stone-clay and machine tool). 28/

What mey have brought about such a shift in the rel-
ative importance of these two types of credit? The ques-
tion, of course, cannot be answered definitively, but
certain relevant considerstions may be pointed out.
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irst place, short-term debt is incurred
p-n.l;n r::'urn pm':o“ of carrying inventory, and if 4
smaller amount of funds is needed for inveantory business.
men ususlly prefer to cut down bank credit first, rather
than trade credit, unless there are strong factors urging
the opposite course. A decline in inventory does not
necessarily mean a decline in short-term financing re-
quirements, nor does that result necessarily msan an in-
crease in the relstive importance of accounts payable.
But the probabilities are that both of these consequences
will follow a decline in the dollar volume of inventory

holdings.

Over the 1926-36 period such a decline occurred in
all of these industries except men's clothing. The net
funds received from the end of 1926 to the end of 1936
through inventory liguidation were as follows, for four
of the industries: baking $76,000; furniture 3299,000;
stone-clay $329,000; machine tool $272,000. In the men's
clothing sample there was a net accumulation of inventory,

amounting to $240,000.

This evidence is at least not contradicted by the
data on inventory in relation to total assets, though
hers the decline is not very pronounced, and again men's
clothing is an exception. The following figures on in-
ventory in percent of total assets are averages of annual
proportions for the first three and the last three years

of the periocd: 30/

1926-28  1934-36
Saking 10.5% 9.7%
Men's clothing 32.1 37.3
Furniture 29.1 27.1
Stone-clay 15.6 15.2
Machine tool 22,8 18.5

The reason for this decline appears to have been not
a reduction in the physical volume of inventory but a gen-
eral fall in raw material and finished goods prices dur-
ing the period covered by the dsta. For example, in 193
the wholesale price of Kanaas City winter straights wheat
flour was 75 percent of its Average in 1926; the whole-
sale price of brick and tile was 2ore than 10 poerceat low-
or in 1936 than in 1926; a composite wholesale price of
furniture was dowm more than 20 percent. 31/ And these
examples could easily be multiplied.
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The assumption that it was s price fall rather than
a decline in voluas that produced the decrease in dollar
volums of inventory is supported by data on inventory in
relation to sales. On this basia inventory holdings do
not appear to have moved declisively either upward or down-
ward. It 1s true that they decreased slightly in baking
and machine tool, but they increased fairly sharply in
stons-clay, and remained stable in the other two indus-~
eries. This may be ocbserved from the following figures,
which represent, agein, averages of annual proportions
(inventory to sales) for the first three and the last
three years of the period: 32/

1926-28 Q9%
Baking Y 408
Ken'a clothing 12.9 121
Furniture 20.2 21.7
Stone-clay 4.0 2L.7
Machine tool 17.5 14.7

Thus it appears that one of the causes for the rel-
atively greater importance of mercantile credit in the
finsncing of these small manufacturers over the 1926-36
period was a decline in the dollar volume of inventory
holdings. And there are indications that this, in turn,
was due to the decline in prices that cccurred during
those years. 23/

Other factors may have worked more directly to in-
crease the relative importance of mercantile credit, by
increasing its supply. Competition, perhups sharpened by
the depression, among the raw material and equipment sup-
pliers may have led them to seek more business from these
sasll manufacturers by offering more trade credit. There
is a strong presusption that at least the large suppliers
were able to capitalize on cheap money rates, and thersby
found themselves in a position to grant more credit to
their customers. If the capital market did serve thus as
a source of funds for the rew material suppliers, the
paradox results that sizable resources not directly avail-
able to small businesses were used nevertheless to fi-
nance such enterprises indirectly. And the suppliers may,
of course, have obtained additional funds for the financ-
ing of small manufscturers froa sources otner than the
capital market, for instance from a reduction of their
om inventory and receivables resulting from the decline

in business.
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there may have been an increase in credi
mnt-:lm :hh:rufhia no ovigonco that credit was offered on
: In fact, persons familiar

tractive terss,
::l: ::od.l'. conditions in these industries report that

trade credits in the middle 1930's were extended either

o:. the same or on less liberal terms than they were in

the 1920's. In genersl, the tightening of these terms
came with the advent of the NRA. There may have been sone
competitive liberalization of trade credits in the early
1930's, or even in the late 1920's; but for the last
three years of 1926-36 trade credits were offered on less
1liberal terms than at any other time during the period, : §
fact that would hardly be expected L0 encourage an expan-

sion of mercantile credit on the part of these small man- B
ufacturers. Therefore any expansion that occurred must
have bsen in spite of, rather than because of, the terms

of purchase.

The tightening of credit terms occurred pariicularly |
ir the men's clothing and furniture industries. In the
late 1920's the selling terms of a prominent wool :n man-
ufacturer supplying the men's clothing trads were 10/10,
8/60 or 7/4, with season's dating as of December 1 or
June 1 for the 7/4L terms.3}5/ These were, obviously, very
liberal terms, enabling the men's clothing manufacturer to
get well along, if not through, his productive process
before he was called upon for repayment of his mercantile
credits. But since the NRA days terms of sale for wool-
ens and worsteds have been fairly uniform at 1/19, n/60,
the former being elected primarily by the large twmyers,
the latter by the small manufacturers, such as those that
constitute the samples studied here; moreover, the prac-
tice of season's dating is no longer current. BeZore the
depression of the 1930's suit linings were sold on the
basis of net 60 days from the end of the montk for the
small buyers, and on 4 months s.o.m. for the large buyers.
During the middle 1930's they were sold on é) e.o.m. for
all buyers, though today a few are again obtaining terms
of 4 e.o.m. 36/

Lanufacturers of upholsterea furniture buy their
plece goods, such as mohair und other fabrics, on terms
of 2/10, n/70. These terms were established ir. 1933, and
before that year had been 6/10 plus 60 extra, which 1is
Squivalent to temms of 6/70, or 7/10 because of the priv-
ilege of anticipating discounts to gain an annual rate
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of 6 percent interest. In dollar volume the bulk of the
raw material and supplies purchases by upholstered furni-
ture manufacturers is for piece goods, with purchases of
frames relatively insignificant. Some manufacturers make
their own frames; others buy them, usually for cash. In
fact, furniture manufacturers may even have to advance
money to the frame manufacturers because the latter are
frequently small backwoods shops with little, if any,
working cupital.

_l?lour purchases, particularly by the small bakerles,
are iargely on a cash basis. Sometimes terms of n/30 are
allowed, but on the other hand bakers with poor financial
ratings frequently have to buy their flour on a C.0.D.
basis. There is no evidence that these terms changed
markedly over the 1926-36 period, but there are indica-
tions that the flour millers have been tending to supply
the bakers directly rather than through jobbers or whole-
sale grocers. The latter, it appears, founé the credit
risk too large for the profit nargin involved in the
trensaction. 37/

Simil:rly, the machine tool manufacturers' purchases
of raw steel, such as foundry billets and pig, are on the
same terms now as in the 1920's: 3/10, n/30. Parts for
nechine tools, such as gears and cutting tools, are and
have been bought on terms of 1/10, n/30, or, if the sup-
plier happens to be & manufacturer of parts for the auto-
mobile industry, on the slightly more liberal terms of
1/10 and 25. 38/ For manufacturers of stone-clay products
raw meterial purchases, as was mentioned in the preceding
chapter, are relctively unimportant, and therefore in re-
gard to this industry the question of trade terms of pur-
chase is largely irrelevant. Morecver, among the five in-
dustries that are studied hare, this group gave the least
indication of a shifting from notes payable to accounts

payable.

A final reason for the relative inecrease in mercan-
tile credit may have been the general tightening of bank
credit during the depressicn. The fact, revealed by Chart
2 above, that these companies experlenced their relative
increase in accounts payable mainly in the second half of
the 1926-36 period lends support to this hypcthesis, but
the question is one on which we car do no more than sgec-
ulate, in the present instance.
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[ tor-Debto tionships
Small manufacturers sre creditors as well as debtor,
of the banks, and over the period 1926-36 the relation-

ir credit balance and their debit balanc,
::::mmin':::lmu favorable to them. This was true of
all the industries studied here except stone-clay, as is
indicated by the following averages, for the first three
and last three years of the pericd, of annual figures on
cash in percent of notes payable:

192628 2943
Sakine 0% 991
Men's clothing n Sl
Puraiiure g'lr z;
Stone=cla
Machine t:ol 57 101

In this relstionship the change is more marked than
in those discussed above, and it shows clearly that in
the aggregate these sample companies came to have prac-
tically as much cash on hand and in the banks as they had
obligations due on notes (most of which were presumably
to the banks). The notes payable item, moreover, was the
active agent in this shift; cash holdings remained fairly
atable. Becsuse these figures refer to each sample as a
whole, because not all the notes payable are due to banks,
and because some cospanies in these samples reported no
notes payable, the proportions given here are not neces-
sarily illustrative of tre creditor-debtor relationship
existing between the ordinary amall business and its
bank. They do, however, indicate that after the depres-
sion the creditor position of these concerns taken as a
group was about ths same as their debtor positicn, as far
as the banks were :oncerned, whereas before the depres-
sion this group of companies had been net debtors of the
banks. Practically all of this change in creditor-dettor
position can be attributed to a decrease in the use of
bank credit.

In vrade accounts, however, the relaticnship between
current assel« ard current debt was quite different. The
trade credits owed by these small manufacturers were, ex-
cept in the baking sample, considerably less than their
outstanding receivables, but the margin tended to shrink
during the period studied. This is evident from the fol-
lowing tabulation, which shows, for the earlier and the
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1926=28 192426
Baking 908 a7t
Men's clothing 199 150
Furniture 245 217
Stone-clay 266 176
Machine tool 183 W9

later yea=s of the period, averages of annual figures on
receivables in percent of accounts payable.40/ Even with
the narrowing margin between the outstanding credit exten-
sicns of these companies and the outstanding credit grant-
ed them by thelr suppliers, their receivables stil) ex-
ceesded their accounts payable by 50 to 120 percent at the
end of the period, except in baking. In that industry the
equality between outstanding mercantile credit granted
and received is explained by the relotive rarity of cred-
it sales; most bakers, especially the small concerns,
sell their product on a cash basis.

What may be called the creditor relief obtained by
these companies - the narrowing of the differential be-
tween outstanding customer credit granted and mercantile
credit received - is strikingly indicated by the dollar
figures. The following tabulation, which refers again to
the period before and the period after the depression,
shows for each industry the average of annual differences
between yesr-end outstandings in receivables and accounts
paysble; 41/ the figures for baking, marked with a minus
sign, represent an excess of accounts payable over re-
ceivables.

1926-28  193-%

Baking §-65,000 $-94,000
Men's clothing 769,000 338,000
Purniture 1,397,000 815,000
Stoae-clay 945,000 362,000
Nachine toel 642,000 461,000

In any analysis of the receivables item in the fi-
nancial statements of these companies, an important qual-
{fication is necessitated by the practice of receivables
factoring. It is known that in some of the industries,
particularly men's clothing, receivables are freguently
sold to financing agencies. Pactoring of this sort wculd
lead to an understatement of receivables, since factored
receivables and the contra-liability (if any) are not gen-
erally shown on the balance sheet.42/ There is no way of
knowing how prevalent this practice was among the compa-
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es. Whatever its extent, however,
;‘:.:oalndt::h“mmlymt contradict, the observed dif.
ference between receivables and accounts payable; thus,
while it might modify the decrease in that margin betwee
the beginning and the end of the period, it 1s scarcely
likely that it would account for the entire decrease.

on which these companies sold their prod-
uct.s,T:.hS.;:r:'hcy probably did not cause the relative de-
cline in outstanding receivables,il/ at least do not ap-
pear to have interfered with it. In most of these five
industries selling terms at the end of the period studied
here were no more liberal than in the middle 1920's; when
a change occurred it was in the direction of less liberal

selling terms.

The terms on which the manufacturers of men's cloth-
ing sold their product in the middle and late 1920's were
in the neighbortiood of 9/10, 7/70. Since the depression
of the early 1930's they have rarely been more than 2/10,
net 60 or 70, and today they are frequently straight net
60 or 70, with no discount. Manufacturers of upholstered
furniture customsrily sell their product on terms of 2/%,
n/60, or sometimes straight 2/30. When the time consumed
in transportation is an important factor (as in sales of
an eastern manafacturer to a western buyer) terms of 2/%
n/90 are frequently offered. Persons familiar with this
industry declare that these terms have not changed mate-
rially since the 1920's. The baking industry sells its
product largely on a cash basis.

! N

For machine tcols the terms cf sale are relatively
unimportant and not particularly uaiform. For complete
machine tools, such as lathes and borers, regular terms
are and have been n/30. A few companies are reported to
have offered 1 percent for payment 10 days after date of
invoice, but this practice has been qite genersally aban-
doned since the depression of the early 1930's. Terms of
sale for machine tcol accessories vary widely, and depend
on the prevailing terms in the industry to which they are
sold. Cutting tools have customarily sold on terms of
2/10, n/30. The most important change in the selling
practices of machine tool companies has been a tendency
since the early 1930's toward increased instalwent sales.
This appears to have been brought about through the buyer
rather than the seller, the sales finance companies tak-
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ing an important part in the negotjiations. Most of the
instalment paper arising from these transactions is of
12- to 24-month maturity, with a 25 percent down payment,
though a few of the contracts run for 36 months. When
the instalment purchase of a machine tool is financed by
a sales finance company the transaction appears as a cash
sale on the books of the muchine tool manufacturer. There-
fore the incresse of instalment purchases of machine
tools has not affected the outstanding receivables and
accounts payable of this industry.

Selling terms in the brick and tile industry are
relatively short. Common brick frequently sells at a dis-
count of 50 cents per thousand brick, and face brick at a
§1 discount, for payment in 3C days. On tile the discount
ranges from 2/30 to 5/30, though sometimes the discount
date is the 25th of the month for invoices dated from the
1st to the 15th, and the 10th of the following month for
invoices dated from the 16th to the 31at. These terms
vary from company to company as well as from area to area,
and it is difficult to ascertain whether there has been a
marked change from the middle 1920's to the middle 1930's.
It has been declared that selling terms before the depres-
sion were freguently 2 percent discount for cash in 30
days for all the various brick and tile product.s. If this
is true the discount today is more attractive :han it was
in the 1920's, but the discount period is no longer.

CYCLICAL BEHAVIOR

During the course of the strong business fluctua-
tions of 1926-36 the small companies in tne samples be-
haved in much the same way as their larger counterparts,
except. that their reaction was in some respects sharper.
The large companies, with their strong liquidity posi-
tion, were able to resist the forces of deflation more
effectively then the small enterprises, as is indicated
by the financial structure and discuntinuance rate of Lhe
cogpanies under review. But despite differences in mag-
nitude, the cyclical changes in the financial structure
of large and small concerns wore of a similar pattern.

Economists have long recognized that that part of
the economy which caters to the demands of consumers is
more stable cyclically than that which serves the pro-
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ducers, a difference dus minly to the fact that produces
goods are usually more dursble than coasumer goods. Thi,
generalisation is substantiated by indices of the volums
of business done by our sasples of small companies over
the period 1926-36 (presented below in Chart 4). During
the post-1929 depression the index of sales volume fell
more sharply in the industries produiing durable goods
than in those manufascturing non-durable goods,45/ while
in the prosperous years it rose to greater heights. Thes
indices are based on salss at current prices, and since
the prices of consumer goods fluctuated more sharply than
those of producer goods, the curves in the chart tend %o
understate the differencs between the two groupe.

goods industries, and between durable and non-durable
goods industries, are reflected in the profit ratios pra-
sented in Table 14. The losses suffered by these indus-

Eblo 4 - SAMPLE CORPCRATIONS IN PIVE IMDUSTRIES
t or Loes in Percent of Sales, 192636 a/
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1929 Peak 3.4 1.1 1.8 1.4 8.0
1930 2.0 -1.5 -3.4 -1.8 2.8
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1932 Trough -2.6 7.4 -17.3 -32,3 -19.1
1973 0.4 0.5 2.4 -18.4 -5.2
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Lese then 0.05 percest.
Data for the sanple cospenies ternimate with 1936,
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tries in the early 1930's wers 30 larye that they atand
out much more proainently than the profits made in the
Jate 1920's and middle 1930's. It was in the durable
goods groups, however, that losses were most severe. In
stone=clay, to take the extreme case, net losses averaged
a third of ssles in 1932, whersas in baking, to take the
other extreme, they never amounted to more than 3 percent.
Tae dureble goods industries, on the other hand, experi-
enced higher profit rates in the prusperous years.

Another economic theorem which 1s substantiated by
the cyclical behavio= of these samplas is the observa-
tion that a growing industry tends to react earlier than
others during expansion and to lag during contraction,
wvhereas a declining industry tends to behave in the oppo-
site manner, Of the five groups studlied here, stone-clay
is a declining industry, and machine tool an expanding
one; the others are fairly stable. This is evident from
Chart 3, which shows the physical volume of output of all
the establishments in four of these industries, 46/ and
in all ssnufacturing industries throughout the country,
for periods as far back as the data are available. The
sscular decline in the stone-clay industry over the pe-
riod 1899-1937 stands in sharp contrast to the secular
increase over the same period in total manufacturing.
For the other industries represented in Chart 3 the data
cover a much shorter period, and therefore it is more
difficult to detect a secular movement. Baking and men's
clothing sppear to have been relatively stable, for their
trends closely foliow that of total manufacturing; cer-
tainly there is no evidence of a long-time decline. Prob-
ably the same i3 true of furniturs manufacture, though
here the picture is influenced by the lag in the closely-
correlated construction industry. As for the output of
the machine tool industry, some notlon of its long-run
trends is afforded by data on value added by the manu-
facturing process. From 1899 to 1937 the value added by
mmufacture in the foundry and sachine shop products in-
dustry (which includes aachine tools) rose 54B percent,
an increase 13 percent greater than the corresponding
rise for all manufacturing industries combined.

Here too - in regard to seculsr growth and decline
- sales data may be taken as indicators of cyclical daif-
ferences among the sample industries. In the declining
stone-clay industry, a&s can be seen from Chart 4, our
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FOUR MANUFACTURING INDUSTRIES AND TO-
TAL MANUEACTURING: Indices of Physical
Output, 1899-1937 (1929=100) ®

- STONE - CLAY

MEN'S CLOTHING

r'-'-n-v-v-.-."vr..ff"...."........n

o

TOTAL MANUFACTURING

3

FUANITURE

'v.

% Datafor furniture from National Re-
Search Project, Production, Employment
and Productivity, oy Harry Maqdoff,
Irving H. Siegel and Milton B. Davis
i{Phitadeliphia 1939) Pt.2, p.80. Data
for other three industries, and for
total manufacturing, from National Bu-
reau of Economic Research, The Output
of Nenufacturing Industries, 1899-1937,
by Solomon Fabricant (New York 1940)
PP. 384, 423, 522, 525, 602.
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FIVE MANUFACTURING INDUSTRIES: indices
of Sales for Sample Corporaticrs, and
of Total value of Products for All

Companies, 1925-37 (1929 =100} 2
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2 gales data are annual, and are based
on TNEC Monograph 15 tpreviously cited)
Tables 1-A to I-E in Appendix F. Vval-
ue-of-products data are biennial, and
for baking, men's clothing and stone-
clay are based on National Bureau of
Economic Research, The Output of Nanu-
facturing Industries. 1890-1937. by
solomon Fabricant (New York 1940} pp.
384, 423-24, 522-26; value-of-products
data for furniture and machine tool are
based on the Census of Manufactures.
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sample of successful compsnies resched their sales pey
in 1928, a year before the cyclical turn in genersl bny;
ness, whereas in the other four industries the sample
cozpanies' sales peaks conformed with ths refesrence ey~
cle; and the stone-clay sample did not reach its gubge.
quent trough until 1933, a yesr later than the others,
The converse lag 4n contrection and lead in exsansios
that 1s to be expected in the expanding machine Lool in.
dustry cannot be detected from these annual data, byt
Chart 4 does provide further evidence that this industry
was experiencing a seculsr rise in volume of business,
for its sales volume in 1936 was considersbly higher tha:
it had been in 1926. The sales of the beking and men';
clothing groups were about- the same at the end as at the
beginning of the period, while those of furniture were
somewhat lower and those of stone-clay were much lower,
This divergency indicates again the secular decline in
stone-clay, and suggests that the furniture industry was
suffering from the effects of the lag in housing.

& comparison of the sales index of the sample companies
with the value-of-products index of all companies, also
presented in Chart 4. 48/ nly in baking was the drop
after 1929 more pronounced for the sample companies then
fortnmnlulnthowry. And during the subse-
qQuent recovery period the sample compani in

baking group) appesr to have expanded their sales some-
what more sharply than did a)l establishments in the re-
spective fields. In other words, the samples, conposed of

i

These observations however, are fo |03t
only confirmation of widely recognised  ecemmmrs facte.
A more specific Qestion on which the pPresent data can
throw some light 1s how the financial structure of thess
sall corporstions responded to the strong fluctuations
that charecterised the Poriod under review. MHow did the
conpanies utilise their profits in good years, and how
did they finance their operetions in wnut;hlo youra?




Changing Credit Needs &8s
Sources of Punde Usep of Punde
Punds from oparetions Gross outlay on land

(net incoem of §1,902 and pl.un., 81,957
plue depreciation of Cash dividends 679

0,112) 3,00 Accumulation of cash and
Long-tera borrowings »0 governmeat bonds 483
Mercantile borrowings 20 Increase of receivables 21
Bquity fuads 7% Reduction of notes psyable 204
Increase in other cur- Purchase of investments 193
rent liabilities 200 Accumulation of iaventory 17
Sundry 2% Sundry 30
TOTAL o042 TOTAL 4,042

During prospsrity the companies in these samples, on
the “hole, used their net income, supplemented by borrow-
ings, for land and plant expansion, cash dividend dis-
bursemsrts and the accunmulation of current assets. The
foregoing figures for the 118 machine tool companies may
be regarded as roughly illustrative; the figures are in
thousands of dollars, and pertain to the sum of opera-
tions for the three years 1927-29. 49/ The reduction of
notes payable does not conform to the general pattern of
financial adjustmsnts during a prosperity period, but it
offers further evidence of the declining importance of
bank as compared with mercantile credit. It should be
rzentioned, however, that this bank debt reduction by the
machine tool sample was concentrated in 1929, and was
offset to some extent by modest increases in bank borrow-

ings in the early 193)'s.

Por unprofitable years the picture is in general the
reverse of that shown above. In such periods these small
corporations financed thelr operations by liquidating
their assets, both fixed and current. Here the figures
for the 70 companies in the stone-clay group - presented
below - may be regarded as more or less typical of the

Sources of Punds Usas of Funds
Liquidation of re- Groas outlay on land and
ceivables $5% plant (V%'
Liquidation of in- Cash dividends 3.8
veatory 294, Net operating losses (nat
Draftas on cash and loss of $1,186 minus de-
sales of govern- preciaticn of $886) 300
sset bonds 165 Reduction of accounts payable 105
Sundry 206 Reduction of notes paysble 52
Sundry 20
TOTAL 1,259 TOTAL 1,259
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which all five of the samples financed their
.d:::::ai:n losses and dividend disbursements; the data,
again in thousands of dollars, refer to the sua of oper-
ations for the three years 1930-32, 50/ Land and plant
outlays were less than half the depreciation accruals,
implying that considerable amounts of fixed property were
used up without being replaced. 51/ Cash dividends were
even larger than the net operating losses that had to be
financed, but it should be remsnbered that thess figures
are aggregates for a group of 70 companies, not all of
which paid dividends,

These two sets of figures reveal that during fluctu-
ations in business the brunt of the necessary financial
adjustments is borne by the current itens. In times of
cyclical expansion inventory is sccumlated and receiv-
ables are increased, and the funds needed for these pur-
poses are obtained from short-term credits ss wellas {roa
profits. During cyclical contraction a sharp liquidation
of inventory and of receivables is necessary, in order to
obtain funds for peying off short-term debts and for fi-
nancing opersting losses, and sometimes for disbursing
dividends. Thus the credit structure of the companies in
our samples is considerably more flexible than their cap-
ital structure. Por example, during 1927-29 and 1933-36,
both periods of cyclical expansion, the mercantile cred-
its of these small menufacturers increased in dollar vol-
ume (fros the beginning to the end of the period), and in
sone instances their bank borrowings also expanded, These
credits helped to provide the funds neceded for the accu-
milation of inventory and the financing of credit sales.
During the years of cyclical decline, 1930-32, when funds
were needed for a reduction in the amount of current cdebt,
there was liquidation of current assets. In these years,
however, the funds obtained through current asset lig-
uidation (through cash and government bonds as well as
through liquidation of inventory and receivables) greatly
exceeded the funds required for current debt reduction,
as is evident froa the following figures on the opera-

e

Baking $ 411,000 $292,000
Ken's clothing 1,724,000 853,000
Furniture 2,645,000 11,000
Stone-clay 1,053,000 125,000

liachine tool 1,590,000 160,000
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SAMPLE CORPORATIONS

IN FIVE

INDUSTRIES

Ratio of Current Assets to Current Lla-
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thres years, 1930-32, combined. 52/ The
o m.::d a cushion t’.o nnmc: other operating ad-
in some cases to pay unearned dividends.

83

tionse
excess provi
Justments and

The concomitant reduction in current assets and cur-
rent debt resulted in a fairly stable ratio of current
assets to current liabilities, as can be seen from Chart
5. The cyclical movesmsnt observable here in the current
ratio is much less marked than that found in the ratio
of profits to sales (Table 14) or even in such ratios as
current assets or current liabilities to total assets.
Chart 5 reveals that in the three consuaer goods indus-
tries, particularly in men's clothinz and furniture,
there was some evidence of a currént ratio movement con-
trery to the course of general business, that is, of an
upward movement in depression and a domnward one in pros-
perity. In the two producer goods industries there is |
indication of a directly cyclical movement, but here the
downward tendency in the ratio over the entire period

tends to obscure its cyclical variation.

CONCLUSION

The foregoing analysis indicates that the financing
requirements of smell manufacturers, as typified by the
present. samples of companies in five different industries,
run largely in terms of short-tera credits and equity cap-
ital. Moreover, the proportion of short-term credits ob-
tained from mercantile sources appears to have increased
over the 1926-36 period, in relation to the proportion
obtained through banking channels. But the terams of pur-
chaee in these industries were not liberalized over this
period, and the greater part of the relative incresse in
mercantile credits occurred during and after the depres-
asion of the early 19%0's. Therefore the permanency of

.t.hh observed shift in the relative importance of bank
and trede credit may be open to question. The 1936 in-
crease in the dollar amount of bank debt shown by these
small manufacturers suggests that the years of cyclical
expansion subsequent to 1936 may have obliterated most of
the tendency toward a relatively greater rsliance on mer-
cantile credit. Ue have no proof, however, that this re-
version has taken place, and for the machine tool sample
there is positive evidence that the increased share of
accounts payable in the short-term finsncing of these
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companies not only was maintained thro
sugmented still further. Neh 1939, but wms

It is difficult to ascertain from the present analy-
sis what types of financing, not already available, are
nesded by such companies as these. There are strong

8 - instabllity of earnings, high rate of discontin-
uvance and the like - for believing that long-term credits
would not serve their purposes. Their needs run, rather,
in terms of equity capital and short-term credits. But
equity capital from outside sources is probably one of
the last things small entreprensurs want; their sense of
individuality and free private enterprise is strong, and
they react quickly agsinst any scheme that might jeopard-
ize their control over their property. It appears, there-
fore, that what these small manufacturers need is equity
capital from inside sources, and short-term credits from
banks, other financing agencies and trade suppliers.

Equity capital frou inside sources must, in most in-
stances, come from retenticn of earnings in the business
during profitable years, and from a minimizing of fund
withdrawels during unprofitable years. These effects
could be achieved by maintaining a close watch on owner-
ship withdrawals, both officers' compersation and cash
dividends. Such wariness demands, nowever, a longer range
point of view than that exhibited Ly many small manufac-
turers. Thus it appears that unless something can be done
to broaden entrepreneurial perspective the financing of
srall businesses will continue to be & pressing problem,
particularly during and after pericds of extended cycli-
cal contraction, and that the most practicable avenue
for relief is short-term, and possibly also medium-tern,
credits. 53/





