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Relation of the Directors to the Work of
the National Bureau of Economic Research

1 lbs object of the Rational Borsas of Iconanto
ascertain and to prs..nt to the public laportant econonic ts,1 slidtheir iatsrpretatioo in a scientific and tupsrtlal sn,r. me e
of Directors is charged with tb. rscponsibiltty of snsuri thatwork of the Bureau is carried on in strict nanfor.Lty witi ui.

2. lb this end the Board of Directors shall appoint one or pDirectors of Ru.arch.
3. lb. Director or Directors of Research shall sbs1t to u,

b.rs of the Board, or to its scutive Coitte, for their foraj .
dcption all specific propoa.ls an scorning researches to be thattt.d4. So report shall be published until the Director or
f Rss.arch shell have aibeitted tA the Board a sry drawl,4 ..tontios to tB. character of th. data and tb.ir utilisation in tb,,.port, ths aitere and tr.ateant of the probl involved, the aim COO-cleciona aid such other laforsatian as in thuir opinion .,,to detereine th. suitability of the report for publication in aCcoy4_ance with th. principis. of the Bureau.

5. A copy of any i1cript proposed for publication shall. a1,b. aiab.ittsd to cacti amber of ths Board. For each nanascript to beso suhaLttsd a special camttte. shall be appointed tr the Presi4,or at his deetgestjosi by the zsCuttwe Director, CansjeI$jlg of tb,,,Directors aslact.d as nearly as any be one free each general dinesof the Board. Tb. ais of tb. sp.oid "crtpt aneattt..e .au a.stated to each Dir.ctor when the uz, and report deserib.d in par..agraph (4) are segt bin. It shall be Lb. ditty of each aishr of teccttee to read the script. If each aiabsr at the special co..aitt.s sigeiftee his apwvv.1 within thirty days, the ainaictiptbe published. If sack sbsr of tb. special caitte. it, ant 'gig...tied hi. approval withia thirty days of the tr..tta of the reperand wstt-eript, the Director of Research shall than notify' eachof the Board, requesting approval or disapproval of publicatio., endthirty additional days shall be granted for this purpose. Tb. -script shall thus set be published sale.. at least a ajority of the.ntfr. Board and a two-third, .sjorltp of those aub.rs of the Boarddio shall hews voted an the proposal dthth the tine fiwed for the re.cwipt of votes cm Lbs publicatjcm Pr.poaed shall have approved.6. No 'ript nay be publish-a, tho** approved by eachof th. special camitte., iatul fortyfj,s days have elapsed flea theof the sry and report. The interval, is aU.o.sd forthe receipt of a amr" of dissent or res.rvstto. together witha brief .tstg of his reasons, that. ai _&:r say wish to upreesiand sech o,. of dissent or .e vjo shafl be pubtiabed withthe -- cri$ if be so lesires. Publication doss not, however, iapIythat each 'ubi. of the Board has read the 'icrtpt, or that eitheraer, of the 2oard in general, or of th, special camittee, havepassed opon its 'slidity in svu7 detail.7. A co of this resolution shall, wiles. otherwise d.L.r.indb .he oard, be print.4 in each copy of every Rat tonal Bureau book.

(Rssolition adopted October 25, 1926,and revj.ed February 6, 1933, aid February 24, 1941)
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PREFACE

The Studies in Business Financing, of diich this aor-
graph is one, is the second aijor investigation to be in-
itiated under the Kattonal Bureau's Pinancia Research
Progran, with the support of grant. froa the Association
of Reserve City Barkers and the Rockefeller Foundation.
Work on the project began early in 1940, with three major
objective.: first, to trace fra. business accounting rec-
ord. th. structural and cyclical changes that have occur-
red in the financial organization of badness enterprise
sinc, the turn of the present century; second, to deter-it, for recent years, the cross-sectional pattern of
business credit demands; and third, to describe the adap-
tationa that financing institutions providing short- and
asdiwe-term credit have wed. over the past decade in re-
aponse to changing demands for their services.

Project research activities have been carried on tin-
der two main divisions, one entitled "Changes in Financ-
ing American Rosiness Enterprise, 1900-40," concerned pri-
manly nith the first objective, and the other, "Contempo-
rary Relations Between Rosiness Enterprise and Financial
Institutions," devoted specifically to the second and
third objectives. Becaus. of the breadth of the field
covered by the two divisions it has proved expsdient to
pr.per. a ner of ocsplemitary technical studies under
each, in order to develop and systematize materials in
United areas for later use in more general interpret.a-

tiva studies. il. each of these tchnical studies is of
restricted scop., together th.y build up into a more co-
plet. and detailed analysis of changes and adaptations in
business financing than would otherwise be possible.

Dr. Msrwin's study is one of the technical amiss un- -

der the first division of the project. Others to be pub-
1t.hea include a voluwe by Albert R. Koch on the financ-
ing of large corporations, 1920-39, and a cross-section
study, for 1937, of th. financial structure of nufactur'-

tag and trade corporations, by Wslt.r A. Qiudson. An in-
terpr.tattve analyst. of th. changes in business financ-
ing during the period 1900-40, based on the finding. of
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these technical studies £5 well £5 Ofl other Unpubljs
materials, is in preparation by Sidney S.

Vh.n work on the Studies in Business Pinancjp4 ,
injtiat.d no comprehensive tabul*tions of copopat,
del data covering tb. entire period of our ivs5t1gj

re available with which to áeasure Changes in the ft..
nancing practices of bta ness .nterpria.. Furth.r,0,,
.xisthig tsbulatione re of varying covsr as to t.
period, inastr7 and sise of .nt.rpris. rspr.seflt.& me
first problan of the project.' a staff was to test the cc-.counting and statistical consistency of aajj
laticn; th. second was to build up supplementary
tions If dorporats ftnaJia1 data from what.wer source.that could be drawo upnn. A nser of public and priv.
agencies cooperated g.nerous1y in the solution of the..problem., particularly the second, and with their as,i.t..ance several new eseples of business financjsj. data wej
developed from investment menials, state tax report
fedu'sl corporate icon, tax returns, the industrial loinfiles of the Federal Reserve Rei*s of New York and Phila-delphia, Dun and Bradatr.et credit reports, agc croditfiles, and other sources. The complete set of busine,, fi-nancial data util.tz.d in this project is to be wad, avail-able later under th. title Data for Studies in Busi.s

The basic data for the present study were obtajn.from federal corporate icons tax returns, They wereorg4iI1y cupiled for the United St*tes Departasnt. ofCsroe by Ui. Incous Tax Study, a Work Project, Admin-istration study sponsored by tb. United States Tr.asuzyDepsrtnt, far us. in the preparation of a report to theTemporary Mationc]. &onomje Com.ittse. The Depsrtmmi ofCrc. lSfl5i'O'3]y made the tabul*ttons available forow' analysis, sod in addition, the Income Tax Study pro-pared special supplomsntary tables that permitted is toextend the haLts of our study. Vs are greatly indebtedto the Depsrtt of Corc., the Incas. Tax Study, theWork Proj.ct. Anjstration and the United States Trea.-U27 Department for their coopsrat4on in king all ofthe., data avej]sbl. f or ow' work. iil, th. period ofCovsrs of the data is ccnfigi. to 1926-36, th. datathemeel,,. repres.nt th. first comprehenaive factual information on th. financial operations of e1 1 manifac-turing corperatjo for so long a period as a decade, ai
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thsr.for. constitute a singularly important body of in-

formation.

As a source of financial data, income tax returns

offer several important advantagss. In the first place,

thsy provide both a balance sheet and an income statement

for reporting companies. Scorid, the information con-

tained in such returns is co.plete enough to permit anal-

yst. not only by conventional tech& quss, such as the ra-

tio met.od, but also by the more novel method known as

th. sources and uses of fUnds analysis, whereby year-to-

year change. in different financial statement items may

be traced. In th. present study ws have combined the two

types of proc.dQr., and the resultant analysis is far

richer in detail and more vividly illustrative of finan-

cial processes than an analysis confined to balance sheet
relationships alone.

There are, on the other hand, certain limitations to

an analysis based upon thc tax data. For one thing,

since the returns represent the businessman' s anpraisal

of financial conditions, they may or may not accord with

realities. Then there are the differences in accounting

standards from one company to another; it i. known that

these standards vary widely, but it is impossible to ds-

terwine the precise nature of the differences. Beyond

this, there are changes in accounting practices of mdi-

vidual enterprises from year to year which influence in

indeterminate uys the meaning of accounting categories.

Moreover, financial statements obtained from ince tax

returns ar, conditioned by regulations and rulings of the

Bureau of Internal Revenue, which are subject to modifica-

tion from time to time. Finally, balance ..heet data oar-

tam solely to the end of a calendar or operating year,

whereas taco.. statement data pertain to a whole year;

.aq significant variations in financial features occur-

ring earing the year, in consec1ence of seasonal and cy-

clical forces, are necessarily concealed by such annual

data.

S.aIlnsss of size of business enterprises is a rela-

tive term, and any division between large and small must

necessarily be arbitrary. Ws have taken the asset size

of $250,000 as a dividing line lbr smallness in manufac-

turing industry. In the field of distribution & $250,000

company might be considered medium-size, but the invest-
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sent required for .ntl7 into th. distribution fi.d ..
coo.idarabll issuer than in manufacturing. Moat
ccspsies in the samples cov.r.d by j5
ses.sd around $50,000 in total assets.

Besides coopsrating in asking th ba.j
for this .tia4 available to the Nation1 Bureau, Ut. ..
partasat of Ccrce grsntsd to Dr. *rwin of ..
ssncs to condnct the study. Dr. Msrwin is ber of thestaff of the National Income Unit of ths Bureau of For..
1gn and DomestiC Cosrcs, and was originsIjy 10 Charg,of planning th. tabulations for the report. of the Depart..
sent of Come.rcs to the Temporary National £c000Sjc Cos..
itt..i these tabulations have now been Published in T1m
Nonogreph 15, jnjnctsl. Characteristics of Naou..facturSna Corporation., of which he is the stat r.

For general criticism as to method of treatnt and
sat suggestion. as to the interpretation of ..
counting data, wa are indebted to an advisor)' COasjtt
to Ut. National Duresu appointed by the American insti-tute of Accountants, whoa. ebership included Charles H.?owne, chairman, Charles J.J. Cox and Maurice E. Pslot.
Ths ers of this coasitto. gave generously of theirties in reviewing and criticising th. first draft of thisst and the present revision ha. benefited g eaUy from
their help.

S.pt.sber 1942

RALPH A. TOU*
Director, Financial Research Progra.

I

J
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I am very grateful. to Robert ft. Nathan and Willard
L. Thorp, formerly of the Department of Coiwnerce, for ad-
'vtc and supervision in isying out the basic tabulations;

- and to the staff of the Income Tax Study, particularly
Johu Benz, Lawrence Brokat., Albert A. Eisenstat, Earl I).

!

Krickb.s and Thomas B. Rhodes, for the cooperative spir-
it in which they compiled the data.

t.

r j Professor Simon Kuznets, of the University of Penn-
a sylvania, made helpful suggestions regarding the organi-
a . zatio and content of the study. Constrictive criticisms

of the analysis vera made also by Professors J. Parker
&ir.k, Raym3nd T. eye, Oscar S. Nelson and Charles R.
Whittle..y, of the University of Pennsylvania. Advice on
matters connected with particular aspects of the amslyia
was given by Solomon F.bricar.t, of the National ireau' s

research staff. coworkers on the Financial Research
Program were unstinting in their cooperation, and discus-
sions with them provided wv valuable suggestions; I
would wtion particularly Carl Kaysen, to whom I am in-
dsbt.d for much of the mathematics of Appendix C.

Elizabeth lbdd edited the final dz.ft of the study,
and supervised its format and publication; Bettina Sin-
clair edited the ireliaina.ry version. Both editors mad.
aasu useful suggestions as to organization and content,
and th. study has benefited greatly from their skilful
and enthusiastic work.

CHARLES L. IIERVIN

AUTHORS ACKNOWLEDGMENTS

The preparation of this study has placed me under many
obligations. For patient guidance and keen critical judg-
went at every stag. of th. work I am deeply indebted to
Ralph A. Young, Director of the Financial Research Pro-
gram, and to Winfield L Riefler, Chairman of the Conuit.-
tee on Research in Finance. The evidences of their gen-
erous aasist.ance and unflagging interest are to be found
on every page.

'a

I-
S



S

aa*LIr3
LIST CF ?LI9
LIST CF ours
qw" Aim XNCUWN5

CONTENTS

TRE EOOWTC i*RACr OF SMALL BUSINS
C.flSrel Oi.ractiiiatici of Ia.nufaeturing Corporations 9
Tb. 3ls Industries 15

ThE FIVE nmTsIEs: OPIATIOISS AND FINANCIAL $TJUJCflJRE
Bakini
V*. Clothing 33
Furniturs

'3
Machl.ns Tool 49

CHAJSGIIG CREDIT S OF SUALL UAUFCTU1UNG OCR-
FCIA?ICIIS (57.a9)

L055-.?sT Dibt 57
Fixed Property cp.nditurs.
hort-Tsm Debt

of hort.-T.rn Debt 65
76

c,ciioni ké,avior
Conclu.ioa

4. PCRTh1TS OF DISIIII1MJICb
Finenci.l Ratio. as Indicator.

POGThlTk3
h.ptsr 1

Qispt.r 2
O*$.r 3
Qisipt.r 4
Appendix a
Appendix B
Appsndix C
4.ndjz 0

(90-106)
92

AFPU A - SOURCE OF DATA All) BASIC TABLED 109

UVl)U B - COT&CI All) OROGRAPHIC &PRE5NTATIV.NEDS OF
ThE SAL U8

APF1X C - SrATISTICAL R.IABIUTT OF ThE SAISLS 126

APPl) D - DATA ON Th 3&IWL! CF 015 )NTIIIJIPA CCWA-
N1, All) ?ECHNIqJES CF All4LTSIS 134

(1L3-16?.)
143
146
154
159
161
162
162
163

165

I



J

I

(
L

xv TA B I.E S

13

1. ALL KMHWAC1UHDIG CCPOHATI0 WITH TOTAl AS5E1 U

$a50,000s Sslsct.d Financial Prport ton., by Induatrial
Group, 1936

V

L
2. 81 1*1Db C0RPORATIOIZ Coait. 1anc Shs.t and S..

I.

1.ct.d Inca.. Stati* It..i. in Thousand. of Dollar.
and in Psrc.nt of Total £...t., 1926 and 1936 28

)

5

3. 81 BAIDIG CORPORATICIG: Sslicted Incc.e Statc.ent Items,

1926-36 31

)
4. 46 H'3 ClOTHING CORPORATIOIGs Cemposit. Uslanc. Sheet

and Ssl.ct.d Inc Statancit It...., in Thousand. of Dol-
3

3
lars and in P.rc.it of Total Asset., 1926 and 1936 35

3

3

1

5. 46 l'S CLOTHING CORPORATIOSGz S.I.cted Incom. Stat.-
asnt It..., 1926-36 37

6. 66 ?1lIThP1 CORPORATIOIG: Composite 3alsncs Sheet aid
3.l.ct..d Inc Statsnt Items, in Thuuunds of Dollars
aid in P.rcwtt of Total A.s.ts, 1926 and 1936 40 I

7. 66 ?l1ITI*l C(*PORATIOIG: S.1.ct.d Irc Stat..snt
It..., 1926-36 42

)

)

I
8. 70 5TOl ANG CLAY CATICsG Cspo.it. Sheet

aM S.1.ctnd Inc StatsM Items, in Thous.nls of Dol-
Mr. and l,sPsrcnt of Total Ass.t., 1926.M 1936 45

) 9. 70 STOlE *11) CLAY CORPORATIOIGi S.l.ct.d Income State-
mint It, 1926-36 47

10. 110 MACRUG TOCL CORPORATIOIB: Couposit. Jarn Sheet
and Salsctsd Inc... Statemint It..., In Thousands of Dol-
lii. and in Prcsid. of Total AUnts, 1926 and 1936 51

U. 11$ MACHUG TOOL CORP(EATIOIGz S.1.ct.d mcii.. Stat.-
3 mint It..., 1926-36 53

12. 62 MACHUG TOOl. CORPORATIONS: S.1.ct.d Inca.. Stst.emnt
I It..., 1936-39

13. S*WIZ CORPORATIONS IN FIVE I1btGTh1: Average Tsar-
EM A000s Pa1yabl. and Motes Paysbi., in Percent of
Average Tear-End TOtal Assets, by IMiasts7 and by St..
and Profitability of Cenis., 1926-28 and 1934-36 68

14. s*WlZ CORPORATIONS IN FIVE IIGSTRIES: Profit or Los.
La Psrcct of 5.1.., 1926-36 80

A-i. 1926 DRAWING 0? C0W(*ATIOlS IN FIVE IlmUsTRIsz Di.-
tribatiost by R.gion and Asset Si.. 111



S

A-2. 1930 DRAVI*) or 0kP(*A?IOI II ?IVI XI11RD: Di.-
trtha*ioa by IsgioA and Least Lies

926 os*wiim or copou*flcim I, rm IimThI: Di,-
t.iibstioa of Cortirs'ainS Co.nt.., by Sit, of City

*4. 1926 Aim 1930 DRAITImS 0? CORPCUA?10I6 IN FIVE limos-Ths *r of Cepi.s 1.ining a, Di,.
s4iim.4i( 1* Lash Tsar, 1926-3ó and 1930.36

A-S. 1q26 aIm 1930 DL*WII C? CUtPA7I0I6 n; FIVE iimtm_
Tl Accounting P.ricd. Vend by Contluiiajng .
p.nlP.a 1936

B-i. dl MLIIO Cp(ArZosI Darivatico of Sanpi. Covsrap
in Ii.r and is Tolun. of Buniii...

B-2. 46 vmi'S CLOTHIJIG CPCRATIOIe: Dsrivation of Sanpi.
Co..r.g., in li.r and La Voluns of Duains.s

8-3. 66 ?I*IIlTl CATIONSz Dsrivation of Siapis Coy..
in r and is Vo1 of .iins..

R-.. 70 stosi aim .*y CCPCRATIOIms Derivation of
Coverage, is N.r and 1* To1s of aa1nsss

8.5. 116 MACHIm TOOL CPATIOiIS, Dsriv.tton of Saspi.
Coverage, iii *r and in Voluns of luau...

8.6. SA*LL CC'Cl*Tl0I II FIVE IImI7R, Percsntags
Distribution, Co.parsd with That of All Estabjishanot.in The.. Iastrie., by Isgino

C-i. 1926 aim io Dft*WIlIl$ C? CCRPORATIOim IN FIVE limos-?#!lSr CotIuIitg Cqisa' AUregat. Ratio of In-vsy to Total Mast., 1930-36

D-1. S*Im1 Or DISCOUTIimIJIG (*ATIoIm IN FIVE limos..
i1Z: Iiar of Tian. lath Calandar Tsar is R.pr.-
liMed in lash Tsar Defoe. Diacontjiiar.

0-2. 3**L OOSIflhiJfl CCONATIOI5 COIRRsposmjim TOSAWL3 G7 DI300I,nImIJm CONODAflOIS IN FIVE limos-
llIISa Latit.4 loreels for Thrs. Ssl.ct.d Ratios
India Tsar. Before Discontinus

0-3. SAimLim
C?_DISCCvpIIInjm *im CONflWJIj,G CORPUtAT!osiii P 1IUIrj Applictjon of Frisdoun', Testof lash. to Tor.. Sslsct,d Patjo for Six Tsar. 8.-fore Dtsccnt.iMI.0

A-,.

112

113

11

U5

121.

122

123

125

130

135



CHARTS

SAWLE COPJ'ORATIOim XIS FIVE IMXTRi: Average W.t
Expenditures pr Csny on Land and Plant. 1927-36

SAWI CONPOKATIOMA IN FIVE Iim1RI: Tsar-End Ac-
coonta Payabl. and Notes Payable, in Percent of Year-
Md Total Assets, 1926-36

FOuR MAMWACTURDIQ IIIRS'TRI All) TOTAL NAISUFACTLRIING
Indices of Physical atput. 1899-1937 (1929 = 100)

LIVE MAlRWAC1*ING IltTR1 $ Indices of Sales for
S.1. Corporstioes, and of Total Value of Products
for All Conpanie., 1925-3? (1929 = 100)

SAWLE CCRPCRATXONE IN LIVE UmIsTRx: Ratio of Cur-
rut Assets to Current Lisblliti.s, 1926-36

£? DISCCIITIMJIIl) Aim 81 CONTINUING BAKING C0RP3RflIO!
Three Selected Ratio., by Uwaber of Tears Before Di.-
contirsrancs

Al DISCONTINUING *im 66 CONTINUING 'S CLOTHING CCR-
PORA?1015$ 11w.. S.lect..d Patios, by Rusber of Tear.
Before Discoit_'e
38 DISCONTINUING All) 66 coNrIlmIwo ?URNITUNE CORPORA-
TIONE: Three Slected Ratio., by Nusber of Years Be-
fore Discontinuance

A3 DISCCIITIPIJING AIm 70 CONTINUING STONE All) CLAY CUR-
PGUA?IOE: Three Selected Ratios, by *iaber of Year.
Before Discontinuance

31 DISCCSflUI1I1SG *11) 118 CONTINUING MACHINE TOOL CUR-
PONATIONU: Three Selected Ratios, by Nu.r of Year.
Before DtscoM.ncs

SA*L OF DISCOIITI*UBG All) COIITJRJUSG CURPORATIONG
II LIVE IlmIl)TRI: Percentage !4 stribution in First
Tear Before Discosti.ua., by Three Selected Ratios
for Di.c Mt..tI$( Coupsides and by CorrsapoMtn Es-
tlaat.d Poreal Ratios for Continuing C.i..

64

b6

32

83

87

94

95

96

97

98

103



STUDIES IN BUSINESS FINANCING

FINANCING
SMALL

CORPORATION ;
I.

.,vs **aIaClu..kG
sNu$uIuI$. s. b

I




