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PREFACE

Since 1929 prices have fallen steadily with a result
that we are in & world wide dapreésion. It has been said thdt
no period of falling prices since the Civil War has been com-
parable in degree of decline, and that‘the only other period
at all similar was the period following the War of 1812. ‘‘hat
falling prices exert an influence on business conditions sd-
mits of little doubt. PFalling prices, therefore, must effect
financial ratios because they are indicators of business con-
ditiona. It is because they are indicators of business con-
ditioﬁs, that executives use financial ratios as tools of
control. But, in order to see the tendency shown by these in-
dicators of business activity, it is necessary to make a com-
plete snalysis of financial ratios. The purpose of this study
is to make such an analysis so0o that management may use these
tools of control more effactively. |

The writer was fortunate in having aocess to statist-
joal information which althdugh not entirely adequate, could
st11ll be used for the purpose of this problem.‘ All of this
information was compiled by the 3tandard Trade and Securities
Service. The figures used in this paper were taken either
direotly, or indirectly, from this compilation. Aithough all

of the ratios have been verified, some error is bound to be
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present where thousands of figures are handled. Where e;rora
{n computation would mean errors im conclusion, extraordinary
care was taken to oheck -the accuracy of the figures., Conclu-
gions, therefore, are based on faots which the writer believes
to be correct. |

Mr. B. P. Crossen of the Field Analytical staff of
3tandard Statistics Company, Incorporated, has given me inform-
ation which has been of inestimable valus. To him I am deeply
indebted. Dr. P. T. Swanish of Loyola University hag given
m® valuable aﬁd constant advice, for which I wish to expreas
my deepest appreciation. mr. Plaister, of Moody's Investment
Service, Mr. John L. Sweet, of the Federal Reserve Bank of
Chicago, and Reverend Eneas B. Goodwin, of Loyola University,
have all given valuable assiatance in guiding my thought for

which I am very grateful.
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CHAPTER I.
INTRODUCTION.

Financial ratios are merely mathematical propoftions
showing the relationship between two items in the Balance
Sheet; between two items in the Inbome'Statement; or, between
two items, one of which is in ﬁhe Balance Sheet and the other
in the Income Statement. "Financial ratios are tools which the
financial executive uses to grasp the relationship betwsen
items in the comparstive financial statements. Principles of
finance, practices, and methods evolve out of the experience
of business concerns, Within certain limits such experiences
assume concrete meaning by an analysis of a comparative balance
sheet and statement of profit and loss."l It has been the
practice to show these ratios froﬁ period to period so that an
increase in the proportion would show a favorable business
tfend, while a decrease in the proportion would show an un-
favorable trend.

It must be remembered, however, that ratios in them-
selves are meaningless, and only become expressive when com=-

pared with a standard., A standard may be scientifically deter-

mined in advance, or it may be merely a history of past ococur-

l, Swanish, 2. 1., "Business Organization and Manage-
ment." p. 149. v -
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.

rences. Again, it might simply be arrived at unconsoiously.l-
nthe standard may be only a general concept of what is adequate
6r normal, one gained by the analyst from past experience, or
it may be one derived by statistioal method from compilations
of actual figures."2 "A standard from the standpoint of man-

agerial control of a business usually implies a desired method

of performing an activity."’

Much confusion arises from the faot that financial
standards are not fixed and constant, but are variable. They
not only vary from industry to industry, but also vary from
year to year. Writers of financial standards and financial
ratios odntinually c¢all the reader’s attention to this fact.
The variation from 1ndustry to industry is due to the differ-
ence in the combination of the fasetors of production. Because
of the type of industry, a large amount of fixed capital may
be necessary in that industry. In another, the opposite case
might appear. Any number of these differences will immediately
enter the reader's mind. Again, there may be a variation from
year to year, depending on the position of the business oyocle.
When we are imn the upswing, prices will be increasing, profits
will be increasing, business will be expanding, and costs will

lag behind the selling price. In the downswing of the cyole,

1. Harrison, G. Charter, "Standard Costs."™ p.3, et 8eq.

2, Paton, W. 3., (EBditor) "Accountants' Handbook."
PP.77-78. ‘ .

3. Swanish, P.T., "Business Organization and Manage-
ment." p. 159.
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the opposite tendency appears. That this should have some
effect on finanoialtratios is a mathematical certainty.

Until about 1900, financial analysis was considered as
of 1ittle importance. But within ten years it had reached the
position of being the leading faoctor in oredit analysis. Be-
fore 1910, many business men would have refused to furnish fin-
ancial statements to their bankers. There was, at that time,
fear that competitors might gain a knowledge of ﬁital business
gecrets from the study of financial statements. Today, however,
this condition is reversed. This ohange in attitude has been
caused by conditions which have changed the mind of the banker,
and oircumstances which have altered the thoughts of the bus;
iness man.

In our economic history, large soale business did not
reach any great proportions until about 1880. It was not until
1890 that these units became of great magnitude. Although
there had besn isolated attempts at consolidation before the
Civil War, "it was not until after the panic of 1873 that the
movement toward.consolidation became noticeable."l The banker,
in analyzing his ocredit risks under small organizations, de-
pended on personal contaot.. But with the increase in size,
human relations became more and more impersonal, and, hence,
the necessity of financial ahalysis in order to determine the

pondition of the customer's business, "It is no longer pos-

1. Faulkner, Harold U., "American Kconomic History,"
p. 523. ‘




An

gible for a banker, especially a city banker, to know his cus-
tomers intimately, or to maintain constant contact with their
affairs.”l Because business langﬁage is expressed in dollars,
the measurement of business operations becomes an easy task,
provided the proper information has been furnished. It is not
necessary for one to be an expert in cotton or wool to judge
the oonditions.of a ocottom or wool business. All that is neo-~
essary is a comparative balance sheet and profit and loss
gstatement . DBankers realize this, and, consequently, demand the
necessary information from their customers,

Circumstances which have altered the opinions of the
bus iness man are: Inoreased size of business organizations;
growing use of bank loans as permanent working capital; in-
creased utilization of open market financing; government tax-
ation; and, finally, the changed attitude toward business seo-
raoy.2

The increase in the size of the business organizat ion
which affected the banker by making for an impersonal relation-
ship was not the only factor. Increased complexity and in-
creased competition contributed their weight. As the exchange
system increases in complexity, marﬁets become better and bet-
ter organized, and ocompetition hecomes very active. If a

Ssingle industry furnishes a certain territory with a particular

1. Meech, Stuart P. and MoeKinsey, James O., "Control-
ling the Finances of a Business,” p. 315. :
2. 1ibid.
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product, it can succeed even with haphazard methods. If, in-
atead of one, however, three compete for the purchasing power
of consumers in the market for{a given product, one industry

cannot hope to succeed at the expense of another, all things

equal. 1o longer can the management of the first corporation
depend upon tradition and sentiment in attempting to acquire

the most efficient combination of the factors. In combining

the factors of produoction, management focuses its attention-

upon one object - the greatest possible return for the least

outlay in cost.

Again, since business men have increased their use of
bank loans for permanent working capital, it has become necess-
ary for them to furnish theybanker with the proper information.
This tendency for information has also been noticeable since
the beginning of open market financing on a large scale. Be-
fore a business can have its stock listed on the stock ex-
changes, it must furnish these exshanges comparative balanca
sheets and income statements of definite form.

Government taxation, in particular, the tax on income,
has been also a contributing influence. In order to furnish
the government with the proper information, many business men
were forced to install or improve accounting systems.

| Once an approved accounting system had been installed
and accounting reports used, business men realized the necess-
ity of financial analysis.' Where before the highest secrecy

prevailed, business men then found that financial reports of
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others in the same induatry could be used profitably. In this

manner, cooperation displaced fear and a beginning of scientifio
enalysis was made,

In the early stage of development, analysis lacked the
completeness characteristic of its present technique. 1In con-
sequence of this, analysis was subjected to all sorts of orit-
ijcism. Conservative bankers attacked the over-emphasis which
was invariably placed upon s single ratio, namely, the Current
Asset ratio, In his preface, Wall states that the

"Only one true test of credit goodness had
been developed - the current ratio. ihis
being a proportion, had a real value as an
analytical tool, but very shortly began to
lose a large part of its effeoctiveness for
two principal reasons. First, it was open
to manipulation by 'window dressing® pro-
cesses, 3Jecond, it was used on a single
basis for all industries without any allow-
ance for industry strains. While a depart-
ment store and a cotton mill operate undsr
entirely different conditions, no change
was allowed for a variation in the current
ratio.. A relationship of two dollars of
current assets for each dollar of current
liabilities was more or less general}y set
as a standard of goodness for both."

As business units became larger and larger, the imper-
sonality of relationships between borrowers and lenders re-
vealed itself in the development of financial ratios., <Today
& good banker will not consider acceptance of a borrower's

oredit until he has made a thorough study of the business of

1. Wall and Dunning. "Ratio Analysis of Financial
Statements."” p. 9. :
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his customer, MNot only are financial ratios indispensable to
the lender, but they are invaluable to the executive as well.
Before the business unit became large, the enterprenmeur could
guide his business without aoccounting records. With an in-
crease in size ocame the necessity for definite usable informa-
t ion.

It is usually very diffioult to determine when a busi-
lhess is not running as smoothly as it might be unless a com-
plete analysis is made. 3Suppose that a businessa unit produces
lseveral different products, one of which is being sold at a
loss. The business, a8 a whole, is making a profit but unless
ﬁa complete analysis is made, the manager will not realiée that
this product is being sold at a loss, Again, an industry might
have tpo much investment in its inventory. 1In a period of ris-
ing prices this serious mistake will not appear. But in a per-
iod of falling prices it will make itself known only after it
is too late. Sometimes the organization can be saved in spite
of this mistake,’but in many cases a receivership is the result,
If the manager had been supplied with the proper ratios, he
ffould have been able to detect and control the condition before
it became serious.

We have an analogy in & human being. Apparently a man

8y be in perfeot health, but only a ocomplete examination will
ring out border-line weaknesses which may subsequently become
erious. Any one of a number of organs may be diseased and,

nless immediately remedied, will cause Serious results, The
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person himself may not notice this failing until it has caused
gerious damage, and, in many cases is beyond repair, However,
if ohecked in its early stages_no fatal results wouid have
followed.

The investor is interested in the safety of his prin-
cipal, and, also in a reasonable return on this principal. For
this reason he is interested in the business in which he in-
vests. Since he is interested in the profits of the organiz-
ation, he will have interests much the same as the executive.
His analysis, however, need not have the same depths, In add-
ition, the investor should endeavor to ascertain what a condi-
tion of liquidation would bring asbout. Would his investment be
& prior lien, or would it be well down the socale? Are the
company's assets confined to fixed assets of a teshnical nature
with 1little or no liquidating value? How much would he real-
ize on his principal if liquidat ion were effected®

"Since the interests of the investor are essenti-
ally long term, he will place relatively less em-
phasis on some ratios and more om others. The
outstanding example of this difference in emphasis
is probvably offered by the comparison of current
assets and liabilities. The present or prospect=-
ive investor will give less weight to the current
ratio itself than to some others, and he will
deem it of minor importance to have a detailed
clasaification of current receivables and current
payables, which the oredit analyst considers of
primary importance. The investor, interested in
ratio analysis will stress the relationships dis-

closing earning powers, dividend payments, and
80 on.,"

1. Paton, W. A. (Editor) Accountants' Handbook." p.86.
In this diecussion these ratios g_g_ggggg_hx_lgizgxn_nnd_zgigz__‘
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Because the dutiea of the executive and the banker are
most important, and also because both analyze statements from
the managerial point of view, this péper will emphasize those
ratios which s8tress this viewpoint. However, much of this in-
formation will be Berviceable to the investor,

In attempting to deal with this problem the writer has
tried to free himself of all preconceptions. Corporations in
this study were selected, not because they showed a favorable
or unfavorable Prend, but because the required dats were ac-
cessible. In making a study of this nature one is confronted
with a lack of information furnished by many of our large cor-
porations. The two outstanding items which are not included
in many financial reports are Depreciation and Gross Income,
In discussing this situation the following has been said: .

. . "the majority of corporations - even the majority
of those the stocks of which are listed on the New York Stock
Exchange - make public no data whatsoever to inform their
geocurity holders as to the amount of profit that is appropri-

ated for the depreciation and reserves each ysear. . .

to the following:
D. Rate of earnings on total capital employed.
E. Rate of earnings on proprietary equity..
P. Rate of earnings on common stockholders' equity.
Ge Dividend rate on common stockholders' equity.
H. Rate of earnings retained to total proprietary
earnings.
I. Turnover of all capital.
N. DHBumber of times fixed charges earned.
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The most common method of ommission is to merely issue an an-
nual statement reporting income after depreciatiom or deple-
tion."1 This, of course, also means that Gross Sales are not
reported.

Without these two items a correct and adequate analy-
gis is very difficult. Por we not only do not know what per-
centage of depreciation has been charged, we also cannot de-
termine whether the amount chgrged has been adequate or inad-
equate. A ooncern may show anywhere from a profit to a loss
by the manipulation of its depreciation. Again, without Gross
Sales we are ét a loss in determining how much ofvtha Gross
Sales were used up by operating expenses. And since operating
expenses are one of the most important items on the Income
Statement, we are left as a& mariner without a compass., Indus-
trial concerns cannot be accused of manipulating their accounts
because they have left out this important information. Many
of them neglect this information intentionally, because they
fear their competitors will learn some of their business sec-
rets. Nevertheless, the fact still remains that this import-
ant information is omitted. These corporations, therefore,
which did not furnish the required information were omitted.

The second test applied in the selection of corpora-

tions was size and relative importance in a given industry.

Obviously, a two million dollar corporation in the automotive

1. Standard Trade and Securities Service, Vol. 49.
Aug. 20, 1928. No. 36, p. 15.
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industry is relatively of lesa importance in the automotive
field than a two million dollar corporation in the candy in-
dustry. An apparent adventage is gained by Separating the list
into the va:ious types of industries, One industry, for in-
stance, may be required to carry unusually large inventories;
another may be required to carry huge investments in fixed
gssets. For this reason each industry should be studied sep-
arately in order to show the trend of that particular type of
process, The argument, therefore, that a small unit will have
1ittle effect on the total comparisons has little importance
when we consider the above reasoning. |

Falling prices may mean falling seourity prices, or
falling commodity prices. In the latter sense, they might
mean falling wholesale pfioes or falling retail prices. This
paper is concerned only with wholesale commodity prices. 1In
the first place, the falling of security prices would have
little direct effect on financial ratios. It is true that they
do effect commodity prides after a brief interval, but it is
the commodity prices and not the seocurity prices which affeoct
the ratios., In the second place, we find that wholesale com-
modity prices reflect the trend of business more exactly than
do retail commodity prices. The wholesale market is much
better organized, and, consequently, is more susceptible to
change. Retail markets, on the other hand, are not well or-
ganized and are not effected as quickly as are the wholesale

markets .
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"Retail prices, i. e., the prices that
the consumer pays, fluoctuate less than
wholesale prices. There are several reas-
ons for this.

(1) The consumer does not follow the
market closely and, consequently,
does not know of changes in the
wholesale market.

(2) The dealer buys his product in

: quantit ies some time ahead of his
normal demand. .

(3) Customary prioces prevall in certain
lines, and variations are made only
in even money, or from one customary
price to another, .

(4) Convenience commonly dlctates that
retail prices shall not vary with
every fluctuation in wholesale
price."”

Pinally, we must distinguish markets in which both
buyers and sellers are producers in the ordinary meaning of the
word, or at least dealers, from markets in which only the sell-
ers are producers, and dealers and buyers are consumers, The
former are called producer's markets, and the latter consumer's
@arkets; The contrast between producer's and consumer's mark-
ets is great, even when we limit our examination to consumable
goods. Producer's markets are usually better organized, the
buyers are more competent to judge the quality of the things
they buy,.the force of competition is stronger, and the force
of custom and habit is weaker than when the consumer is the
buyer.2 In the third place, reports on wholesale prices are

readily obtainable. his is not trues of retail prices. My

l. GClark, Fred E., "Principles of Marketing."p.436-437.
2. Garver and Hansen. "Principles of Hconomics.”
Pp. 83 and 84.
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1ist of corporations, therefore, will include those in which
wholesale prices form the major pricing process,
Fluctuations in prices may be due to long run secular
trends, or to cyoclical trends of the business cycle. In
gspeaking of our history of prices, the following has been said:

"Phree large price upheavals are notice-

able., <+The first was coincident with the

War of 1812 and the Hapoleonic Wars in

Europe, the second came with the Civil

War, and the third with the great World

War. Wars have been major causes of price

upheavals. Certain broad trends are notice-

able, The general trend was upward from

1790 to 1814, Then there was a long down-

ward trend from 1814 to 1849; then an up-

ward swing from 1849 to 1865, followed by

a long downward movement which culminated

in 1897. This was foilowed by an upward

movement until 1920."
Twice only in the history of our country, therefore,
do we find a period of falling prices comparable to our
present experience. Those periods were after the War of 1812
and after the Civil War. But no advantage would be gained in
studying a period 80 remote as either of those periods since
our present businesgs organizstion is of much later origin. 1If
we were to study a depression of the past decade, we would
find our business organization similar, but we would not find
the similarity in the falling prices. This being the case, I
have limited my analysis to the years 1926-1927-1928-1929-1920
and 1931, By comparing these six periods, this paper will

attempt to point out the relationship betwsen falling prices

l. Garver and Hansen, "Principles of Economiocs." p,340. |
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and financial ratios,
A word need be said about Public Utilities. There is

no denying that these corporations are very large and that

they do furnish the proper information. Yet, they have been

purposely left out of my list. Since they represent a special
type of pricing process they should form a different type of
gtudy. Secondly, these industries have very small inventories,
and, a8 a result, are not affeoted by falling prices in the
same wéy a8 industrial concerns. This may be purely an assump-
tion, but as a oconfirmation of the position I'take, I need

only refer to the accounting principle for the valuation of

1 If this principle is adopted, it necessarily

inventorises,
follows that a fall in commodity prices will cause a correspond-
ing decrease in inventory value. And a corporation with little
or no inventory will, therefore, show a somewhat different
trend. Finally, the addition of Public Utilities to the list

would merely make a complex problem more complex, and beyond

the purpose of such a study as this,

1. Aoccording to this principle inventories should be
valued at cost or market, whichever is lower. >




CHAPTER II.
EFFPECT OF FALLING 2RICES UPON
PINANCIAL RATIOS.

Falling prices and their accompanying effects are
phenonema much talked of, bdut often misunderstood. Accompany-
ing a falling price level, there is an opposite trend in the
inecreased purchasing power of the dollar. fhe two are recip-
rocal. Thus, if the price level 18 halved, the purchasing
power of the dollar is doubled; if the price level is doubled,
purchasing power of the dollar is halved. A falling price
level may be brought about by a relatively greater decrease
in money and credit available than the decrease in its use in
the exchange and production of goods and services.

To illustrate, let us assume that before the price lev-
el started downward, 1,000 units of money and oredit were used
and that the volume of goods and services exchanged was 10,000
units, Assume, next, that after the price level falls there
is a decline of money and eredit te 600 units. Finally, to
complete the illustration let us suppose: (1) that the vol-
ume of goods and services exchanged decreases to 8,000 units;
(2) that the volume of goods and services exchanged remains
at 10,000 units; and (3) that the volume of goods and ser-
viees exchanged increases to 12,000 units. Under the original

conditions the price level would be 1,000 units (volume of
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goods and services exchanged) or .10. After the declining
price level, we would have the following conditions accordingly
as our assumption. In the first case the price level would be
600 units divided by 8,000 units, or .075. Under the second
assumption the price level would be 600 uhits divided by

10,000 units, or .06. Finally, under the last assumption, 600
units divided by 12,000 units, or .05 would represent the price
1evel. This by no means exhausts the possible assumptions.

Por instance, we might increase the amount of money and credit
used, but at a less rapid rate than the volume of goods and
services. Thus, the amount of money and oredit might be in-
ereased to 1,200 units, while the volume of goods and serviges
exchanged increases to 165,000 units. The price level would
now be 1,200 units divided by 15,000 units, or .08 as compared
with the original price level of .10.

When a declining price level is a fact, the nominal
value of goods-in-process or in stock decresases, rhis'means
thet goods in terms of price have deofeased. In terms of
real value, (or the power to command other goods in exchange),
these same commodities may have remained the same. Thus, the
price of one bushel of corn might bdbe $1.00 and that of & bus-
hel of wheat $2.00. Assume now that the nominal value of corn
decreases to 75¢ and that of wheat to $1.50. KExchange ratio
of corn in terms of wheat, and of wheat in terms of corn have,
however, remained the same, since in either case two bushels

of sorn will exochange for one bushel of wheat. It is, there-
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fore, possible for real value or exchange ratio to remain
the same while the money value, or price, has decreased.
However, since all of our values are expressed in terms
of money, a falling price level is followed by smaller profits,
if not losses. This, in turn, causes business men to decrease
production and curteil inventories., Production is ocut down be-
cause the decorease in income has caused a shift in the demand
gchedule to the left, or at a given price a smaller number
of units will be taken. Inventory curtailment is a question
of inventory turnover since the greater the turnover, the less
the expense for insurance, depreoiation on storage space, and
interest on ocapital invested in the inventory. Thus, if sales
were originally $150,000.00, the cost of goods sold $90,000.00,
and the average inventory $15,000.00, the inventory turnover
would be 6.0 If sales now dropped to $100,000.00, and the cost
Aof gales to §66,000.00, the average inventory would have to drop
to $11,000.00 in order to keep the turnover at 6.0. If the |
invéntory is not reduced, the turnover will be $66,000.00 divid-
ed by $15,000.00, or 4.4. Even if sales did not decrease, it
is important that the inventory be as small as possible during
8 period of falling prices. <The reason is abvious. Suppose
that prices were at $1,00 on January 1, 99¢ on February 1, and
98¢ on March 1. Under these conditions it will be sound econ-~
omics for a business man to purchase goods, which will be used
in March, as closely to March as is posaible. If he purchases

the commodities on Janusry 1 and ugses these commodities in
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March, each unit will cost him .02¢ more than it would cost
him had he purchased it on March 1.

What are the causes of price fluctuations¥ A4s the vol-
ume of goods and services produced and exchanged affect prices,
go does the continual fluctuation in prices react upon bus-
ijness activity. A period of expansion causes an indefinite
geries of rea&justments in pricee®, which change the pecuniary
outlook of business men. This, in turn, leads to new changes
in the volume of trade. Thus, as this change takes placse,
the whole operation starts over again. If prospests of pro=-
fits are bright, the volume of trade expands, if prospects are
dismal, volume of trade contracts. ~Prices, feeling the in-
fluence, cause another adjustment and the cycle goes on indefi-
nitely.l The quantity theorists, on the other hand, c¢laim that
it is the volume of money which causes price flustuations.
They hold that as the volume of money and credit decreases the
price level decreases, and as the quantity of money increases,
the price level increases, This, according to this group, con-
tinues in an indefinite cycle. During a period of rising
prices, conditions will again be at work which will cause an
increase in money and credit, and, subsequently an increase
in prices. 7This cycle continmes without end.,

Items to which money values8 have been assigned and

which appesr on the Balance Sheect and Income Statement, such

1. Mitchell, Wesley C., "Business Jycles." p. 107,

-
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as Accounts Receivable, dccounts Payable, Inventories, and
Surplus on the Balanoce Sheet; Purchases, Sales, ikxpenses, and
Net Income om the Profit and Ldss Statement, will change as a
consequence. If business men were rational, i. e., they knew
present business conditions thoroughly, and could predict the
future, and, if they were in a position to adjust themselves
to changes without frietion and ﬁithout lag in time, they would
change the money value of inventories; restrict orders; make
special endeavors to hold a good customer; and reduce indebt-
edness for it is better to be owed than owing at a period when
more valuable dollars (in terms of goods) will have to be re-~
paid because payment is postponed to some future date.l Since
the burden of fixed ocharges increases with a fall in sales,
business enterprises endeavor to diminish such costs wherever
possible in order to control and maintain the financial stabil?
ity of their enterprise.

The claim is madé that most business men, (especlally
those who head large concerns) do know their business, and,
a8 a matter of fact, do heed certain danger signals. Assuming
all of this, it st ill remains that certain tools for the oper-
at ion are indispensable to management.

FPinancisl ratios are merely mathematical proportions.
A change in any one item compared, results in & change in the

Proportion and, hence a different ratio.

1. Index Number Institute, iew Haven, Conn. p.3.
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Two concerns might start with the same current asset
ratio, but an increase or decrease in current assets and cur-
rent liabilities changes the original relationship since both
{tems may not have increased or decreased in the same propor-
tion. Assume that ocorporation "A" has current assets of
$200,000.00 and current liabilitiés of $100,000.,00; and that
gorporation "B" has current assets of $250,000.00, and current
1iabilities of $125,000.00. Both, then have a current asset
ratio of 2.0. XNow suppose that corporation "A's" current as-
gets decrease to $150,000.00 and current 11a5111ties tol
$75,000.00; and that corporation "B's" ocurrent assets have in-
oreased to $300,000.00 and current liébilities to $175,000.00.
In this latter case, the current asset ratio of corporation "A"
is still 2.0, while that of corporation "B" is 1,7. Absolutely
the decrease in the case of "A" was @50,006.00 and an increase
of $560,000.00 in the case of“"B“. But, relatively the changes
have not been at the same raté. This phenomena is common in
business activity. If perfect gompetition existed, and perfect
knowledge of economic conditions were possible this phenomensa
would not exist, because all business men would have perfect
knowledge and ast rationally, and, therefore, all chanzes
would be at the same rate. A study of financiel ratios in a
period of falling prices would then narrow down to & study of
one business unit, since all units would act in the same manner.

Since the cause of falling prices is a controversial

matter, it is unnecessary to discuss the remedies for falling

R



——

prices since that is beyond the scope of this paper. 4ll that
we are concerned with here is the empirical faot that prices
have fallen at a steady pace since 1929.

Prices do not move uniformly upward or downward, nor
do they remain uniformly constant. Moreoier,'prioes are not
quoted in the same manner. Thus, one price might be per ton,
another per pound, still another per dozen, and so on through
the numerous units of price quotations. For this reason, a
gtudy of price movements in detail is hard to understand, with-
out some practical method of indicating the general trend.
Such an indieator is called an index number of the price level.
Index numbers, then., are relative prices which show the per-
centage changes in prioes.from & certain base month or year,
Purchasing power of money, thereforé, would be the reciprooal
of the index number. To illustrate index numbers suppose that
the price in a certain month or year is 10 per cent higher than
in the base month or year; the relative, or index number, for
the base month or year would be 100; for the month or year
which was 10 per cent higher, the relastive would bde 110. 1In
the year that the relative was 100, purchasing power of money
would be 100, but in the year that the index number was 110,
purchasing power would be 1 divided by 110, or .908. Expressed
in this wqy; the relationship between one period and another
¢an be quickly seen.

Many different methods of computing index numbers have

been used. Among these we find the following: (1) the simple
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arithmetical average of relative prices; (2) the median of
relative prices; (3) the geometric mean of relative prices;
(4) the harmonic mean; (5) the weighted arithmetical average
of relative prices. The following symbols will be used to
express.the above formulae:

a ~ price of a given commodity at the base period

b - quantity of a given commodity at the base period
a'- price of a given commodity at the second period
b'~- quantity of a given commodity at the second period
¢ - price of second commodity at the base period

d - quantity of second commodity at the base period
¢'~ price of second sommodity at the second period

d'- quantity of second commodity at the second period
a'- a price relative (relation of price of a given
commodity at the second period to the price of the
base commodity.)

a quantity relative (relation of quantity of a
given oommodity at the second period to the gquan-
tity of the base commodity.)

price level at base period

price level at second Yeriod

number of commodities.

= oo pl

The s imple arithmetical average is found by adding up
all of the relative prices for.a certain year and dividing by

the total number used, The following formula would be used:

mlw

oot ot
P = and

n

a' c. L L L]
s+t +-+

n

1. The above outline.in the main has followed Mills,
Frederick C., "Statistical Methods."
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Table 1 showsS an illustration of this method.. This

method 18 very defective because all of the relatives added

are given the same weight and importance. As a metter of faot,
one commodity might have much more importance than another.
thus, for instance, a pound of caviar is of much less relative
importance than a pound of bread. Of course, where all of the
ﬁnits have the same importance this defect does not appeare.
t0ther faults of the arithmetical index number are its tenden-
‘cies to cause the rise of a price by a certain percentage to
count for more than the fall by the same percentage of similar
price, and to take no account of the fact that the pressure,
which the rise of price of a thing would exert on the resources
of the purchaser, would be mitigated by his ourtailing his
purchases of that thing; accompanied possibly by an extension
of his purochases of other things, which had become relatively
c.heaper."1

TABLE 1. ILLUSTRATION UF ARITHMETICAL AVERAGE

Commod - Unit Prices Relative Price Relative
ities in in in in
Base Base Second Second
Year Year Year Yoar
A Bu. 1.10 100 1.21 110
c Ton 4.00 100 6.00 1560
B Pound .50 100 «65 130
G Dozen «30 100 27 90
400 480
2=220 =100, pr= 480 _ 120,

l. Marghall, Alfred, "Money, Uredit and Commerce."p.275,




In order to correct the above defect when weights can
pe determined only with difficulty, the geometrical average
of relative prices is often used. This is found by multiplying
the relative prices for a given year and then taking the HNth

root of this figure. Expressed in formula this would become:

N
= % x~% X o+« X o+ X . and
N
P" a'x 2' X
Y 3 e X o X

Table 2 gives an illustration of this method. The
great difficulty with a method 6f this sort is its complexity;
Logarithim8 are necessary for its computation, and, the final
result is still inaccurate because it fails to take im accourt
the fact that different commodities have a different importance
to the individual.

TABLE 2. ILLUSTRATION OF GEOMETRIC AVERAGS COF
RELATIVE PRICES

Gommod - Relative Log. Relative Log.
ities in of : in of
Bage Gol. Second Jol.
Year 2 Year 4
A 100 2.0 110 2.04129
c 100 2.0 ' 150 2.17609
B 100 2.0 130 2.11394
G 100 2.0 90 1.95424
P = Anti Log. of'g. or 2.0 = 100
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P' = Anti Log. of §;£g5_6_§ or 2.071415 — 118.

For all praotical purposes the median of relative
prices is one of the best index numbers, and is simple in con-
gtruction. However, it again fails because it does not give
the proper weight to the different commodities. But it is
preferred to the simple arithmetical average. The median is
determined by finding the price, or number, which occupies the
central position of all priceg or numbers studied. The number
of terms to be studied are arranged in the order of their mag-
nitude., If the number of terms is odd, the middle term of the
geries becomes the median; if the number is even, the number
falling between the two terms becomes the median. This is dif-
ficult - to express in formula but would appear something as

follows:

o

P = middle term of -::- ’

’ . ] .

H O

arranged in order of magnitude

P'= middle term of &', 8', . , .
a 7}
arranged in order of magnitude.
Using the relative prices of iable 1, the median would
[be 100 in the case of the base year and 120 in the second year.
If another relative 160 were added the median would become 130.

90 130
110 150
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Here the median 130 + 110 or 120.1
2
20 150
110 160
130
The median now would become 130.
"The harmonic mean is the reciprooal of the arithmetical
average of the reciprocals of the items or numbers in a ser-
2
ies."” sxpressed in formula this is:
1
P=
1 1
atgt.e t .+
TABLS 3 ILLUSTRATION (OF HARMONIC MEAN
Jommod- Relative Relative
it ies in in
Base Second
Year Year
A 100 1.10
H 100 1.60
B 100 1.30
G 100 «90
100 .80
P' = Harmonic Mean — 1 -
1 1 1 1l
.Mt Tt 90
1. +This could also be expressed as a geometrical
Lwerage.
2. Harper, F. H., "flements of Practical Statistics."

E 111.
P
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1 e |
7672 - 77220 =
%08
kel
77220

—wEvs == 100.6

In order to ciroumvent the above difficﬁlties the
weighted arithmetical is frequently used. +whus, if bread is
100 times as important as caviar, it is given a weight of 100,
while caviar is given a weight of 1, By this method, each of
the units affects the final average in proportion to its im-
portance. In actual practice the determination of these
weights is not as simple as the above illustration. Out of
the maze of complexities, however, four logical methods of
weighting have been suggested:

i. base year price x base year quantity

2. base year price x given year quantity

3. given year price x bgse year quantity 1

4, given year price X given year quantity.

Expressed in formula, weight #1 would become:

ab(_a.) + cd(_c.) + o Yo+ o

(a) (c)
P -
(a) 4
ab(.a.) + Odg%; + o4 o F+ o

1. For a complete discussion see Fisher, Irving, "The

Purchasing Power of Monay.n Pp.385-429,




weight #2 would be::

P =
8b"§) + Cd(c)‘fo-i--'\"o
(8) ()
o ab'f,%'; + od';%'; T e ot o

abg%; + Od{%; + o t e e

Table 4 illustrates the first method of weighting.

TABLE 4 ILLUSTRATION OF WEIGHTED ARITHMETICAL

AVERAGE
Price Quan. Price Price quan. Price
Commod - in of X in of x
it ies Base Sales Weight Seo. Jales Weight
Year in . Year in
Base 360.
Year* Year*
A 1.10 150 165 1.21
¢ 4.00 2 8 .00 19 19218
£ .60 300 150 .65 300 185.0
G .30 600 180 .27 510 162.0
BO3 540.56

* In thousands.
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503 - 100

P' . 540.5 _ .09

The figures used in this problem have been selected

from the United 3tates Bureasu of Labor Statistics, and have

been computed by the weighted arithmetical method. Consequently
leach commodity affects the final index acoording to its relative
importance. Table Kumber 5 is a 1list of figures which will be
used in analyzing the problem. [he yearly figures ars the
pverages of the monthly index numbers. A scmewhat different
industrial split-up is used by fhe sSureau of Labor Statistics
than was used in this problem in choosing the corporations.

fn all cases where a difference appears, proper notations have

been made regarding the figures used.




TABLE 5 WHOLESALE COMMODITY PRICS INDEX - BY THE UNITED STATES BUREAU
OF LABOR STATISTICS. RELATIVES, 1926, 100.1

GROUP 1926 1927 1928 1929 1930 1931
Meat Packing 100.0 92.6 107.3 109.1 98.4 73.6
Iron and Stesl 100.0 95.9 94,9 97.3 91.6 86.6
Automboile and Trucks 100.0 101.8 10645 110.9 104.1 99.7
Textile 100.0 95,7 96.3 93.7 80.8 62.9
Cotton Goods ~ 100.0 97. 101.2 99.4 87.6 67.7
511k Goods 100.C 88.0 83.6 80.1 63.3 44.8
Woolen Goods . 100.0 98.1 100.4 97.8 87.8 7%3.5
Copper Mining _ 100.0 91.9 9%3.3 105.0 81.0 56.8
011 and 0il Producing 2 100.0 72.6 72.0 71.3 61.7 38.9
Chemical and Fertilizer % 100.0 96.7 95.5 94,4 88.7 74 .8
Machinery and Machine Equipment® 100.0 100.2 97.2 98.5 98.1 90.5
Building tquip. and Supplies 100.0 23.7 93,7 97.1 90.3 74 .9
FOO& Products. 4 100.0 96.5 101.0 99,7 90.2 72.9
Baking Products and Flour 100.0 96.2 95,2 91.6 83.2 67.6
Candy, Soft Drinks & Chew. Gum? 100.0 96,2 95.2 91.6 83.2 67.6
Dairying 100.0 104.0 105.6 105.8 95.8 84.8
Miscellaneous? 100.0  96.2  95.2  91.6  83.2 67.6
Office and Business squipment> 100.0 100.2  97.2  98.5 98.1  90.5
Soal Mining 100.0 100.4 93.1 91.3 89.4 83.9
TOTAL 100.0 95.4 7.7 96.5 86.4 69.1

Uz

1. 4sken from Standard Trade and Securities, Vol. 63, Lo. 7, Jan. 1932, Sec.
3, ppr. 219 to 229,

2., See Vhemicals and .drugs, p. 227,

3. See Metal and Metal Products - Other iletal Products, p. 226.

4, See Food Products - Other Foods, p. 222,

5., 3ee Fuel and Lighting - Bituminous voal, p. 224,




CHAPTER IIT
WORKING CAPITAL RATIOS.

Working dapital consists of the excess of Current As-
gets over Qurrent Liabilities. This excess is also called net
current assets, or net working oapital., Working capital ratios
measure the ability of a business to pay its current debts
without consuming any of its inventory. A business, for in-
stance, which can ligquidate its current liabilities with ocur-
rent assets other than the inventory has a stronger financial
position than one which can not. 7This is true because in a
forced sale, inventories usually do not bring their full value.
Bankers are concerned with these ratios becsuse most of their
loans are short term. <They are, therefore, interested in the
abllity of the business man to pay his current debts. Business
men are also interested in these ratios because it 1is the work-
ing capital ratios which measure their ability to borrow
additional working capital, or renew short term loans without
diffiéulty.

The following is a list of working capital ratios:

(1) Current asset ratio. ©This ratio is computed
by dividing current assets by current liabilities.

(2) Cash ratio. Cash ratio is found by dividing
cash by current liabilities.

(3) ¢ash and equivalent plus receivables ratio.
This ratio ig salso known as the "Acid Pest"
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and is ocaloulated by dividing cash and equivalent
plus receivables by current liabilities.

(4) Turnover bf Receivables is determined by dividing
gales by accounts receivable.

(5) Inventory Turnover. Cost of goods sold divided
by the average inventory gives this ratio.

(6) Ratio of working capital to inventory. This
ratio is found by dividing working capital (net
current assets) by inventory.

(7) Ratio of aacounts payable to notes payable is
computed by dividing the former by the latter.

(8) Ratio of Inventory to accounts payable is found
by dividing the inventory by accounts payable.

Not all of the sbove ratios are necessary in an
analysis., But, of course, the more ratios used, the better
and more complete the snalysis. In this paper only three
working capital ratios have been used. The reason for limiting
the number is twofold; in the first pdace this paper is not
intended as an exhaustive study of financial ratios. Its
purpose is to show the tendency of financial ratios in a period
of falling prices. It is reasonable to assume, therefore, that
othérworking capital ratios will reveal similar trends. 1In
the second plase, much of the necessary information was in-
acoessible. All figures were taken from the Standard Trade
and Seourities Service, elther directly or indirectly. 1In
this elaborate coﬁpilation, we find that much of the desired

information is not given because not all corporations show

1. Swanish, P. T., "Business Organization and
Msnagement." p. 150.




this information in their financial statements. Further,

corporation atatements vary in form and content. For logical
reasons, therefore, the items had to be grouped under general
heads., The following items were unavailable:; cash, accounts
receivable and notes receivable (shown only in total), cost
of goods sold, sales, accounts payable, and notes payable.
The three working capital ratios used im this paper -

are:

1. Ratio of current assets to current liabilities,

2. Ratio of cash and equivalent plus receivables

to ocurrent liabilities.

3. Ratio of net working capital to inventory.

Current asset ratio denotes the current strength of
g business by immediately showing the abllity of the business
to mest its current debts. It is & commonplace of financial
practice that the current assets must at least equal the
current liabilities, otherwise, a concern would be insolvent.
On the other hand, if the ratio is too high, it is probable
that a concern has too many funds invested in its cash,
receivables, or inventories. "For mgny years the current ratio!
of two to one was cgons idered the normal and proper ons for all
businesses, but todsy it is realized that many other factors
enter into the question of determining the soundness of a

business, and that a surrent ratio much greater or considerably

smaller may be deemed correct for certein concerns."l Thus, if

1. Bonneville, Joseph Howard, "Elements of Business
FPinance.” p. 192, ‘
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a conceérn has a very sSmall inventory, it will not bs necessary
to have a large current asset ratio, sssuming, of ocourse, that
the rest of its current assets are ligquid. Liquidity denotes
the saleability of an asset, or, the capacity to quickly turn
the asset into cash, Cash, govermment bonds, good accounts
receivable, other securities and inventories, would represent
the liquidity of the current assets, It 1s‘evident, therefore,
that if a oconcern has liquid assets, it need not have a high
current asset ratio.

In order to measure liquidity of current position, the
"acid Test™ is applied. Cash and equivalent, plus notes and
accounts receivabhles, should equal ourrent liabilities. If
this is the case, creditors can be paid in full without liquid-
ating the inventory which, in a forced sale, invariably results
in a substantial loss. The size of this ratio is again rela- |
tive to the character of a particular business, Thus, if
receivables are reasonably liquid, and if there is a rapid
inventory turnover, a ratio of less than 1:1 may be adeguate.
Where receivables are not reasonably liquid and where the
inventory turnover is small, a much larger ratio may be necess-
ary. A high ratio, on the other hand, may show that either
the current debt is small, or else that to0o mgen money is tied
up in cash or receivables. The executive should, therefors,
watch the tendency . of this ratio very carefully, regardless
of the nature of its change,

The ratio of net working capital to inventory supports,




E}, ment." p. 154.
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and adds further meaning, to the current asset ratio. 7This
ratio shows the proportion of owned working'capital to inventory
and , consequently, the greater the ratio the 1esé rigsk of loss
from 8 price decline. The size of the ratio would, therefors,
depend upon the kind of goods represented by the inventory.
"pwaw material prices vary more widely than prices of finished
goods; wholesale prices more than retail prices; prices of
gtaples leas than prices of luxuries; prices of trade marked
goods less than un-marked goods, etc."l 4 large inventory,
therefore, which is sensitive to markéd price fluctuations
should be looked upon as a danger signal.

A study of all current asset ratios for all corporationsa
in Appendix "A", shows a wide variation among the ratios of
the different corporations in the different industries. lost
of the corporations have at least a 2 to 1 ratio. However,
there is an exception to this in the case of the Nashawena
Mills vorporation in the cotton industry, and the Unitgd Dairy
Products in the food products industry. In the former oase,
the corporation had less than & 2 to 1 ratio even though the
other sorporations within the industry have unusually high
ratios, On the other hand, the ratio of this company fluct-
uates very little as compared to the large fluoctuations in
the other corporations. Other corporations have a current

asset ratio below 2 to 1, but in each case it is a temporary

1. Swanish, P. ¥., "Business Organization and Manage-
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fluctuation below this standard. For a list of corporations
pelow & 2 to 1 ratio, See Appendix "B"., No industry studied
fell below this "rule of thumd" standard.

Takle 6 shows a comparison of prices and current ratios
for the different industries during the period studied., The
l1ist of prices was taken direotly from Table 5, while the
ratios were computed from a composite balance sheet of the
corporations studied. Thus, in the meat vacking industry, four
corporations were studied. The current asset ratio for this
industry was found by dividing the total current assets of
these four corporations by their total current liabilitias.

A study of the Meat Packing Industry shows that prices
decreased in 1928%, increased in 1928 and 1929, and decrsased
in 1930 and 1931 (a rather sharp decrease in 1931l). durrent
asset ratio increased in 1927, decreased in 1928 and 1929, and
increased sharply in 1930 and 1931. The current asset ratio,
therefore, moved in Just the opposite direction of prices.

In other words, a decrease in price was accompanied by an in-
crease in the ratio, while a rise in price was accompanied by
a decreass in ratio. The increase in ratio accompanying the
decrease in price can be accounted for by the fact that the
corporations studied decreassed their current indebtedness more
rapidly than the decline in their current assets, Current
assets of the Meat Packing Industry in 1931 were approximately
70% of the 1926 total, while current liabilities were only 45%.

Again in the Iron and Steel Industry prices moved in




TABLE 6 COMPARISON OF WHOLESALE COMMODITY PRICES AND CURRENT

ASSET RATIO BY INJUSTRY.

INDUSTRY 1926 1927

1929

- 1920

Meat Paoking
Wholesale Com'ty Prices

" Current Asset Ratio
Iron and Steel :

Wholesale Com'ty Prices

Current Asset Hatio
Automobiles and iPrucks

Wholesale Com'ty Prices

Current Asset Ratio
Textile

Wholesale Com'ty Prices

Current Asset Ratio
Copper Mining

Wholesale Com'ty Prices

Current Asset Ratio
01l and 0il Producing

Wholesale Com'ty Prices

Current Asset Ratlio
Chemical and Fertilizer

Wholegale Com'ty Prices

Current Asset Ratio
Mchry. and Mch. Kquip.

Wholesale Com’ty Prices

Current Asset Ratio
Bld, Kquip. and Supplies

Wholesale Gom'ty Prices
Current Asset Ratio
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TABLE 6 CCLT'D.

.1926

INDUSTRY 1927 1928 1929 1930 1931
Food Products s

Wholesale Com'ty Prices 100.0 96.5 101.0 99.7 90.2 72.9

Current Asset Hatio 3.7 3.6 4.3 3.6 4.3 5.3
Office and Bus. &guip. »

Wholesale Com'ty Prices 100.0 100.2 97.2 98.5 98.1 90.5

Current Asset Ratio 5.8 7.0 6.7 6.0 7.9 8.8
Coal Minin :

Wholesale Com'ty Prices 100.0 100.4 93.1 91.3 89.4 83.9

Current Asset Ratio 2.9 2.1 2.1 2.9 2.7 4.1
Total :

Wholesale Com'ty Prices 100.0 95.4 97 .7 96.5 86.4° 69.1

Current Asset Hatio 3.9 4.4 4.3 4.4 4.9 5.8

‘8¢
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just the opposite direction of the current asset ratio. Here
prices moved downward in 1927 and 1928, took an upward turn in
1929, and then moved downward in 1930 and 1931. Current asset
ratio moved upward in 1927 and 1928, downward in 1929, and
upward again in 1930 and 1931. As, in the Meat Packing In-
dustry, there seems to be a tendency for the industry, as a
whole, to 1ncfease its current liabilities at a more rapid
rate then its current assets during a period of rising prices,
while during a period of falling prices there seems to be

an opposite tendency. 'Lhus, comparing 1931 and 1926, we find
that ourrent assets in 1931 are 87% of 1926, while current
liabilities in 1931 are only 59% 6f the 1926 assets.,

T™wg points are to be especially noted in the Automo-
biles and Prucks Industry. In the first place, the price
changes are much different than in the other industries
stud ied. All of the otper industries show a price decline in
1930 and 1931, and when this 1931 price level is compared with
the 1926 level, we find it to be very much lower. This is
not true in the Automobiles and ¥rucks Industry. For here,
prices moved upward in 1930 and, although they moved downward
in 1951,‘the price level in this year is only .3% lower than
1in 1926. The second noticeable thing is that the ratio has
not moved in an opposite direction of the orice level in this
industry.' Comparing it with the generai price level of all
industries, however, we do find this trend with the exception

of 1931. Both in 1929 and 1970 the current lisbilities
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Year General Price Level Surrent Asset
of all Industries Hatio
1926 100.0 3.2
1927 95.4 3.3
1928 97.7 3.2
1929 96.5 4.0
1930 86.4 5.1
1931 69.1 4.9

decreased more rapidly than did the current assets. This
showed itself in an inorease in the ratio. In 1931, however,
the current assets decreésed more rapidly than the current
liabilities, and, hence, the reason for the drop in the ratio.

Prices in the Yextile Industry, as a whole, with the
exception of 1928, showed a downward trend, while current
asset ' ratio showed a steady incresse each successive year.
In this industry, there is a tendensy for prices and current
asset ratio to mofe in oppostte directions. The ratio in-
creased because current liabilities decreased each year until
in 1931 they were only 22% of the 1926 total; while current
assets decreased in 1927 and 1928, increased in 1929, and
decreased in 1930 and 1921, at which time they were 54% of
the 1926 current assets.

Of all the industries studied, the Jopper lMining
Industry is unique in that the current asset ratio shows a
movement in the same direction as the movement of prices. In
other words, with an inerease in the price index, has been

an increase in current asset ratio; with a decrease in the

-«
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price index has come a decrease in the current asset ratio.
Both the 1931 price level and the 1931 ocurrent asset ratio
were approximately one-half of the 1926.figures. This tend-
ency is aoccounted for by the fact that the current liasbilities
of the industry in each yeaf were larger than the current
liabilities of 1926. For 1928, 1929, and 1930 current assets
were larger than in 1926, but these increased more rapidly
than the current liabilities. In 1927 and 1931, moreover,
current assets were smaller than those of 1926, while current
liabilit ies were greater.

Mixed trends seem to appear in the 0il and 0il Produe-
ing Industry. Prices dropped sharply in 1927, decreased
slightly in 1928 and 1929, and then took another sharp drop
in 1930 and 1931. VJurrent asset ratio increased in 1927,
decreased in 1928, increased in 1929, deoreased in 1930, and
increased in 1931, The following shows the movement of current
assets and current liabilities for the years in question. The

figures are given in millions of dollars.

Year Current Assets Current Liabilities
1926 1553 ‘ 466
1927 807 ‘ 162
1928 1550 337
1929 1779 365
1930 1650 349
1931 1361 222

Again, in the Chemical and Fertilizer Industry there
PBeems to be a canbined tendency, yet, in spite of slight

variations, the familiar movement is noticeable. Frrices
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moved from 100 in 1926 to 74.8 in 1931, while current asset
ratio moved from 8.2 1in 1926 to 9.2 in 1931.
In the Machinery and Machine Equipment Industry prices

in 1927 remained very nesrly at the same level a8 in 1926,
In 1928 prices moved downward, in 1929 upward, and in 1930
and 1931 downward. Current asset ratio moved upward in 1927,
downward in 1928, and upward in 1929, 1930, and 1931. In
1930 the upward movement was very noticeabls, the ratio going
from 4.6 in 1929 to 11.4 in 1930. Up until 1930, therefore,
the ratio moved in £he game direction as prices, while for the
years 1930 and 1931 the ratio and price movement were in the
opposite direot ion. The reason for the high ratio in 1930
and 1931 was the drop in current liabilities. 1930 current
liabilities were 44% of 1929, while in 1931 they were 36%
of the 1929 figure. Current assets in 1930 were 109% of the
1929 current assets, and in 1931 were 92% of the 1929 figure.

| In the Building Equipment and Supplies Industry, we
find, with the exception of the year 1927, that this ratio
again moved in Jjust the opposite direction of the price level.
Prices moved downward in 1927, remained the same in 1928, moved
upward in 1929, and downward égain in 1930 and 1931. vurrent
asset ratio moved downward in 1927, remained the same in 1928,
moved downward in 1929, and upward again in 1930 and 1931.
This is explained by the fact that current indebtedness was
reduced considerably in 1930 and 1931 - the two years showing

the most marked declinse in prices,
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#ood Products Industry shows the same tendency as the
Machinery and Machine Hquipment Industry, namely, a movement
in the same direction of prices and current asset ratio until
1930. For 1930 and 1931, prices and the ratio moved in the
ooposite direction. Prices moved downward, while the ratio
moved upward because current assets went from 105.16 million
in 1929, to 105,45 million in 1930, and 76.30 million in
1931, while current liabilities went from 25.63 million in
1929 to 22,79 million in 1930, and 11.29 million in 1931.

Prices in the Offisce and Business Equipment Industry
remained practically stationary in 1927 (moving from 100.0
in 1926 to 100.2 in 1927), moved downward in 1928, upward in
1929, and downward in 1930 and 1931, while the ourrent asset
ratio moved upward in 1927, downward in 1928 and 1929, and
upward in 1930 and 1931. The following illustration shows

this movement:

Years Prices Current Current Current
Assets Assets Liabilities
Ratio (millions) (millions)
1926 100.0 5.8 $106.5 $18.2
1927 100.2 7.0 119.7 17.0
1928 97.2 6.7 123.3 18.3
1929 98.5 6.0 119.6 19.9
1920 98.1 7.9 109.2 13.8
1931 90.5 8.8 72.8 8.3

For the years 1929, 1930, and 1931, the movement of the ratio
and the price level im in the opposite direction.

Again in the Coal Mining Industry we find a mixed
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trend 1In the movement of the ratio and prices. =rrices moved

slightly upward in 1927, downward in 1928, 1929, 1930, and 1931.

gurrent asset ratio moved downward in 1927, remained the same

in 1928, moved upward in 1929, downward in 1930 and upward in

1931, In 1930 we find the movement in the same direction, while

in the years 1927, 1929, and 1931, we find the movements in

the opposite directions. TThe year 1928 shows no change in

the ratio, while there was a decided drop in the price level,
Taking the figures for all industries we find that

the movement of prices is exactly opposite to the movement of

current asset ratio. When the price moved upward the ratio

moved downward, when the price moved upward the ratio moved

boﬁnward. This suggrests that business enterprises hasten to

get out of debt during periods of falling prices. This is to

be expected since it is better to be owed, than to owe in a

period of falling prices, as previously suggested. Table 7

Bhows this tendency of the 122 corporations studied, of getting

put of debt.

TABLE 7  TCTAL CURRENT ASSEDMS ALND CURRENT LIABILITIES
FOR ALL CORPCHATIOLS.

Years current Current " Wholesals gurrent
Assets Liabilities commod ity Asset
in in Prices Ratio
Millions Millions
1926 $4745.51 $1210.21 100.0 3,9
1927 4109.14 930,93 95.4 4.4
1928 5220.46 1226,.54 97 .7 4.3
1929 5534.86  1255,49 96.5 4.4
1930 5029.15 1019.60 86.4 4,9
1931 4258,28 731.64 69.1 5.8
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A study of the 122 corporations in ippendix "C" showa
a wide variation in the ratio of Cash and aquivalentApius
ieceivables to Jurrent Liabilities. <PThis ratio is called the
"s0id Test™, This variation is from a ratio of .05 in the
case of the Houston 0il Company, to a ratio of infinity inmn
the cass of the Pepperall Manufacturing “ompany. In the
latter case the company has no current liabilitieas. Although
a 1:1 ratio is considered the normal ratio, we again find
many instances where corporations have & ratio below this
figure. appendix "O" gives g list of susch corporations.

The average 6f all the corporations studied shows a
ratio above this "rule of thumb" standard, and, as a matter of
fact, a ratio which equals or exceeds 2 to 1. This shows that,
on the average, the corporations studied were in a strong
liquid position,

Table 8 compares this rat io with the price level. In
the main, there is a tendency for this ratio to inerease with
§ a decrease in the price level,

: In the Meat Packing Industry in 1927, the movement of
s both the ratio and the price 1nd9x was in the same direction,
: price level moved downwar 4, as did the ratio. 1In 1928, 1929,
f 1930, and 1931 the opposite appears. Prices moved upward in
1928 and 1929; downward in 1930 and 1931. fhe ratio, on the
other hand, moved downward in 1928 and 1929, and upward in
1920 and 1931. The increase in the ratio in 1930 and 1931 is
éxplained by the fact that the industry greatly reduced its




TABLE 8 COMPARISON OF WHOLESALE CQMIODITY PRICE3 AND CASH AND EQUIVALENT

PLUS RECEIVABLES TO CURRENT LIABILITISS BY INDUSTRY.

INDUSTRY 1926 1927 1928 1929 1920 1931
Meat Packing -
olesale Commodity Prioce 100.0 92.6 107.3 109.1 98.4 73.6
"Acid Test" ratio 2.1 2.0 1.9 1.7 2.6 3.7
Iron and 3tesl
Wholesale Commodity Price 100.0 95.9 94.9 97.3 91.6 86.6
"A0id Test" ratio 2.5 2.5 2.8 2.6 2.3 3.0
Automobiles and Yrucks
olesale Commodity Price 100.0 101.8 106.56 110.9 104.1 99.7
"Acid Test" ratio 1.7 2.0 1.8 2.1 3.2 3.4
Textile
olesale Commodity Price 100.0 95,7 96.3 93,7 80.8 62 .9
"Acid Test" ratio 1.8 2.1 2.6 3.1 5.2 4.7
Gogﬁgr Minig% :
Wholesale Commodity Price 100.0 91.9 92.3  105.0 81.0 56.8
"Acid Test" ratio 2.3 1.9 1.9 1.5 1.3 .8
0il and 0il Producing
Wholesale Commodity Price 100.0 2.6 72.0 71.3 617 38.9
"Acid Test" ratio 1.7 2.1 2.4 2,6 2.5 3.5
Chemical and Fertilizexr "
Wholesale Gommodity Lrice 100.0 96.7 95.5 94 .4 88.7 74.8
"Acid Test" ratio 4.8 4.5 4.8 4.4 4.2 5.4
Machinery and Machine Equip.
Wholesale Commodity Price 100.0  100.2 97.2 98.5 98.1 90.5
"Acid Test" ratio 3.5 3.8 2.3 2.3 5.8 6.3
Building Equip. and Supplies
Wholesale Commodity Price 100.0 93 .7 93.7 g7.1 90.3 74.9
"Acid Test"™ ratio 3.2 2.6 2.6 2.6 3.2 4.3




TABLE 8 CONT'D. .

INDUSTRY ' 1926 1927 1928 1929 1930 1931

Pood Products

Wholesale vommodity Price 100.0 9645 101.0 99.7 90.2 72.9
"Acid Pest" ratio 2.4 2.1 2.7 2.0 2.5 3.5
Office and Business lguipment
~Wholesale Commodity Price 100.0 100.2 97.2 98.5 98.1 « 90.5
"Acid Test™ ratio 3.8 4,6 4,6 3.9 5.2 6.1
coal Mining -
Wholesale Commodity Price 100.0 100.4 93.1 921.3 89.4  83.9
"AOid 'l‘éSt" ratio 2.0 1.2 103 2.0 1.9 2.7
Total ' .
Wholesale Commodity Price 100.0 95.4 97.7 9645 86.4 69.1
"Acid Test™ ratio 2.0 2.2 2.3 2.3 2.6 3.2

LY
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current indebtedness,

In the Iron and Steel Industry we find once more a
tendensy for the ratio and prices to move in opposite direc-
tions, the years 1927 and 1930 being the exqeptions. In 1927
prives moved downward, while the ratio remained steady. 1In
1930 both the price and ratio moved downward. The following

1ist shows why this movement has occurred in the industry:

Years sash and Receivables Surrent
Bquivalent in Liabilities
in Millions in
Millions Millions
1926 $293.98 $171.29 $187.79
1927 250.53 166485 169.34
1928 307.98 193.50 177.89
1929 362.35 173.72 209.44
1930 278.66 138,25 179.27
1931 234.16 95.62 110.48

In the years 1928, 1930, and 1931 the ratio and pricesin

.| the Automobile and Pruck Industry moved in opposite directions,

while in 1927 and 1929, the movement was in the same direotion.
In both of the latter years, prices moved upward campared with
the preceding year. 1In both instances, the ratio moved upward
from the preceding year. The reason for this tendency to move
in this opposite direction is that the corporations on the
average reduced their current liabilities as soon as the price
level declined.

With the exception of the years 1928 and 1931 prices
[dnd this ratio in the Textile Industry moved in opposite
direct ions. Although the 1931 ratio was lower then the 1930
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rgtio, despite the dbwnward movement in prices, yet a compar-
jgon of the 1931 and 1926 rafioa, and of the 1931 and 1926
price levels shows that the movement has been in the opposite
direction. Thus, while the price index fell from 1926 to 1931,
the ratio has increased oconsiderably. In this industry the
marked redustion of current liabilities occurred in 1930, and
in that year, the "acid ‘'est™ ratio was unusually high. There
was another reduction in 1931, but this decrease was not as
large as in 1930. Cash and receivables, on the other hand,
decreased slightly in 1930, and noticeably in 1931.

As in the case of the current assect ratio, this ratio
in the Gopper Mining Industry shows a tendenoy to reaot direct-
ly with the price level. If we compare all of thé years iith
the 1926 level, we find, with one exception, i. 8., 1929, that
where price has moved downward the ratio_has moved downward.

In 1929 prices moved upward while the rat io moved downward.

No definite conclusions can be drawn in explaining this tenden-
oy, except to point out the fasct that ocurrent liabilities have
not been reduced. We find 1926 to be the year in which the
smallest amount of current liabilities were reported, while
1931 we find to be the year in which the smallest amount of
ocurrent assets were reported.

Prices in the 0il and Oil Producing Industry moved
downward in each succeeding year, while the ratio moved upward

in each succeeding year with the exception of 1930. In this

Year we find no change in the ratio, yet the price level moved
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| hons iderably downward, Again the reducing of current indebt-
pdness during declining prices has been the main cause of this
tendency .

The Chemical and Fertilizer Industry again shows a
combination of movement. Prices moved downward in each succeed-
ing year, beginning with 1926, while the ratio moved downward
in 1927, upward in 1928, downward in 1929 and 1930, and upward
in 1931. Despite these variations, the ratio was lower than in
1926. A sharp drop in ocurrent liabilities accounts for the
high ratio im 1931, while the large amount of current liabil-
kties in 1929 and 1930 accounts for the low ratio.

In the first two years the ratio in the Machinery and

; achine Equipment Industry moved in the same direction as the

rices., 1In 1929 the price level moved upward, while the ratio

R0

emained the same. The following two years, with prices fall-

: ng, this ratio moved sharply upward. %he year 1931, in which

T

he price movement was most noticeable, showed the ratio move-

nt in the opposite direction of the orice movement. Again

T PR

his movement is accounted for by the fact that current indebt-
dness was reduced as soon as the declining price level became
really marked. 1930 ourrent liabilities were 45% of the 1929

- total, while in 1931 they were only 36# of the 1929 figure.

fash and Receivables in 1930 were 113#% of the 1929 figure,
¥hile in 1931 they were approximately 98#% of the 1929 level.
Building Equipment and Supplies Industry shows a

Eimilar movement to the above industry. In 1927, 6 prices and
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the ratio both moved downward., The year 1928 shows the same
price level and the same ratio as in the preceding year. In
1929 prices moved upward while the ratio remained the same.
From here on prives dropped steadily, while the ratio inoreased,
Agein current liabilities were reduced, thus causing the in-
crease in the ratio in 1930 and 1931.

Unt i1l the year 1930, the movement of the ratio and
prices in the Food Products Industry was in the same direction.
In the years 1930 and 1931, however, there is & reverse tend-
ency, and while prices were moving downward, the rat io moved
steadily upward., Heduction of current indebtedness explains
thismovement. <Taking the year 1929 as a base of 100, current
liabilities in 1930 were 88, and in 1931 were 66. With the
same base of 100 for cash and'receivables in 1929, in 1930
they became 110, and in 1931 they are 1l15.

In the Office and Business &quipment Industry the
last three years show this opposite movement of the prices and
the rat io. In 1927 prices moved slightly upward, and with
| this went an increase in the ratio. The movement in prices,
which was downward in 1928, was accompanied by no change in
the ratio. ?rbm here prices moved upward in 1929, downward in
1920 and 1931, while the ratio moved downward in 1929, and
upward in 1930 and 1931. Again the movement in 1930 and 1931
has been caused by the redustion of current liabilities.

With the exception of 1930 the price level and the
ratio moved in the opposite direction in the Coal Mining In-

S
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dustry. Price level moved upward in 1927 and down&ard in
1928, 1929, 1930, and 1931, while the ratio moved downward in
1927, upward in 1928, and 1929, downward in 1930 and upward
again in 1931. The reason for the ratio not inoreasing in
1930 was that cash and equivalent, and receivables were de-
creased more rapidly then were the current liabilities,.

A study of all industries for eash and equivalent,
plus receivables to current liabilities reveals the same tend-
ency as the current assst ratio, although not as definitely,
becauses in 1928 and 1929 the prige level and ratio did not
move in opposite directions. Prices moved downward in\129?,
upward in 1928, and downward again in 1929, 1930, and 1931, The
ratio moved upward in 1927 and 1928, remained ateady in 1929;
and then inoreased in 1930 and 1931. The inorease in the ratio
in 1930 snd 1931 is again explained by the fact that current
liabilities were reduced considerably. Table 9 shows how this

tendency has, taken place.

TABLE 9 TOTAL OF CASH, RECEIVABLES, AND CURRZNT LIABIL-
ITIES FOR ALL INDUSTRIES.

Year Cash Receivables Current Prices Katio

in in Liabilities

Millions Millions in

Millions

1926  $1216.54 $1227.51 1210.21  100.0
1989 1123.98 900.18 ¢ 930,93 9%.4 g:g
1928 1649.20 1162.46 1226.54 97.9 2.3
1929 1578.77  1294,50 1255.49 96.8 2.3
1930 1560.54 1081.54 1019.60 86.4 2.6
1931 1511.72 811.50 731,64 69.1 3.2
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In the case of the Net Working Uapital to Inventory
ratio, the 122 corporations shown in Appendix "E", do not show
a8 large a variation fram yesr to year, as wasztﬁe case with
the former ratios, Yet there are certain varistions, and,
consequently, it would be hard to note any general tendency
from a study of the corporations in this list. A study of
1ndustries,‘however, does give us an idea of the tendency to
be found in this rat io. gable 10 gives & list of the ratio
of Net vurrent Assets to Inventory and the Wholesale Commodity
prices for the years studied.

A study of each industry is unneoccessary since this
ratio does not show a wide fluotuation between industries, nor
does it show a wide fluctuation within any industry. It might
be well to point out, however, that comparing 1926 and 1931,
the ratio was higher in 1931 in every industry with the excep-
tion of the.Ironvénd Steel Industry and the “opper Mining In-
dustry. PFailure to reduce inventories in both industries
was the cause for the lo# ratio in 1931.

The total for 2l1l industries does not show any genersal
tendency except that_in 1930 and 1931 when price decline was
most pronounced, the ratio moved upward. Thus, prices moved
downward in 1927, upward in 1928, and downward in 1929, 1930,
and 1931, The ratio remained the same in 1927, moved upward
in 1928, downward in 1929, and upward in 1931, Table li
shows a oomparison of prices, ratios, net current aésets, and

inventories.
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TABLE 10 COMPARISON OF PRICES AND RATIO OF WORKING CAPITAL 10 INVENTORY
FOR ALL INDUSTRIES. '
INDUSTRY 1926 1927 1928 1929 1930 1931

Meat Packl

Wholesale Commodity Prices 100.0 92.6 107.3 109.1 98.4 73.6

Rgtio of Net Work, Cap. to Inv, l.4 l.4 1.3 1.3 1.4 1.7
Iron and Steel

olesale Yommadity Prices 100.0 95.9 94.9 97 .3 91.6 86.6

Ratio of liet Vork. Cap. to Inv. l.6 1.6 1.8 1.7 1.5 1.5
Automobiles and Trucks
“Wholesale Gommodity Prices 100.0 101.8 106.5 110.9 104.1 99,7

Ratio of et Wark. Cap. to Inv, l.5 1.7 1.6 l.6 2.1 245
Textile

Wholesale Commodity Prices 100.0 95,7 96.3 93.7 80.8 62.9

Ratio of HNet Work. Cape. to Inv,. 1.3 1.3 1.3 1.6 1.8 1.6
Co r Mini

EEoIeaaIe gommodity Prices 100.0 91.9 03.3 105.0 81.0 56.8

Ratio of Net Work. Cap. to Inv, l.4 1.3 1.6 1.3 1.2 9
0il and 0il Producing
' Wholesale Vommodity Prices ~100.0 72.6 %2.,0 71.3 61.7 38.9

ratio of let Work. “ap. to Inve l.4 1.4 1.7 1.6 1.7 1.9
Chemical and Fertilizer

Wholesale “ommod ity Prices 100.0 96,7 95.5 94 .4 88.7 74.8

Ratio of Net Work. vap. to Inve. 2.1 2.1 2.6 2.5 2.2 2.2
Machinery and Machine kiguip.

Wholesale Commodity Prices 100.0 100.2 97.2 98.5 98.1 90.5

Rat io of Net Work. Wap. to Inv. 1.8 1.8 1.6 1.6 1.9 2.0
Building Equip. and Supplies
T Wholesale Gommod ity Prices 100.0 93.7 93.7 97.1 90.3 74.9

Hatio of Net Work. Cap. to Inv. 2.8 1.9 2.0 2.1 2.6 2.3

*ye




TABLE 10 CONT'D.

INDUSTRY 1926 1927 1928 1929 1930 1931
Pood Products
Wholesale commodity Prices 100.0 96.5 101.0 99.7 90.2 72.9
Ratio of Net Work. Cap. to Inv. 2.2 1.7 2.0 1.6 1.9 2.4
Office and Building Equip.
——Wh0138316 dommod i.ty Prices 100.0 . 100.2 97.2 98.5 98.1 90.5
Ratio of Net Work. Cap. to Inv, 2.4 2.5 2.7 2.4 2.6 2.9
Coal Minin
Wholesale Gommodity Prices 100.0 100.4 93.1 91.3 89 .4 83.9
Ratio of Net Work. Yap., to Inv, 2.0 1.2 l.4 2.2 2.3 2,2
Total
Wholesale Uommod ity Prices 100.0 95.4 97.7 96.5 86.4 69,1
Ratio of Net Work. Gap. to Inv. 1.5 1.6 1.7 1.6 1.7 1.8

*Gg
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TABLE 11. COMPARISON OF TH3 RATIO FET WORKING CAPITAL
TO IRVENTORY, PRICES, NET CURRENT ASSLTS,
AND INVENTORY FCR ALL INDUSTRIES.

Year et Inventory Prices Ratio

vurrent in

Assets Millions

in

Millions
1926 $3535 $2301 100.0 1.5
1927 3178 2085 95.4 1.5
1928 3994 2409 a7 .7 1.7
1929 4280 2664 965 1.6
1930 4010 2388 86.4 1.7
1931 3627 18356 69.1 - 1.8

; Prom this it can be congluded that Working Wapital
Ratios tend to move in an opposite direction of prices, This
tendenoy seemed to be most pronounced in the years 1930 and

1931, when the price decline was most noticeable.




CHAPTER 1IV.
INCOME Ao SAPELRSE RATIOS. ‘
Income andexpense ratios show how much is being earned
on capital invested in the business. Compared from period to
period, these ratios show the growth or deocline of a concern.
if profits are steadily declining, it is better for a business
to get its capital from sources which do not impose fixed

charges upon the business, This is also true when there is a

condition existing in which the rate of profit continues lower

than the fixed ocharges.
The following Income and Expense ratios are used by the
execut ive to watch the trend of his business:

1. Ratio of Net Operating Profit to Sales, (This
ianio is computed by dividing net profit ffom
operations by net =ales.)

2. Ratio of Net Operating Profit to Wotal Capital,
(Net profits from operations divided by the total
invested capital in this ocase determines the
ratio,.)

3. Ratio of 3Sales to total capitsl is found by
dividing net sales by the total invested ocapital.

4, Ratio of Operating Costs and &xpenses to Sales.
(Operating costs divided by net sales give this
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ratio.

5., Hatio of Net Profit to Sales is computed by
dividing the net operating profit by net sales.

6. Hatio of Non-operating income to Net-operating
profit. This ratio is found by dividing the net
income, other than that from operations ; by net
Income from operations.

7. Ratio of Net Profit to Capital Stock. The profits
divided by total capital stock determine this
ratio. |

8. Ratio of profit available for interest and interest

charges. To obtain this ratio, net orofits are
divided by fixed charges.

9. Ratio of let Profit to Property account is found
by dividing the net profit by net property, plus
investments.l

Phis 1ist of ratios by no means exhausts the possible

ratios, but it is large enough to give a satisfactory analysis
for the execut ive. In this paper only three Income and Lxpense
ratios were used. %The list was limited to this number because
much of the necessary information was not obtainable. sales,

Net Operating Profit, Operating costs, Capital Costs, and non-

operating Income were inaccessibls. A8 was the case with the

1. Swanish, P. T., "Business Urganization and Manage-
ment ," Pe 150.
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Working Capital Ratios, the figures used in computing Income
and Expense Ratios were also taken either directly, or in-
directly, from the standard [wade and Securities 3ervice.
Since corporations report their Profit and Loss Jtatements,
and their Balance Sheets in their own desired form, it is
necessary to group items unde® general heads so that there is
a common basis of comparison. In the grouping of figures, the
unobtainable quantities have been merged into more generiec
items.

Three ratios have been used to indicate the trend of
Income and fxpense ratios during the period of falling prices.
If an exhaustive study were being made, three ratios would not
be enough for a complete analysis. However, 1t seems safe to
conclude that other Income and &ixpense ratios would show the
game %endency a&s those which have been studied.

In the sase of Working Capital Ratios, the figures
necessary to compute ratios for 1926 were compiled, or were in
such form that‘the computation could be made. In the case of
the Income and mxpense ratios, this has not been the case.
Ratios for 1926, therefore, have been omitted. This does not
substant ially affect the conclusion, however, because the
price changes from 1926 to 1927 have been nominal as compared
to the price changes for the other five years studied.

Rhe followihg.ratios have been studied for the years
1927 . 1928, 1929, 1930, and 1931:

l. Ratio of Net frofit available for interest and
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interest charges,
2. Katio of Net Profit to total invested capital.
3. Ratio of Net frofit to WNet Property and long

term investments,
Fixed charges, such as the interest on bonded indebt-
edness, must be met if the concern wishes to avoid receivership.
If a cﬁneern is unable to earn its fixed charges, it must pay
these charges from past income. Such a condition might exist
for a short period without any serious consequence, Should it
prevall year in and year out, such a condition would finally
absorb the cash resources and past earnings of the business,
The executive should, therefore, watch the ratio of Net Profit
to Fixed Charges very ocarefully, especially if the ratio is
low and is steadily deolining.
Ratio of Net Profit to total invested capital shows the
percentage of invested capital returned in the form of net
profit. If the ratio'is small, it either shows that too much
capital is invested in the business, or else the invested cap-
ital is being used unprofitably. a4 deolining ratio might mean
that the invested capital has increased, or else that net profit
lhas decreased. Either osondition is a wgrning signal to the
pxecut ive. An inocreasing ratio, on the other hand, shows a
healthy condition, other things equal.
The ratio of liet Property and long term investments
Phors how efficiently the fized assets of a business are being

lsed. If, over a period of time, this ratio is low as compared
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with other businesses in the same industry, it is evident that
the industry with the low ratio is overbuilt. If the ratio

is declining, one of two foroes are operative. First, the
business may be increasing its fixed assets more rgpidly than
the particular business warrants, or else, the profits of

the business are declining. Both factors are warning signals
for the executive. All things equal, an increase im the ratio
shows a favorable trend because it informs the executive that
his fixed assets are being used more efficiently.

| Appendix "PF" oomprising 122 corporations shows that
many corporations have no ratio of liet Profit to Fixed Charges,
This is to be expected in cases where the capital structure

is all common stock. Their financial position is good, for

in a period of falling prices and declining profits, such
ocorporats concerns need not worry about the meeting of fixed
charges. The financial position of the company can be left
unimpaired by passing the dividend when profits are small.

; Fixed charges, however,6 cannot be avoided. Another noticeable
| condition is the wide varist ion among the different corporationg.
An analysis of these variations shows that many of the corpor-
ations with high ratios have relatively low fixed charges,
Many corporations have a negative ratio, suggesting that past
earnings are being used to meet current expenses,

Table 12 compares this rat;o and the price level for

122 corporations. The ratio of Net Profit to Fixed Charges

was found by dividing the total net profits of those ocorpor-




TABLE 12. COMPARISON OF WHOLESALE PRICES AND RATIO OF NET PROFIT
T0 FIXSD CHARGES
INDUSTRY 1927 1928 1929 1930 1931
Meat Packin ;
Wholesale Commodity Price 92.6 107 .3 109.1 98.4 73.6
Hatio of Net Profit to Fixed uJharges l.4 2.1 2.0 1.9 d.2
Iron and Steel
Wholesale Vommodity Price 95.9 94.9 97.3 91.6 86.6
Ratio of Net Profit to Fixed Charges 4.5 5.5 11.3 7.5 1.0
Automobiles and Trucks
T Wholesale sommo8ity Price 101.8 106.5 110.9 104.1 99.7
Ratio of Net Profit to Pixed Uharges 39.1 18.8 6.6 d5.4 d2.6
Textiles
Wholesale Commod ity Price 95.7 9643 93.7 80.8 62.9
Ratio of Net Profit to Fixed @harges 1.6 1.1 2.0 d2.3 az.7
Gopper Minin
%%oiesaie éommodity Price 91.9 93.3 105.0 81.0 56.8
.- Ratio of Net Profit to Fixed Charges 2.7 5.8 9.6 8.4 .3
01l and 01l Producing
~ Wholesale Commodity Price 72 .6 72.0 71.3 61.7 38.9
Ratio of Net Profit to Fixed Vharges 4.8 9.4 10.5 3.8 3
Chemicals and Fertilizer
T Wpolesale Commodity Prioce 96.7 95.5 94 .4 88.7 74 .8
Ratio of Net Profit to Fixed Charges - 6.2 8.0 11.7 2.7
Machinery and Machine Eugip.
T Wholesale Commodlity Price 100.2 97.2 98.5 98.1 90.5
Ratio of liet Profit to Fixed Charges 7.2 6.2 9.2 10.1 2.0
Building Equip. and Supplies ’
Wholesale Commodity Price 93 .7 93.7 97.1 90.3 74.9
Ratio of Net Profit to Fixed Charges 4.8 5.8 7.1 5.6 1.8




TABLE 12 CONT'D.

INDUSTRY

1927

1928

1930

1931

Food Products

Wholessle Uommodity Price

Ratio of Het Profit to Fixed Charges
Office and Business Hquipment

Wholesale Commodity Price

Ratio of Net Profit to Fixed Jharges
Coal Mining

Wholesale Commodity Price

Ratio of Nlet Profit to Fixed “harges
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ationa, having fixed charges, by the total fixed charges of the
corporations, A study of the table in detail shows certain
definite trends.

In Meat Packing prices rose in 1928 énd 1929; de-~
creased in 1930 and 1931. The ratio moved upward in 1928;
down in 1929, 1930, and 1931. With the exception of 1929,
prices and the ratio moved in the same direction. liet Profit
in this industry increagsed in 1928, but then declined in 1929,
1930, and 1931, while fixed .oharges decreased in 1928, in-
creased siightly in 1929, and decreased in 1930 and 1931. <the
decrease in profit and increase in fixed charges in 1929
accounts for the lower ratio despite the increase in the price
level. Meat Packing Industry is one of the three industries
which has a negative ratio.

With one exception, i. e., 1928, the Iron and Steel
Induétry again reveals the same tendency of ratios and prices
to move in the same direction., In 1928 prices move downward,
and the ratio upward. In the year 1929 both price and ratio
moved upward. In the years 1930 and 1931 both prices and the
ratio moved downward. UNet Profit moved upward in 1928 and
1929; downward in 1930 and 1931. ~Xixed charges move upward
in 1928, and then tend to decline slightly in each of the
succeeding years. The controlling factor in the ratio was net
profit, which moved in the same direction as the price level
with the exception of 1928.

The years 1928 and 1929 in the Automobile and Truck
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Industry show declining ratios despite the fact that the price
level was increasing. FProfits in 1928, moved upward but fixed

charges rose at a more rapid rate. This explains the lower

dropped noticeably. The result is a lower ratio in spite of
the fact that the price level increased. In 1930 and 1931
fixed charges dropped moderately, but net profits of corpora-
tions having fixed ocharges, changed into deficits, resulting
in a negative ratio for the years 1930 and 1931.

The Textile Industry shows much the same trend as the

sutomoblile and Truck Industry, i. e., for the years 1928 and

‘were in opposite directions, and a corresponding movement for
both in the years 1930 and 1931. ZPrices move upward in 1928
while Net Profit and Fixed Charges move in the opposite dir-
ection. Fixed charges, however, changed at a slower rate,

and this accounts for the lower ratio. Substantial increases
in net profite accompanied by deocreases in fixed assets ‘caused
the rat io to increase in 1929 despite the decrease in the price
level., With fixed charges remaining very nearly constant in
1930 and 1931, net profits turned into deficits and negative
ratios for these years. In Automobiles and Ltruck Industry the
negative ratio in 1931 was smaller than in 1930, while in the
Textile Industry the negative ratio in 1931 was greater than'
in 1930.

With no exception, prices and the ratjo move in the

ratio. In 1929 the fixed charges increased again, while profits

1929 the price level and the rat io liet Profit to Fixed Charges

L
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same direotion in the Copper Mining Industry. Both move up-
ward in 1928 and 1929; downward in 1930 and 1931. This move-
ment was controlled by the net profits of the industry. Whils
fixed charges gradually moved downward, net profit moved up-
ward in 1928 and 1929; doﬁnward in 1930 and 19Z1.

0il and 011 Producing is an exception in the years
1928 and 1929. In 1928 prices moved downward, while the ratio
et Profit to Fixed Charges doubled. In 1929 the ratio moved
upward, while the price level again moved downward. The in-
crease in the ratio is explained by the large increase in net
profits. Fixed Charges moved upward in 1930, decreased
slightly in 1931, while net profit dropped sharply in both
yeafs. Hence, with a drop in prices in 1930 and 1931, the
ratio moved sharply downward.

In the Chemical and Fertilizer Industry prices moved
downward in each succeeding year. The ratio, on the other hand
which was non-existent in 1927, (caused by no fixed charges
being recorded) increased in 1929 and 1930, and decreased in
1931, 7The year 1931 was the only year in which prices and the
ratio moved in the same direction. The reascn for the increase
in the ratio was the substantial increase in net profits in
1929 and 1920. 1In 1931, a sharp decline in the net profit is
noticeable; consequently, a drop in the ratio. Both this in-’
dustry and the 0il and 0il Producing Industry have a ratio
of .2 in 1931, indicating that the interest charges were not

earned in either industry.

L |
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The Machinery and Machine Hgquipment Industry shows the
same tendency, 1930 being an exception. FPrices moved downward
in 1927 ; upward in 1928; downward in 1931, with corresponding
movements in the rat io., In 1930 prices moved downward, while
the ratio moved up. The lower ratio in 1928 is accounted
for by the fact that fixed charges increased at a greater
rate that the net profit. Net profit increased in 1929 and
1930, while fixed charges remained practically the same, and
ag=in the rstio increases markedly. ilet profit im 1931 moved
to about 205 of the 1930 level, and with the fixed charges
remaining almost . :onstant, the ratio dropped sharply.

Prices ir. the $uilding Equipment and Suoply Industry
remained the same in 1928, moved upward in 1929, and down
in 1930 and 1931, The ratio moved upward in 1928 and 1929,
and downward in 1930 and 1931. The year 1928 is an exception,
and , although prices remain the same, the ratio increased.
With this exception, both prices and the ratio moved in the
game direction. Fixed charges remained substantially the
same, until 1931, when they more than doubled. Wet £rofit
increased in 1928 and 1929, and deoreased in 1930 and 1931.
Thus, the trend of the ratio has been governed by the net
profi?.

With the exception of 1929, the Food rroducts industfy
again shows this direct relationship of prices and the ratio

Net Profit to Fixed Charges., In 1928 both the prices and

ratio moved upward. This is explained by an increase in met
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_;;ofrt. Fixed charges moved upward, but less rapidly than

the net profit. The year 1929 showsa prices moving downward
while the ratio moved upward. Again, the increase in the

net profit was causal. In 1930 and 1931 the price level and
ratio drop considerably. In 1930 this was due to the relative-
ly greater inorease in the fixed charges as compared with the
increase in net profit, while the cause in 1931 was the drop

in net profits while fixed charges remained practically the
same.

The 1931 ratio in the Office and Business Nquipment
Industry must be explained in order that the unusually large
figure becomes intelligible. Only two corporations in this‘
industry have fixed charges, and in 1931 this figure was re-
duced to one. The one remaining industry was the industry
which showed a continually high ratio, and, although the ratio
was higher than in any other year, yet it is by no means out
of proportion, for the increase is only 1% over that of 1930.
In 1928 prices and the ratio move in the opposite directions.
With the exception of these two years both the price level
and the ratio moved in the same direction. The increase in
the ratio in 1928 and 1929 was caused by the increase in
nét profit, while the decrease in the 1930 ratioc was due to
a8 decrease in net profit., The 1931 ratio, as was previously
stated, was due to the extinction of the fixed charges of
one of the corporations within the industry.

In the Coal Mining Industry, the year 1931 is the
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only year in which the price level and ratio moved in the
same direction. In 1928, with a decrease in the érice level,
we find an increase in the ratio; and again in 1929, with a
slight decrease in the price level, we find an increase in
the ratio. The price level again moved downward in 1930,
while the ratio remained the same. The controlling factor

in the ratio trend was again the net profit, which increased
from a deficit in 1927 to a net profit in 1928, and then
moved upward in 1929 and 1930, only to deocline in 1931. Fixed |
charges also were a oontributiﬁg factor because there was a
glight incresase in these charges each suoceeding year.,

For an analysis of all industries we find one excep-
tion to a direct movement in prices and the ratio. 7This
exception occurs in 1929, for while the price level moved
upward the ratio moved downward. In 1928 both the price:
level and the ratio moved upward, and in 1930 and 1931 both
the price level and ratio moved downward. Table 18 shows
this movement, and shows the cause by a ocomparison of the
ratio and price level with the net profit and fixed charges
of all industries studied.

In . computing the ratio of Het Profit to total Jnvest-

ed Capital again the information for 1926 was not obtainable,

There is, consequently, no ratio for that year. A4 study of
all eofporations, in Appendix "G",for the years 1927, 1928,
1929, 1930, and 1931 shows a mass of figures from which &

trend could scarcely be determined. Wide variations appear
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from industry to industry, and even between the corporations
of the samd industry.
TABLE 13. COMPARTISON OF THE ATIO HET POFITS T0 FILED

CHARGES, PRICE LEVEL, NET 2KOFILS, AND FILED
CHARGES T'UR ALL CORPCHATIONS

Years Net Fixed Kat 1o Price
Profit Charges Level
in in

Millions Millions
1927 $479.30 $l26.74 3.8 95.4
1928 780,12 129.07 6.1 97,7
1929 939.41 116.16 8.1 96.5
1930 495.96 115.07 4,3 86.4
1931 50.06 109.68 ) 69.1

Phe ratio of et Profits to total Invested dapital
has again been computed by industries. +the results appear
in 4Yable 14. <¥he ratio for each industry was obtained by
dividing the total net profit by the total invested capital
of the same corporationg, Invested Gapital includes both
preferred and common stock, plus all surplus and undivided
profits, The ratio figure, in the total column, was obtained
by dividing the total net profit of all corporat ions studied
by their total 1ﬁvested capital. Price movements are again
compared with the ratio, which, in this case, is Net Profit

to Invested Capital.
No attempt will be made to analyze each ingustry

Separately. Instead, each year will be analyzed separately,

and those corporations showing the same trend will be anal-

. LY%Zed as a group. The method of analysis has been ghanged — |




TABLE 14. COMPARISON UF WHOLSSALS PZHICES Akw RATIO UP LT 2nOFIT

JHVESTED CAPIYAL
INDUSTRY 1927 1931
Meat Packing
Wwholesale Commodity Price 92.6 107.3 109.1 g8.4 73.6
Ratio of Net Profit to Inv't. Cap. 3.9 5.7 5.4 4.6 d.4
Iron and Steel
Wholesale Commodity Price 95.9 94.9 7.3 91.6 86.6
Ratio of Net Profit to Inv't., Cap. 4.8 5.7 9.1 4.7 o7
Automobiles and Trucks
Wholesale Commodity Price 101.8 106.5 110.9 104.1 99.7
Ratio of Net Profit to Inv't. Gap. 2.2 2.5 2.0 1.0 4
Textiles
Wholesale Commodity Price 95.7 963 93.7 80.8 62.9
R Ratio of Net Profit to Inv't. Cap. 3.2 1.7 dl.0 d5.9 d5.9
Copper Mining
olesale vommodity Price 91.9 93.3 105.0 81.0 56.8
-Ratio of Het Profit to Inv't., Cap. 6.0 11.8 14.6 39 d.1
0il and Oil Producing
Wholesale Commodity Price 72.6 72.0 71.3 61.7 38.9
Ratio of Net Profit to Inv't. Cap. 4.6 8.9 8.8 3.9 db5.3
Chemicals and Fertilizers
Wholesale vommod ity Frice 9647 95.5 94 .4 88.7 74.8
Ratio of Liet frofit to Inv't. Cap. 156.11 18.5 18.5 12.2 7.5
Machinery and Machine Egquip.
Wholesale Gommodity Price 100.2 97 .2 98.5 98.1 90.5
Ratio of Net rrofit to Inv't. Cap. 8.8 10.7 13.7 8.1 )
Building Hquip. and Suoplies
Wholesale Sommodity Price 93.7 93.7 97.1 90.3 74.9
Ratio of Net Profit to Inv't. Cap. 11.3 11.7 11.8 7.7 2.9
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TABLE 14 CONT'*D,

INDUSTRY 1927 1928 1929 1930 1931

Food Products

T Wholesale Commod ity Price 96.5 101.0 99.7 90.2 72.9
Ratio of Het Frofit to Inv't. Cap. 16.5 16.4 15 .7 15.3 13.9
Office and Business Hgquipment :
~ Wholesale GCommodity Price 100.2 97 .2 98.5 98.1 90.5
Ratio of Net Profit to Inv't. “ap. 12.9 14.0 18.2 12.3 9.2
Coal Minin
Wholesale uommodity Price 100.4 93.1 91.3 89.4 83.9
Ratio of Net Profit to Inv't. vap. o4 2.2 2.5 2.1 1.2
¥otal ' .
Wholesale Gommodity Price 95.4 97,7 96.5 86.4 69.1
Ratio of Net frofit to Inv't. Cap. 7.5 10.3 10.9 5.6 1.5

ok
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for this ratio and for the ratio Wet Profit to liet Property
account, because these ratios show a more definite trend than
the previous ratios. This is especially true for the years
1930 and 1931. ,

The year 1928 shows three groups of corporations: (1)
the group in which both the price level and ratio moved upward;
(2) a group in which the price level moved downward, while the
ratio moved upward; and (3) a group in which the price level
moved upward, while the ratio moved downward. Building Equip-
ment and Supplies Industry make up a fourth tendency, because
in this industry price remained the same, while the ratio
moved upward. An individual analysis will, therefore, be
given it.

Meat Packing, Automobiles and Trucks, and Vopper Min-
ing, make up the fitst group in which both the price level
and the ratio of et Profit to .Invested Capital have moved
upward. In each one of these industries liet Profit £ollowed

the price level upward, while total Invested VYapital remained
practically the same. This accounts for the higher ratio.

Group 2 consists of the Iron and 3teel, 0il and 0il

Producing, Chemicals and Fertilizers, Machinery and Maschine
Equipment, Office and Susiness Equipment, and Coal Mining
Industries. Again the ratio moved upward -~ this time, how-
ever, while the price level for the industries in questibn
moved downwgrd. This group, then, constitutes an exception

to the noticeable tendency, i. e,, the price level and ratio
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move in the same direction. Inoreased liet Profits in each
industry, despite the lower price level, were the cause for
the higher ratios, because the total invested capital remained
substantially the same.

The third group is made up of the Textile and Food
Products Industries, FPrice level im both cases moved upward,
while the ratio moved downward. The cause of the lower ratio
in the case of the Textile Industry was the drop in net profit,
and the slight increase in total invested capital. The lower
ratio in the Food Products Industry was caused by the large
increase in the total invested capital. het Profits increased
but not as rapldly as the invested capital.

Building Zgquipment and Supplies Industry makes up its:
own group, because it is the only industry in whioh the price
level has not changed. <“he ratio, however, has moved upward -
and was ocaused by the relatively greater increase in net profit
as compared with the increase in total invested ocapital.

We again find three general groups in 1929, Group 1
consists of those industries in which both the price levelAand
ratio have moved in the same direotion. This group is split
lap into those industries where both the prise level and the
ratio have moved downward, and thosein which the price and

ratio have moved upward, Group 2, in which prives have moved

downward and the ratio upward, and lastly, we find Group 3
in which the price level moved upward while the ratio moved

flownward., Chemicals and Pertilizer Industry stands by itself,
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and will be analyzed individually.

In the Iron and Steel, Copper Mining, ilachinery and
Machine Equipment, Building Hquipment and Supplies, and Office
and Business Kquipment Industries the price level and the
ratio of Net Profit to Invested Capital have both moved upward.
The 1n§reased ratio in each case was caused by the increase
in net profits while total invested capital femained the same,
or, moved upward more slowly than the net profits.

Again in the Textile and 0il and 0Oil Producing In-
dustries, both the price level and ratio moved in the same
direction, This time, however, both moved downward., The de-
crease in the ratio in the Textile Industry was caused by the
sharp drop in net profits, which changed to a net deficit.

In the 0il and 0il Producing Industry, both net profits and
total invested capital moved upward, but the latter moved up
more rapidly, thus accounting for the lower ratio,

Food Products and voal Mining are two industries in
whiech there is an exception to the noticeable tendency, be-
cauge here the price level and the ratio have moved in opposite
directions. rrices have moved downward while the ratio moved
upward. An increase in net profits, in spite of a declining
price level, was the cause of the higher ratio.

Group 3 admits another exception of the general tend-
ency. Here in the Meat Packing and Automobiles and druck
Industries, price level and ratio have moved in opposite

directions. The price level moved upward, while the ratio
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moved downward. Lower net profit in each case was the cause
for the decrease in the ratio. Yotal invested capital moved
downward in the Meat Packing Industry, but at a lower rate
than the net profit. In.the Automobiles and Truck Industry
total invested capital increased while the total net profit
was decreasing.

A3 was stated before, the Uhemical and Fertilizer
Industry stands alone, for while the price 1evei decreased
the ratio remained the same. Both the net profit and total
invested capital increased, but the increases were at the same
rate, thus accounting for the same ratio.

No gwoups are found in 1930 hecause the price level
and the ratio Net Profit to Invested Capital have moved down-
ward in all industries., With the exception of the Food Pro-
ducts Industry, net profits 1in each of the industries de-~
clined sharply. This is the main cause for the decline in
the rat io. Yotal invested capital also increased in the Iron
and Steel, 01l and 0il Producing, Chemical and ¥ertilizer,
and llachinery and Machine Equ ipment Industries, thus helping
to push the ratio still lower. The low ratio in the Food
Products Industry is accounted for by the Faoct that total
invested capital increased much mors rapidly than the increase
in net profits. uet Profits increased from $116.8 million
to $121.0 million, while total invested capital increased
from $700.90 million to $790.6 million.

The year 1931 has one exception to this tendency
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which has been noted. <his exception appears in the iTextile
Industry, for while the price level declined sharply, the

ratio of et Profit to Invested Uapital remained the same.

Net deficit in 1930, which was $16.9 million, was reduced to

g net deficit of $13.4 million in 1931. rotal invested capital,
on the other hand, moved from $284.3 million to $225.0 million.
In all of the other industries the price level and ratio have
moved downward. '‘he lower ratio was caused by the decline in
Ket Profits, which in some cases became net deficits. liegative
ratios are recorded im the Meat Facking, Textile, uopper Min-
ing, and 0il and 01l Producing Industries.

An analysis of all industries discloses the fact that
the price level and the ratio of Net Profit to Inveated Capital
had corresponding movements with the exception of 1929, Prices
and the ratio moved upward in 1928, downward in 1930 and 1951.
In 1929 the price level moved downward, while the ratio moved
upvard. This tendency for the rat io to increase, in spite of
the fall in prices, oan be accounted for by the fact that
prices in the beginning of 1929 were moving upward. Gains in
the early part of 1929, therefore, offset the losses in the
latter part of 1929, Because the change in net profit was
always great, as compared with the change in the total in-
vested capital, net profit became the active factor in deter-
mining the movement of the ratio. Table 15 shows the cause
of this movement by showing a comparison of total net profits,

total invested capital, ratio of net profits to invested
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capital, and price level for all corporations.

TABLE 15 COMPARISON OF THE RATIO NET PROFIT 170 IN-
‘ - VESTED CAPITAL, GENERAL PRICE LEVEL, TOTAL
FET PROFITS, AND TOTAL INVESTED CAPITAL FOR
ALL INDUSTRIES.

Years Total Total ratio Price

Net Invested Level

Profits Capital

in in

Millions Millions
1927 ¥ 936.89 $12514,93 7.5 95.4
1928 1359.35 13207 .53 10.3 97 .7
1929 1547 .68 14165.15 10.9 9645
1930 796.49 14309 .41 5.6 86.4
1931 201.59 13298.92 1.5 69.1

Net Profit to llet Property ratio was found by divid-
ing the net profit by net property plus long term investments.,
Het Profits to Net Property ratio shows & tendency which is
very nearly the same és that of the ratio Net Profit to Imn-
vested Capital. A study of tﬁe 122 corporations, as may be
seen in Apptneix "H" also shows wide variations between the
different corporat ions, that are even morse pronounced than
in the case of the ratio Net Profit to Invested Japital.

In order to see the. tendemcy shown by the ratio et
Profit to Net Property, we must turn again to a study of the
ratio by industries. Table 16 shows a comparison of the ratio
and the price level by imustry. The ratio for each industry
was computed by dividing the total net profit of the corpor-

ations studied in that industry, by the total of the net
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property and long term investment accounts, The total col-
umn represents the ratio of all industries. +This was obtained
by dividing the net profit of all corporations examined by
the total of net property and long term investments of the
Ssame corporations,

The year 1928 shows three groups of tendencies; Group
1 in which both the ratio and price level moved in the same
direction; Group 2 in which the price level moved downward,
while the ratio moved upward; and Group 3 where the price
level moved upward while the ratio moved downward.

Meat Packing, Automobiles and Trucks, and Copper
Mining Industries comprise.the first of the above groups, in
which both the price level and the ratio moved upward. In
each case the movement of the ratio was caused by an increase
in the net profit while the other factors remained substant-
ially the same. ~

Group 2 consists of the Iron and Steel, 01l and 0il
Producing, Chemical and Fertilizer, lachinery and ldachine
Zquipment, Office and business Kquipment, and the Coal Mining
Industries., In every case the price level moved downward while
the ratio moved upward. Net Profits for these industries
increased in s8pite of the lower price level. Increase in let
Profits, therefore, was the cause of the increased ratio.

Two industries, the Textile Industry, and the Food
Products Industry comprise the third group in which the price

movement was upward while the ratio movement was downward. 1In




TABLE 16. CCMPARISON OF WHOLESALE PHIVES AND HATIO UF LET 2ROFIT 10
NET PROPERTY.
INDUSTRY 1927 1928 1929 1930 1931
Meat Packin :
Wholesale Vommodity Price 92 .6 107.3 109.1 98.4- 73.6
watio of L€t Profit to iet Property 7.1 10.7 9.9 8.2 d.6
Iron and Steel '
Wholesale Commodity Price 95.9 94,9 97 .3 91.6 86.6
Ratio of Net Profit to liet Property 6.0 7.3 12.4 6.0 )
Automboiles and Trucks
Wholesale Commodity frice 101.8 106.5 110.9 104.1 99.7
Ratio of Net Profit to et Property 83,4 45,0 32.4 6.0 9
Textiles
olesale Yommodity Price 95.7 96.3 93,7 80.8 62.9
Ratio of Net Profit to et PBOperty 6.2 3.3 d.2 d10.3 d9.6
Copper Mining ,
Wholesale LWommodity Price 91.9 93 .3 105.0 81.0 56.8
Ratio of et Profit to et Property 7.5 17.0 18.9 4,7 dl.4
0il and 0il Producing
~Wholesale Gommodity frice 72.6 72.0  71.3 61.7 %8.9
Ratio of Net Profit to liet Property 6.9 12.1 12.3 5.2 d.7
Chemicals and Fertilizer
Wholesale Wommodity rrice 96.7 95,5 94 .4 88.7  "74.8
Ratio of lLiet Profit to uet Property 29.6 2% .9 32.4 21.9 13.1
Machinery and Machine Equipment
Wholesale “ommodity Frice 100.2 97 .2 98.5 98.1 90.5
Ratio of Net Profit to Ret Property 19.3 20.9 27.9 17.5 1.3
Build ing Zquip. and Supplies
Wholesale Wommodity Price 93.7 93.7 97.1 90.3 1.3
Ratio of liet Profit to Net Property 1849 19.3 19.8 12.9 4.3

08




TABLE 16 CONT'D.

INDUSTRY 1927 1930
Pood Products
~ Wholesale Commodity Price 96.5 99.7 90.2 72.9
Ratio of Net Profit to uet Property 34 .4 30.8 27.8 26.0
O0ffice and Business Hquipment
Wholesale “ommod ity frice ' 100.2 98.5 98.1 90.5
Ratio of iet Profit to Het Property 48,5 54.3 32.0 2ZD.5
Voal Minin
"'W—‘"‘Loleaale Gommodity #rice 100.4 91.3 89.4 83.9
Ratio of Het frofit to liet Property o5 3.1 2.5 1.5
Total
Wholesale Gommodity Price 95 .4 96.5 8614 69.1
Ratio of Net Frofit to iliet Froperty 11.1 16.1 8.0 2.1

"8




82

the case of the Lextile Industry ;he lower ratio is accounted
for by the lJower net profit, while the lower ratio in the
Food Products Industiy was caused by the increase in the net
property account moving at a greater rate tham the increase
in the net profits.

Building Zquipment and Supplies Industry is again in
a class by itself, '"The price level remained the same, while
the ratio increased, liet Property and Net Profit both in-
creased but the latter increased at a higher rate. This
accounts for the higher ratio in 1928,

The #am® three groups are again found in:the year
1929, In the first group, where both the price level and ratio
moved in the same direoction, we find one sub-group in which bdoth
movements were downward; the other aub-group in which both move-
ments were upward. The Pextile, Chemical and Fertilizer, and
Pood Products Industries comprise that sub-group in which both
the prioe level and ratio moved downward. The downward move-
‘|ment in the Textile Industry was caused By the deorease in Net
Profits, while the downward movement in the other 1nédustries
was caused by the large 1norease in the net property account,
In both cases the net property account increased at much
greater rate than the inorease in net profit. In the other
sub-group, upward movements for both price level and ratio wére
reécorded in the Iron and 3teel, Copper liining, Machinery and
Machine Zqmipment, Suilding Equipment and Supplies, and Office

and Business Zquipment Industry. In all cases in these indus-
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tries the increase was due to the increase in net profits.

frices moved downward and the ratio moved upward in
Group 2, which consists of the Oil and Oil,Producing and‘the
Coal Wining Industries. Both net profits’and net property
increased, however, as the former was at a.greafer rste it
caused the ratio to increase.

In the Meat Packing and automobiles and Lrugks Indus-
try, again, the price level and ratio moved in opposite direc~
tions. Por this third group phe price level moved upward, whilﬂ
the ratio méved downward. The ratio movement was caused by a
decrease in net profits, while the net prOperty account was
increasing.

Without exception, both the price level and the ratio
1ﬁ 1930 moved downward. In all cases, exdept one; the down-
ward movement of the ratio was caused by the notableidecline
of net profits. The one exceptioﬁ was the Food Prodﬁcts
Industry. In this industry net profits increased slightly,
but the net property account increased at a greater réﬁe, thus
explaining the lower rat io.

One exception, the Textile Industry, appears in the
vears 1931. With this exception, all of the industries showed
the same movement - both the price level and the ratio move-
ment were downward. In the Lextile Industry the price move-
ment was slso downward, while the ratio increased. This in-

crease was due to the deorease in the net deficit., The de-

crease in the ratio in all other csses was due to a decrease
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in net profits. _
¥or all industries the price/levgi moved upward in

1928, and downward in 1929, 1930 and 1931. On the other hand,
the ratio moved upward in 1928 and 1929, and downward in 1930
and 1931. VWith the exception of 1929, the movement of the
price level and ratio was in the aame direction. Table 17
gives the cause of this movement by showing a oomparison’of
total net profits, net property account, long temm inveétmenta,
the ratio, and price level for all corporat ions,

TABLE - 17 COMPARISON CF RATIO CF HET PROFPIT TO NET

PROPERTY, PRICKE LEVEL, WET PROFITS, ALD NET
PROPERTY FOR ALL CORPORATIONS. -

Year Yotal Potal Fotal datio Price
Net Net Long | ' Level
Profits Property Term : .

in in Invsts,.
Millions Millions in
Millions

1927 $ 936.89 37651.50 8 7T87.47 1l.1 95.4

1928 1359 .35 8035.456 1080.67 14.9 7.7

1929 1547 .68 85633.656 1088.68 16.1 96.5

1930 796.49 8943,97 1088,37 8.0 86.4

1931 210.59 8754.86 997.18 2.1 69.1

Income and Expense ratios show a very pronouhced tend -
ency to move in the same direction as the price level. In
most instances this was due to the movement of net profit
which usually followed the pricé level. The tendency showed
by these ratio, therefore, is exactly opposite of the tendency

showed by the Working vapital Ratios.

N




CHAPTER ¥V
CONGLUSION.

Writers on the subject of financial ratios continually
refer to the fast that the analyst must take into consideration
the phase of the business cycle when examining the ratios of
a particular business. They further point out that no single
ratio gives an adequate picture of the business, Again, all
are agreed that the mathematical proportion(should be so0
stated th&ﬁ an increase in the ratio would show a favorable
trend, while a decrease would show an unfavorable trend in the
financial condition of the business. <#inally, it is an accept-
ed conclusion that the type of 1nduatfy must be taken intq
congideration, because of the dissimilarity of the commodities
produced in the different'industries. How have these ideas
been borne out in this study?

Table 18 shows a list of the 8ix ratios of the 122
corporations eomﬁared with the price.levél for the period
stud ied.

With the exception of the ratio Working vapital to
Inventory, this study definitely shows that the writers are
correct in oconcluding that the phase of the business gsyocle
must be taken into consideration. Even the Working Capital
to Inventory ratio shows some variation from 1926 to 1931.

In 1926, with the price level at 100, this ratio was 1.5,
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while in 1931, with the price level at 69.1, the ratio moved
upward to 1l.8. It is believed that the 122 cofporations used
were sufficient for a2 representative study and also that the
gix ratios would adequately show the tendency of the other
ratios which are used by the executive. If the writer is
correct in this belief, we might well ask: Of what use are

financial standarda¥?

PABLE 18 COMPARISON OF TH& PRICK LEVEL AND SIX

RATIOS:
Year Price Vurrent Acid Vorking Net Het liet
Level Asset +“ggt Capital Profit  Profit Profit
xatio Invt'y. to to . to
Fixed Invst'd Property
Charges Capital Account
1926 100.0 3.9 2.0 1.5 - - -
1927 95.4 4.4 2.2 1.5 3.8 765 11.1
1928- 97 .7 4.3 2.3 1.7 6.1 10.3 14.9
1928 96.5 4.4 2.3 1.6 8.1 10.9 l16.1
1930 86.4 4.9 2.6 1.7 4,3 5.6 8.0
1931 69.1 5.8 3.2 1.8 5 1.5 2.1

Certainly the same standard cannot be applied to
1926 and 1931. ‘The 1931 Current Asset ratio was 150% of the

1926 ratio - having increased from 3.9 in 1926 to 5.8 in 1931,
In the ocase of the "Acid Test" the increase is even graater,
for here the ratio increased 60% from 1926 to 1931; the

change being from 2.0 in 1926 to 3.2 in 1931. A 20% inocrease
is also recorded for the Working Capital to Inventory ratio.
Again with regard to the Income and &xpense ratios we find

marked changes from 1926 to 1931, Net Profit to #ixad Charges
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moved from 3.8 im 1927 to .5 in 1931, or, expressed in per=
centages, the 1931 ratio was 135 of the 1927 ratio. Kxpressed
in the same way, set rrofit to Invested Vapital ratio in 1931
was 20% of the 1927 ratio, and the et Profit to liet Property
in 1931 was 19% of the 1927 ratio. fwables 19 and 20. show this
movement expressed in index numbers. uvurrent Asset ratio and
the "Acid Test" ratio have increased approximately 2% for
every 1% decrease in price, while the Working Vapital to In-
| ventory ratio has increased about .74 for every 1j decrease
in price. The decreaée, in the case of the Income and ixpense
ratios, has been roughly three times as great as the decrease
in the price level. While we cannot definitely lay down a
law that the price level and a certain ratio moves at a
certain rate, yet we can conclude that no set standard can
be used for financial ratios.

TABLE 19 COMPARISON OF THE INDEX KUMBERS UF THE WOBKING

CAPITAL RATIOS FOR 122 CORPORATIONS FOR THE
YEARS 1926 AND 1931. .

1926 1931
Price Level 100.0 69.1
Current #sset katio ~ 100.0 149.0
"Acid Test" 100.0 160.0
Working Capital to Inventory 100.0 120.0

We may, however, point out the following tendencies
with regard to the ratios studied. Working w“apital ratios

tend to move in an opposite direction to the price level;
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Income and Expense ratios tend to move in the same direction
as the price level.
TABLE 20 COMPARISON OF THE INDEX NUMBZRS OF THE INCOME

ARND BEXPELSE RATIOS OF 122 CCRPORATIONS FOR
THE YEARS 1927 AND 1931.

1927 1931
Price Level | g 100.0%  73.5
Net Profit to Fixed Gharges 100.0 13.2
Net Frofit to Invested Capital 100.0 20.0
et Profit to Property account 100.0 18.9

A study of Table 18 again supports the statement that
no single ratio gives an adéquate picture of the condition of
a business. A study of either the Gurrent Asset or "Acid Test"
ratios, without reference to the price level or othef ratios, )
would give one the impression that on the average, all of the
corporations studisd are in a better financial condition in
1931 than in 1926, bHut this is not true. This leads to a
consideration of the third proposition held by writers, namely,
tﬁat the mathematical proportion should be so erected than
an increase in the ratio would show a favorable trend.

While there is no doubt that the increase in the Work-
ing Capitel ratio does show a favorable working capital posi-

tion, yet, on the other hand, the corporations are in an un-

1. With 1926 as the base year, the price level for
1927 was 95,4, and for 1931 was 69.1l. In this illustration
1927 has been used as the bhase year.
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favorable financial position because their ability to meet
fixed charges has been placed in jeopardy. In 1931 those
corporations having fixed charges only earned one-half of
their fixed charges, consequently, in order to pay these fixed
charges, they were forced to dip into past eamings. This
condition cannot go on indefinitely. Corporations,’therefore,
might and, as a matter of faot did, show a favorable working
capital position, while the condition of the business, as a
whole, was very unfavorable,

Before taking the .5 rat io in 1931 of HNet Profit to
Fixed Charges too seriously, however, the following change
should be noted. Only those corporations having fixed charges
weré used in calculaeting this ratio. If we take the total net
profit for the 122 corporations studied and divide by their
total fixed charges, we would get a ratio of 1.8 in 1931.
4his would compare with a ratio of 7.4 in 1926. Our conclusion,
then, that certain ratios might show a f&vofable trend, despite
the faoct the business is in a very bad financial condition,
8t111 holds true. But the seriousness of the .5 ratio in 1931
of Net Profit to Fixed Charges has been diminished. Whereas,
those corporat ions having fixed charges earned only one-half
of the fixed charges in 1931, on the average, the 122 corpor-
ations studied earned their fixed ocharges 1.8 times.

Throughout the study the fundamental position that the
type of industry must be taken into consideration, has been

upheld. *his is true because the factors of production are
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combined in different proportions in order to attzin the
nax imum profit.

driters of econcumic theory point out that, in a pefiod
of falling prioés, it is better to be owed then to owe, that
inventories should Be curtailed, and that profits will decline.
411l of these deductions have been confirmed by this study.
vurrent <sset and "Acid 1lest™ ratio have increased because
the current debt was decressed more rapidly than the decrease
in current assets. Working vapital to Inventory ratio increaseqd
because the inventory decreased at a greater rate than the rest
of the Jurrent =ssets. And, finally, the Income and ixpense
ratios all decreased because set frofit decreased while fixed
charges, net property, and invested capital remained practic-
ally stationary.

The following conclusions have been found and should
be used in making a financial analysis: (1) the phase of the
business cycle must be taken account of; (2) standards are not
reliable and, if used, should take account of underlying
changes in business; (a) Working Capital ratios tend to move
in an opposite direction to the vrice level, and (b) income
and expense ratios tend to move in the same dirsction as the
price level; (3) no one ratio is adequate for an analysis;
(4) at though some ratios might be increasing, the increase
might be unfavorable for the business as a whole; and, finally,
(5) the type of industry must be takén into considerat ion,

Moreover, statistics of the past six years have proven, without
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a doubt, thet the economic theorists who maintain that in-
ventories should be curtailed, debts should be paid, and that
profits will decrease in a period of falling prices, have been

correct in their deductions,
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APPENDIX "A"

CURRENT ASSET RATIO POR THE 122 CORPORATIONS STUDIED.

CORPORATIONS

ol
©0
\
o])

1927

1928

1929

1930

1931

Meat Packing
Armour and Company
Cudahy Packing Company
Swift and Company
Wilson and Gompany (Class A)
Total
Iron and Steel
United Stateés 3teel vorporation
Ameriocan xolling Mill Jompany
Bethlehem Steel vorporation
Golorado Fuel and Iron “ompany
Byers (A.M.) Company
Vulcan Detinning Company
Gulf States Steel Company
Inland Steel Company
Ludlum 3teel JVompany
Warren FYoundry and Pipe Company
Youngstown Sheet and Yube Uompany
Total .
Automobiles and rfrucks
Chrysler vorporation
Genersal Motors Corporation
Graham-Pgige Motors Corporation
Hudson Motor Car Gompany
Hupp Motor Car Corporation
Mack Prucks Inc.
Nash Motors Company
Paockard Motor Car Company
Peerless Motor Car Corporation
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APPENDIX "A" CONT'D.

CORPORATIOKS

1926

Reo Motor Car Company
Studebaker “orporation
White Motor Company
Willys Overland Company
Yoellow frucks and voach Mfg. Company
Total
Textiles
Cotton and Cotton Goods
Consolidated Yextile vorporation
Nashawens Mills
Haumkeag Steam ¢étton
Pacific Mills
Pepperell Manufacturing uompany
Standard Pextile Production Company
sub-total
311k and Silk Goods
Belding Heminway vompany
Blumenthal (Sidney} and Company
Century Ribbon Mills
Mallinson{H.R.) and Company
sub-total
Wool and Woolem Goods
American Woolen Company
Arlington Mills
Botany Consolidated Mills Inc.
Cleveland Worsted Mills Company
gub-total
Total
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APPENDIX "A"™ CONT'D.

CORPORATIONS 1926 1927 1928 1929 1930 1931

Copper Mining
Anaconda Copper Mining
Calumet and Heocla Cons. Corporation
Cerro de Pasco Copper Corporation
Chile Copper Company
Greene Cananea
Howe 3ound Company
Inspiration Yons. Yopper
Kenescott Copper Corporation
Magna Copper Corporation
Miami Copper vorporation
Nevada Cons, Copper
Total
01l and 04l Producing
Atlantic Refining Company
Barnsdall Corporation (Class A)
Gulf 0il Corporation of Pennsylvania
Houston U1l Gompany of fexas
. Humble Oil and #fefining Company
Phillips Petroleum Company
Pure Uil Company
Shell Union @41 vorporation
Simms Petroleum Company
Sinelair Cons. Cil Company
Skelly 0il Company
Stendard 0il Company of New Jersey
Texas Vorporation
Tide Water Association Oil
Union 0il of California

Total

2.0 1.6

8.9 7.0

15.3 17.3
Anaconda Copper
Anaconda Copper
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APPENDIX "A"™ CORT'D.

CORPORATIONS 1926 1927 1928 1929 1930 1931

Ohemicals and Fertilizers

Air Reduction Yompany Inc.
Ameriocan Cyanamid Company

Atlas Powder Company

Columbian Carbon Company
Preeport Texas Company

Hercules Powder Company

U. S. Industrial Alseohol Company
Texas Gulf Sulphur Company ‘
Fotal

Machinery and Machine Zquipment
Allis Chalmers Manufacturing Company
Ameriocan Machine Foundry Company
Bliss (E.W.) :Company
Caterpillar W¥ractor Company
National Aome Gompany

National Supply Yompany of Delaware
Seagrave Corporation

Fotal _
Building &quipment and Supplies
Alpha Portland Gement Company
International Cement Vorporation
Warren Brothers Company
American 3eating Corporation
Celotex Company

Johns-Manville Corporation

Devoe and xaynolds

Foundation Uompany
Sherwin-Williams Company

Total
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APPENDIX "A" CONT'D.

GORPORATIONS 1926 1927 1928 1929 1930 1931
food Produocts
Baking Products and #lour
Pillsbury ¥Flour Mills 3.2 3.2 3.7 2.5 1.9 7.2
Purities Bakeries lUorporation 4.8 - 6.3 3.2 3.5 4.2
Sﬂb"total 5.4 . 502 608 207 2.2 600
Candy, Soft Drinks and Chewing Gum
Coca-Cola “ompany 10.6 24,7 8.2 6.2 6.5 5.3
Hires (Chas, £.) Compsny 5.2 4.0 4.4 4.1 4.4 6.6
Sweets Company of America Inac. 11.7 9.0 7.8 8.0 5.7 3.5
Wrigley (Wm.Jr.) Company 12.3 6.1 6.3 9.2 10.% 10.7
sub-total 11.7 7.8 6.8 7.9 8.4 8.2
Dairy
Borden ané Company 3.3 3.3 3.3 2.8 2.8 3.9
National VDairy Products Corporation 1.6 1.5 2.6 2.7 3.2 3.5
Southern Dairies Inc. o7 2.7 4.1 4.4 3.2 3.2
U. 83, dairy Products vorporation .8 1.5 1.5 1.5 1.4 l.4
Sub-total 201 2.5 500 2.4 5.9 305
Miscellaneous
Beechnut Packing Company 5.4 11.0 11.6 12.5 17 .7 13.8
General Foods Corporation - 3.4 4.2 3.6 5.3 6¢6
National Vistillers Pro. Corporstion - 8.7 9.2 6.5 7.0 7.6
FJuaker Oats Jompany 5.5 5.2 5.6 4.2 5.7 6.6
Wesson 01l and Snowdrift Company 8.5 2.9 5.0 12.3 11.3 14 .7
ﬂub-total 6.0 4.1 504 503 7.1 . 8.5
‘Fotal 3.7 3.6 4.3 3.6 4.3 5.3
Office and Business Kquipment and Supplies
Art idetal Yonstrustion Company 5.8 8.4 8.2 6.3 6.7 7.4
Burroughs Adding Machine Company 7.4 10.7 11.2 10.56 13.6 18.9
General Fireproofing Yompany 3.4 7.2 5.6 4.8 4.5 4.5
International Business lachine Company 5.4 5.4 4.7 3.8 3.7 3.9

166




’ APPENDIX "A" CONT'D.

CORPCRATIONS 1926 1927 1928 1939 1930 1931

LO!fioe and Business Equipment & Supplies,
Cont'd.

Rational Cash Register Company 5.4 5.9 4,7 4.1 6.1 9.1
Remington Hand Incorporated 6.3 7.0 8.4 7.7 11.9 -
[#otal 5.8 7.0 6.7 6.0 7.9 8.8

Coal Mining
Burns Brothers lew Jersey 2.1 1.6 2.9 1.5 1.9 2.2
Elkhorn Coal Yorporat ion 4.4 3.0 3.4 2.5 1.9 -
Island Oreek Coal Company 5.2 5.7 6.2 6.7 7.5 9.7
Lehigh Goal and Naviggstion Uompany 2.8 2.8 3.7 3.7 1.7 3.0
Pennsylvania Coal and Coke “orporation 2.2 1.2 2.6 3.2 3.9 3.6
Philadelphia and Reading Coal and Iron 3.0 1.7 1.8 4.0 4.1 5.4
Pittsburgh Uoal Company 3.4 2.4 1.3 3,9 4.4 4.5
Pittsburgh lerminal Voal Jorporation 2.6 3.6 2.0 1.2 2.9 2.6
2.9 2.1 2.1 2.9 2.7 4.1

Fotal

The figures for the corporations were taken from the "Base Book Standard Harn-~
ings Bulletins" of the Standard Yrade and Seourity 3ervice, while the figures for
the industries were computed by dividing the total ocurrent assets of the corpor-
ations, making up the industries, by their total current liabilities.
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APPENDIX "B". CORPORATIONS WITE A CURRENT ASSET RATIO BELOW 2 to 1.

CORPORATIONS 1926 1927 1928 1989 1930 1931

ashawena Mills x x X x X X
allinson (H.R.) Co. : b 4 x
nspiration “onsolidated Copper x
arnsdall Corporat ion (Class A) x

ouston 0il Gompany of Texas x x

hillips Petroleum “Yompany x x
Skelly 0il “ompany x x
Caterpillar ¥ractor Company x
arren brothers Company x x
Celotex Company b 4
Foundation Company x
illsbury Plour Mills '
ational Dairy Products Company
outhern Dairies Inc.

« 8. Dairy Products Vorporat ion

urns Brothers New Jersey

lkhorn Coal ¥Yorporation

high Coal and lavigat ion Compsny
ennsylvenia voal and Coke Corporation
Philadelphia and Keading Coal and Iron
Pittsburgh Coal Company _
Pittsburgh Terminal Yoal Corporation x
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APPENDIX "C" RATIO OF CASH AND EQUIVALENT PLUS RECEIVABLES TO CURRENT LIABIL-
ITIES FCR THE 122 CORPCRATIONS STUDIED
CORPORATIONS 1926 1927 1928 1929 1930 1931
Meat Paoking
Armour snd Company l.6 1.6 2.2 2.0 2.6 5.1
Cudahy Packing Company 1.6 1.4 1.0 1.2 1.5 2.8
Swift and Company 2.8 3.0 1.9 1.5 2.7 2.9
Wilson and Compsany (Class A) 2.7 3.2 3.9 2.6 3.9 4,9
Total 2.1 2.0 1.9 1.7 2.6 3.7
Iron and Steel
United States Steel Corporation 2.5 2.4 2.8 2.3 2.3 3.0
American Xolling Mill ¢ompany 2.1 «8 1.3 o7 3.0 2.6
Bethlehem 5teel Uorporation 2.8 2.7 3.0 3.2 2.1 2.9
Colorado Fuel and Iron Gompany 8 .8 1.1 1.9 2.0 2.2
Byers (4. Mo) Company 4.0 7.9 10.1 6.2 2.9 7.4
Vuloan Detinning Company 2.0 1.2 2.4 1.7 2.2 1.6 -
G\llf.States Steel Company l.4 6.6 3.0 4.3 «6 9 8
Inland 3teel Company 1.3 4.3 6.1 5.5 4.2 2.8 .
Ludlum 3teel Company : 3.6 3.1 2.9 1.0 4.9 7.6
Warren Foundry and Pipe Company 5.7 11.9 11.8 8.6 4.9 4.6
Youngstown Sheet and ¥ube Company 1.9 3.0 3.2 2.8 2.3 4.1
Total 2.5 2.5 2.8 2.6 2.3 3.0
Automobiles and Lrucks
Chrysler Corporation 2.0 2.8 2.0 2.8 4.2 4.8
General Motors Jorporation 1.2 1.6 1.5 1.5 2.7 3.0
Graham-Paige Motors Corporat ion b 1.2 o7 2.1 1.2 .8
Hudson Motor Car Company 1.8 1.6 2.1 2.5 3.5 2.9
Hupp Motor Car Gorporation 36 3.8 4,8 4.8 6.0 4.0
Mack Trucks Inscorporated 5.2 2.4 2.9 3.3 8.9 13.4
Nash Motors Company 3.0 4.9 4.9 6.4 7.0 14.2
Packard Motor Car Company 2.2 2.3 1.9 2.4 2.8 5.3
Peerless Motor Car Corporation 4.3 3.6 1.2 1.9 4.8 11.6




APPENDIX ™C" COKNT'D.

SORPORATIONS 1926 1927 1928 1929 1930 1931
Autombbiles and Trucks, Cont'd.
Reo Motor Car Company 4.2 2.3 1.9 4.6 6.5 ‘5.2
Studebaker Corporation 2.5 1.4 l.4 1.0 1.1 1.0
White Motor Company 3.5 3.8 5.0 5.2 7.2 10.6
Willys Overland Company 1.4 2.1 1.1 1.6 1.5 7.3
Yellow fruck and Coach lfg. Company 3.7 3.2 1.8 3.6 3.2 3.8
Total 1.7 2.0 1.8 2.1 3.2 3.4
lfextiles
cotton and Cotton Goods
Consolidated Textile vorporation 5.1 2.2 l.4 1.5 3.7 14.9
Nashawena lMills 4.9 5 o5 o7 o7 5
Naumkeag Steam ¥Yotton 5.8 3.8 10.6 8.2 2.4 2.2
Pacific Mills 18.0 18.4 21.3 11.1 13.1 10.9
Pepperell Manufacturing Company ® 4.7 16.0 13.8 9.8 15.9
Standard Textile rfrod. “Yompany o9 - 3.1 b 1.7 l.4
Sub'total 501 4.6 4.7 5.5 400 406
Silk and 8ilk Woods
Belding Heminway <ompany 14.5 17.8 12,7 6.7 31l.5 12.3
Blumenthal (Sidney) and Company 1.1 1.2 2.4 5.7 15.7 16.7
dentury Kibbon Mills 1.2 1.3 1.3 1.4 1.6 1.7
Mallinson (H. R.) Company .8 1.0 .8 o7 4 o4
sub-total 1.6 1.6 1.8 2.2 2.5 2.9
Wool and Woolen Goods
American Woolen Company 1.9 3.9 3.3 24.3 46.9 84.0
Arlington Mills o7 .8 1.2 1.2 1.3 1.1
Botany Yonsolidated Mills Incorporated .6 o5 1.0 .8 1.2 2
Cleveland Worsted Mills Company - 8 1.2 .7 .8 6.7
Sub-total 105 106 201 5.4 8.2 5‘9
Total 1.8 2.1 2e6 5.1 5.2 4.7
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APPENDIX "C" CONT'D.

-
0
™
@

CORPORATIONS . 1926 lo27 1929 1930 1931

Copper Mining

Anaconds Copper Mining 2.4 1.1 9 8 b 3
Calumet and Hecla Construction Corp. 6.1 4.6 6e4 5.0 1.7 b
Cerro de Pasco Copper Corporation 5.6 4.3 5.4 6.2 9.2 8.1
Chile Copper Company l.4 9 2.7 in Anaconda Copper
Greene Cananea Company 7.0 11.7 2.8 in Anaconda Copper
Howe Sound Company 1.6 4.2 4.3 4.4 5.9 -
Inspiration Consolidated Copper 3 3.2 3.8 1.0 1.8 4
Kenecott Copper Corporation 4.0 3.4 2.5 2.3 2.8 4.5
Magna Copper Corporation 2.6 2.6 2.7 3.3 7.1 12.6
Miami Copper Corporation 5.8 6.4 5.3 2.0 2.6 -
Nevads Consolidated Copper 1.3 1.4 2.1 2.5 2.5 1.6
Total 2.3 1.9 1.9 1.5 1.3 «8
0il and 01l Producing
Atlantio Refining Company 2.4 240 2.2 3.3 4.8 2.6
Barnsdall Corporation (Class A) 2.5 Wb 3.8 2.1 9 o7
Gulf Gil Corporation of Pennsylvania 6 1.8 3.3 2.1 2.8 33
Houston 0il Company of Texas 8 .Q0b 2.7 25 3.9 3.0
Humbdble Oil and Refining Company N 1.6 2.3 2.0 2.8 3.9
Phillips Petroleum Company 1.1 4.1 2.8 1.8 8 N
Pure 0il Company «8 2.9 2.1 2.6 1.1 1.0
Shell Union Cil Corporation 1.8 3.3 1.4 2.6 1.7 2.4
Simms Petroleum Company 3.4 1.1 2.7 2.5 1.9 2.7
Sinclair Consolidated 0il Company 1.0 1.5 4.0 1.5 247 -
Skelly 0i1l company ) 5 1.5 1.0 «8 1.3 2.9
Standard Oil Company of New Jersey 2.1 4.9 3.0 2.8 2.7 5.3
Texas Corporation 1.3 1.3 1.0 3.3 3.2 2.9
Tide Water Association 0Oil 1.3 1.8 2.3 1.4 2.3 2.3
Union 0il of Californis 2.9 2.9 2.3 2.4 3¢5 4.6
Total ' 1.7 2.1 2.4 2.5 2.5 3.5
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APPEKDIX ™C" CORT'D.

CORPCRATIONS 1927

[
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1930 1931

Chemicals and Fertilizers
Air Reduetion Company Incorporated
American Vyanamid Company

- Atlas Powder Company
GColumbian ¥Yarbon Yompany
Freeport Texas Jompany
Heroules Powder Company
U. S. Industrial &lcohol Gompmy
Texas Gulf Sulphur Company

Total

Machinery and Machine Equipment
Allis Chalmers Manufacturing Company
American Machine FPoundry dompany
Bliss (E.W.) Company
Caterpillar Tractor Company
National Aome Gompany
National Supply dompany of Delaware
Seagrave Corporation

Total

Building Equipment and Supplies
Alpha Portland Cement UJompany
International Cement Corporation
Warren Brothers Company
Ameriocan Seating Corporation
Celotex Company
Johns-Manville u“orporation
Devoe and raynolds
Foundation Company
Sherwin-~Williams Company

Total
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APPENDIX "C™ CONT'D.

CORPORATIONS 1926

1927

1928

1929

1930

1931

Pood Products
Baking Products and Flour
Pillsbury Flour Mills
Purity Bskeries Corporation
sub-total
Candy,Soft Drinks & Chewing Gum
Coca-Cola Company
Hires (Chas. E.) Gompany
Sweets Company of Ameriesa Incorporated
Wrigley (Wm.Jr.) Company
sub-total
Dairy
Borden and Company
National bairy Products Sorporat ion
Southern Dairies Incorporated
U. S. Dairy Products Vorporation
sub-total
Miscellaneous
Beechnut Packing Company
General Foods Corporation
National #istillers Pro. Corporation
Quaker Oats ¥Yompany
Wesson 01il and Snowdrift Company
sub-total
Total
Office and Business Equipment and Supplies
Art Metal Construction Company
Burroughs Adding Machine Company
General Fireproofing Company
International Business Maghine Company
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APPENDIK "G" CONT'p,

- CORPCRATIONS 1926 1927 1928 1929 19320 1931
Office and Business Equipment and Supplies
National Cash Register Company 4.1 4.6 3.6 2.8 4.3 6.3
Remington-kand Incorporated 3.6 3.6 4.7 4.6 7.1 -
Total 2.8 4.6 4.6 3.9 5.2 6.1
Coal Mining
Burns Brothers New Jersey 1.0 1.0 1.7 1.1 9 1.6
Elkhorn $oal Gorpo:at ion 3.7 2.3 2.9 2.1 1.5 -
Island Creek Coal dompany 4.6 5.4 5.8 6.5 7.2 8.8
Lehigh Coal and Havigat fon CGompany 2.2 1.5 2.6 23 1.7 2.0
Pennsylvania Coal and Coke “orporation 2.0 9 2.3 2.9 3.7 3.3
Philadelphia and eading Coal and Iron 1.7 o7 1.0 2.6 2.5 3.1
Pittsburgh Coal Company , 2.1 1.2 6 2.4 2.8 2.7
Pittsburgh Terminal Yoal Corporation 2.3 3.0 1.5 1.0 2.4 2.0
Total 2.0 1.2 1.3 2.0 1.9 247

The above ratios were computed from fizures which were taken from the "Base Book
Btandard. Earnings Bulletins" of the Standard Trade and Seocurities Servioce.
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APPENDIX "D"

CORPORATIONS WITH AN "ACID TEST" RATIO OF LESS THAN 1 to 1.

CORPORATIONS

YEARS BELOW 1 to 1 RATIO

United States Steel Corporation
Colorado FPuel and Iron CYompany
Gulf 3tates Steel Company
Graham-Paige Motors Corporat ion
Nashawena Mills

Standard Textile Prod. Company
Mallinson (H.R.) and Company
Arlington Mills

Botany Gonselidated Mills Inc.
Cleveland Worsted Mills Company
Anaconda Copper Mining

Calumet and Hecla Cons., Yompany
Chile Copper Company
Inspiration Cons. Copper
Barnedall Corporation (Class A)
Gulf 0il ¢orporation of Pennsylvania
Houston 0il ¢ompany of Texas
Humble 0Oil and Refining Company
Phillips Petroleum ﬁompany

Pure 0il Yompany

Skelly 01l Company

Preeport Texas Company
Caterpillar fractor Company
Pillabury Flour Mills

Sauthern Dairies Inc.

g %15 i Gor orat ion
eeoﬁnn ing ompany
National Distillers Products Corporation

Burna Brothers iew Jersey
Pennaylvania Coal and Coke Corporation

1927 and 1929

1926 and 1927

1930 and 1831

1926, 1928 and 1931
1927 to 1931 inclusive
1926 and 1929

1926, 1928, 1929 and 1931
1926 and 1927

1926, 1927, 1929 and 1931
1927, 1929 and 1930
1928 to 1931 inclusive
1931

1927

1926 and 1931

1927, 1950 and 1931
1926

1926 and 1927

1926

1930 and 1931

1926

1926 and 1929

1931

1928

1929 and 1930

1926

1358
1931

1930
1927

‘80T




APPENDIX "D" CONT'D.

CORPORATIONS

YEARS BELOW 1 TO 1 RATIO

Philadelphis and Reading Coal and Iron
Pittsburgh Cosl Company

1927
1928

UGUT




APPENDIX "E"
COHPORATIONS STUDIED.

RATIO OF NET WORKING CAPITAL TO INVENTORY FOR THE 122

CORPORATIONS 1926

1927

1928

1929

1930

1931

Meat Packing
Armour and Company
Cudahy Packing Company
Swift and Company
Wilson and Company (Class A)
Total
1Iron and Steel
United States Steel lorporation
American Rolling Mill vompany
Bethlehem Steel Corporation
Golorado Fuel and Iron Company
Byers (A. M.) Company
Yuloan Detinning Company
Gulf States Steel Company
Inland Steel Jompany
Ludlum Steel Yompany
Warren Foundry and Pipe Company
Youngstown Sheet and fube Yompany
Total
Automobiles and Efrucks
Chrysler vorporation
General lMotors Corporation
Graham-Paige Motors Corporat fon
Hudson Motor Car Company
Hupp Motor Car Corporatiom
Mack ¥rucks Incorporated
Nash Motors Company
Packard Motor Car Company
Paerless Motor Car Corporation
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APPENDIX "E" CONT'D.

CORPORATIONS

Automobiles and ¥rucks Cont'd.
Reo Motor Car Oompany
Studébbaker Corporation
White Motor Company
Willys Overland Company

Yellow Trucks and Coach Mfg. Company

Total
Textiles ‘
Cotton and Cotton woods

Consolidated Textile uorporation

Kashawena Mills
Naumkeag Steam “otton
Pgoific Mills

Pepperell Msanufacturing Company
Standard Yextile Prod. Company

sub-total
311k and Silk woods
Belding Heminway Company

Blumenthal (Sidney) and Company

Century Ribbon Mills
Mallinson (H. R.} and Company
sub-total
Wool and Woolen @oods
American Woolen Yompany
Arlington Mills

Botany Consolidated Mills Inoc.
Cleveland Worsted Mills vompany

sub-total
Total
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APPENDIX "E" CONT'D.

CCRPORATIONS 1926 1927 1928 1929 1930 1921
Copper Mining
Ansoconda Copper Mining 1.4 1.1 9 .8 T b
Calumet and Heola Uona. Company 2.0 1.7 2.6 2.1 1.1 .9
Cerro de Pasco Copper Corporation 2.6 2.1 2.3 2.5 2.4 1.8
Chile Copper Company 1.2 .9 2.5 in Anaconda “opper .
Greene Cananea Company 2.0 2.3 2.4 in Anaconda Copper
Howe Sound Company 2.5 5.6 6.6 8.3 10.9 -
Inspiration Consolidated Copper o7 1.8 B.2 1.0 l.4 «6
Kenesott Copper Corporation 1.2 1.6 2.1 1.8 1.8 1.8
Magna Gopper Corporation 1.7 1.8 1.7 2.2 3.1 3.6
Miami Copper Corporation 2.7 2.9 2.3 1.3 1.6 -
NHevada Consolidated Jopper 1.1 1.2 l.4 1.4 1.5 1.3
Total l.4 1.3 l.6 105 1.2 9
0il and 0il Producing
Atlantic Refining Company 1.3 1.3 1.3 1.5 1.6 l.4
Barnsdall Corporation (Class 4) 2,0 4 2.0 1.5 1.0 .8
Gulf 0il Corporation of Pennsylvenia 8 1.2 1.5 1.3 1.5 1.6
Houston 01l Company of lexas o6 al.9 2.7 3.0 346 3.1
Humble 0il and Refining Company 8 1.2 1.5 1.5 1.7 2.1
Phillips Petroleum “ompany 1.1 2.3 2.0 1.4 .8 "
Pure 01l “Ompany .8 1.5 l.4 1.6 1.1 1.0
3hell Union 0il ¢orporation 1.5 2.4 1.2 1.9 1.3 1.9
3imms Petroleum Yompany 2.6 1.0 1.3 1.3 1.2 1.6
3inclair Yonsolidated Oil Company 1.0 1.3 2.7 1.3 2.1 -
Skelly 0il Yompany 3 1.2 1.0 o7 1.2 2.0
Standard 0il vYompany of Kew Jersey 2.0 1.6 2.1 1.9 2.0 2.5
Texas Corporation 1.1 1.1 1.0 1.6 1.5 1.5
Tide Water Association 0Oil 1.1 1.3 1.6 1.2 1.4 1.4
Union 0il of California 1.6 1.6 1.5 1.3 1.5 1.6
Total l.4 1.4 1.7 1.6 1.7 1.9




APPENDIX "E"™ CONT'D.

CORPORATIONS

1926

1927

1928

1929 1930

1931

Chemicals and Fertilizers
Air Reduction Yompany Incorporated
American Cyansmid Company
Atlas Powder Company
Columbian ¢arbon Company
Preeport Texas Uompany
Hercules Powder Compsny
U. S. Industrial &lcohol Company
Texas Gulf Sulphur Company

Total

Machinery and Machine tquipment
Allis Chalmers Manufacturing Company
American Machine Foundry Company
Blise (K. W.) Company
Caterpillar “ractor Company
National Acme Company
National Supply Sompany of Delaware
Seagrave Corpération

Total

Building Equipment and Supplies
Alpha Portland Cement Compsany
International Cement Corporation
Warren Brothers Yompany
American Peating Corporation
Celotex Company
Johns-Manville Corporation
Devoe and Raynolds
Poundation Company
Sherwin-Williams Company

TPotal
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APPENDIX "E"™ CONT'D,

CORPORATIONS ; 1926 1927 1928 1929 1930 1931

Food Products
Baking Products and Flour

Pillsbury Flour Mills
Purity Bakeries Uorporat ion
sub-total
Camdy, Soft Drinks & Chewing &um
Cooca-Cola vompany
Hires (Chas. K.} Company
Sweets Company of America Incorporated
Wrigley (Wm. Jr.) Company
sub-total
Dairy
Borden and vompany
National Dairy Products Corporation
Southern Dairies Incorporated
U. 5. bairy Products Corporation
sub-total
Miscellaneous ‘
Beechnut Packing Company
General Foods Corporation
National bistillers Pro. Yorporation
Quaker Osts “ompany
wesson 0Oil and Snowdrift vompany
sub-total
Total
Offioce and “usiness kKquipment and Supplies
Art Metal Yonstrustion Jompany
Burroughs Adding Machine Uompany
General Fireprcofing Yompany
International Business Machine Company
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APPENDIX "E" CONT'D.

CORPORATIONS 1926 1927 1928 1929 1930 1931

Office and Business Equipment and Supplies
Contﬁd.

RNational Cash Register Company 3.4 3.7 3.4 2.4 2.9 2.9
Remington-Rand Incorporated 2.0 1.8 ' 2.0 2.2 2.2 -
Total T 2.4 2.5 2.7 2.4 2.6 2.9

Coal Mining
Burns Brothers New Jersey 1.2 1.0 1.6 1.1 3 1,9
Elkhorn Yoal Corporation 4.8 3.1 4.7 4.0 2.0 -
Island Cresek Yos1l Vompany 12.8 12.4 14.3 21.1 19.9 9.7
Lehigh Coal and Navigat ion Jompany 3.2 l.4 2.4 2.1 42.3 2.0
Pennsylvania Joal and Coke Jorporation 7.5 o7 5.0 13.3 14.0 8.9
Philadelphia and Keading voal and Iron 1.5 7 1.0 2.2 1.9 2.1
Pittsburgh Coal “ompany 1.9 1.1 4 2.0 2.2 2.0
Pittsburgh Terminal “oal Vorporation 7.2 5.3 2.1 1.1 4.1 3.0

Total . 2.0 1.2 1.4 2.2 2.3 2.2

The abové ratios were computed from figures which were taken from the "Base Book
Standard Zarnings Sulletins” of the 3tandard Prade and Jecurities Service.
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APPENDIX "F" RATIO OF NET PROFIT TO FIXED CHARGES FOR THE 122 CCRPOR-

ATIONS STUDIED.

CORPORATIONS S 1927

Meat Paoking
Armour and Gompany
Cudahy Packing Company
Swift and Gompany
Wilson and Company (Class 4)
Total
Iron and Steel
United States Steel Corporat ion
American xolling Mill Company
Bethlehem 3tesel Corporation
Colorado Fuel and Iron Gompany
Byers (A. M.) Company
Vulcan Detinning CGompany
Gulf States Steel Gompany
Inland Steel Company
Ludlum Steel dompany
Warren FPoundry and Pipe Company
Youngstown 3heet and fube Company
Total » :
Automobiles and ¥rucks
Chryslexr Corporation 10
General Motors Corporation
Graham-Paige Motors Corporation
Rudson Motor Car Gompany
Hupp Motor Car Corporation
Mack Trucks Incorporated 38.5
Nash Motors Company -
Packard Motor Car “¢ompsny -
Peerless Motor Car Corporation -
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APPENDIX "F" CONT'D.

CORPORATIONS

1927

1928

1929

1980

1931

| Automobiles and Truocks Cont'd.
Reo Motor Car Company
Studebaker Corporation
%White Motor Uompany
Willys Overland Company
Yellow Pruck and Yoach Manufacturing Company
‘Potal
TExtiles
Cotton and Cotton Goods -
Consolidated Jlextile Corporation
Nashawena Mills
Naumkeag Steam Gotton
Paocific Mills
Pepperell Manufsoturing Company
Standard Pextile Production Company
sub-total
Silk and Silk Goods
Belding Heminway
Blumenthal (Sidney) and %ompany
Century 2idbbon Mills
Mallinson (H.R.) and uompany
sub-total
Wool and Woolen @oodsa
American Woolen Company
Arlington Mills
Botany Gonsolidated Mills Incorporated
Cleveland Worsted Mills Company
sub-total
Potal
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APPENDIX "P" CONT'D.

CORPURATIOHNS 1927 1928 1929 1920 1981
Copper Mining _
Anaconda Copper Mining 1.8 3.3 9.5 5.5 3
Calumet Heocla Construction Vorporat ion - - - - -
Cerro de Pasco Copper Corporation - - - - -
Chile Copper Company 5.7 10.2 - - -
Greene §ananea Company . - - - - -
"Howe 3ound Company - - - - -
Inspiration ¢onsclidated Copper ' 2.5 11.5 " 17.5 1.7 -
Kenecott Copper Corporation ; - - - - -
Magna Copper Corporation - - - - -
Miami ¢opper Corporation - - - - -
Nevadg Consolidated UGopper 15.8 93.4 - - -
Potal ' 2.7 5.8 9.6 8.4 3
011 and 0il Produoing »
Atlantic Refining Company 3.4 21.9 23.7 4.6 1.6
Barnesdall ¢orporation (Class i) 3.4 3.4 - - -
Gulf 0il Corporation of Pennsylvanis 4.6 11.2 13.0 3.0 d2.3
Houaton Oil Company of ‘Yexas 2.3 4.1 4.4 3.4 o5
Humble Oil Hefining Company 3.7 8.1 13 .6 7.9 2.1
Phillips Petroleum Company 4.2 &.0 7.5 2.4 d.8
Pure 0il Yompemy 4.5 9.6 5.9 2.2 1.3
Shell Union Cil Vorporat ion 6.8 6.0 4.7 o2 d3.2
Simms Petroleum “ompany o7 2.6 - - -
3inclair Consolidated 0il Company 1.7 2.9 3.6 4.2 -
Skelly O0il ¢ompany 2.6 4.8 73 3.0 dl.5
Standard 01l <dompany of liew Jersey 6.8 15.8 17.0 7.4 3.2
Texas Lorporation 3545 24.6 18.1 3.2 d.b
Tide Water Association 0il 6.6 14.5 14.3 10.5 -
Union 0il Vompany of <alifornia 9.5 10.2 14.4 6.9 2.8
4.8 9.4 10.5 3.8 3

Totisl
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APPENDIX "F" CONT'D.

CORPCRATIONS

1927

1928

1929

192

1931

Chemicals and Fertilizers
Air Heduction ¢ompany
American Uyanamid Company
Atlas Powder Uompany
Columbian Carbon Jompany
Freeport Texas uompany
Herocules Powder Company
Ue. S. Industrial Alcohol Company
Texas Gulf Sulphur Company

Total

Machinery and Machine squipment
Allis ¢halmers Mamfacturing Company
American Machine Moundry ¢ompany
Bliss (E. W.) Company
Caterpillar sractor Company
National Aome Company
National Supply Company of Delaware
Seagrave Corporation

Total

Building fquipment and Supplies
Alphe Portland Cement Company
International gement Corporation
Warren Brothers Company
American Seating Uorporation
Celotex Company
Johns-Manville Corporation
Devorp and Raynolds
Foundation Company
Sherwin-Williams Company

Total
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APPENDIX "PF" CONT'D.

CORPCRATIONS

19237

1928

1929 1930

1931

Food Products
Baking Products and Flour
Pillsbury Flour Mills
Purity Bakeries Corporation
sub-total
Candy,30oft Drinks and Chewing Gum
Coca-Cola Company
Hirew (Ghas, &.,) Company
Sweets Company of America Incorporated
Wrigley (Wm. Jr.) Oompany
sub-total
Dairy
Borden and Company
National Dairy Products Jorporation
Southern Dairies Incorporated
U. 3. Dairy Products Corporation
sub-total
Miscellaneous
Beechnut Packing Company
General Poods Uorporation
Nstional Distillers Products Corporation
Quaker Oats Company
wesson 0Oil and Snowdrift Company
sub-total
Total
Office and “usiness Equipment and Supplies
Art Metal Construction Company
Burroughs Adding Machine Company
General Fireprotfing Lompany
International business Machine Company
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APPENDIX "F" COKT'D.

CORPORATIONS 1928 1929 19320
Office and Business Equipment and Supplies, Cont'd.
National Cash Register Uompany - - -
Remington-Rand Incorporated 3.1 3.1 5.7 2.2
Total 5.2 5.7 9.4 7.3
Coal Mining
Burns Brothers lew Jersey - - -
Elkhorn Coal Corporation 7 1.0 1.1 .8
Island Greek $oal Gompany - - -
Lehigh Cosl and Navigation Yompany 4.6 4.2 4,6 3.4
Pennsylvania ¢oal and ¢oke Corporation d11.0 a5.7 2.8 4
Philedelphia and xeading voal and Iron iz.2 1.0 N:) 1.4
Pittsburgh Coal Gompany dl.9 3 1.1 .4
Pittsburgh Terminal ¥Yosl Corporation d4.4 4d5.6 d4.1 d3.8
Total a.7 1.2 1.3 1.3

The above ratios for the individual corporations were taken from the "Base Books
Standard Earnings Pulletins" of the Standard ¥rade and Security Servioce.
for the industries were computed by dividing the net profit of the corporations hav-
ing fixed ocharges by the fixed charges of these same corporations,
and the fixed charges, which were used in making the computations, were teken from

the same bulletins,

‘the ratios

Both net profit

‘121




APPENDIX "G" RATIO CF NET PROFIT TO INVESTED CAPITAL FOR THE 122
CORPORATIONS STUDIED.

=
W0
o
-

CORPORATIORS 1927 1928 1929 1930

Meat Paocking
Armour and Sompany
Cudahy Packing Company
Swift and Company
Wilson and vompany (Class A)
Total
Iron and Steel
United States Steel Corporation
Anmerican &£0lling Mill vompany
Bethlehem Steel Jorporation
Golorsdo Fuel and Iron
Byers (A. M.) Yompany
Vulean Detinning Company
Gulf States Steel “ompany
Inland Steel (ompany
Ludlum Steel “ompany ‘
Warren Foundry and Pipe wvompany
Youngstown Sheet and sube vompany
Total ,
Automobiles and ¥rucks
Chrysler Corporation
General Motors Corporation
Greham-Paige Motors Corporation
Hudson Motor Car Vompany
Hupp Motor ¢ar corporation
Mack Trucks Incorporated
Nash Motors Jompany 45.3
Packard Motor Car vompany 22.8
Peerless Motor Car Vorporation a8.0
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APPENDIX "G" CONT'D.

CORPORATIONS 1927 1928 1929 1920 1931
Autombbiles and iYrucks, Cont'd,
Reo Motor Car Gompany ' 16.0 16.0 4,6 a7 .3 412 .5
Studebaker “orporat ion 9.9 11.4 10.1 1.4 o9
White Motor Gompany a3.0 4.1 5.1 dl.0 a7.8
Willys Overland Vompany 10.4 8.6 6.9 dl4.0 d36.6
Yellow Trucks and woach Manufecturing Company dls.3 dg.9 2.1 2.9 d7.6
fotal 2.2 2.H 2.0 1,0 4
Textiles
Cotton and Cotton Goods
Consolidsted Textile vorporation 5.9 2.7 2 dll.8 6.6
Nashawena Mills 4.8 dl.s8 2.1 a3.4 az.7
Naumkeag Steam Yotton 14.5 2.6 5.2 d6.5 d.b
Pacifice Mills 3.9 2 2.8 d5.3 ag.”7
Pepperell Manufacturing Company 5.2 5,4 5.8 3.4 a3.1
S¢andaerd Yextile Prod. Compeny - 6.8 " b.6 d4.5 a3.1
Sub-total 505 2.3 5.5 dqu d508
311k and Silk Goods
Belding Heminway Yompany 6.2 dl.8 .3 dl8.8 dl6.5
Blumenthal (Sidney) and Company 13.5 24.8 19.8 dl.4 .1
Century Ribbon Mills 1.4 1.2 d.6 d3.9 37
Mallinson (H.R.} and Company \ 8.9 16.0 13.2 d440.5 dl8.9
gub-total 8.1 10.9 5.8 d12.8 d9.0
Wool and Wwoolen Goods :
American Woolen Company 1.2 d.4 d.4 d3.8 d3.4
Arlington Mills _ d.3 dl1.0 a4.5 dll.l d5.8
Botany “Yonsolidated Mills Incorporated ) dal.”? d7.4 4dl0.7 dl4 .4
Cleveland Worsted iills “ompany d.1 dé.b d3.8 d35.4 db.5
sub-total .8 d.5b d3.9 36.9 ds5.7
3.2 1.7 4r.Q @3.9 d5.9

Total

"ugl




APPERDIX "G" CONT'D.

CORPORATIONS 1927 1928 1929 1930 1931
Copper Mining \
Anaconda Copper Mining 5.2 B.6 11.7 3.9 2
Calumet and Hecls Construction Corporation 4,2 9.6 13.6 2.2 d3.1
Cerro de Pasco Copper Corporation . 6.2 9.6 8.1 d4.0 d6.b
Chile Copper Company 87 12.6 in Anaconda Copper
Greene Cananea Company 1.0 3.6 in Anaconda Copper
Howe Sound Company 12.8 15.2 19.9 11.2 -
Inspiration Consolidated Copper 3.3 9.8 13.1 1.9 de.6
Kenecott Copper Corporation 10.5 16.4 16.9 5.4 l.4
Magna Copper Corporsation 11.3 25.0 34.9 12.4 2.6
Miami Copper Corporsation 3.0 646 13.5 2.8 -
Nevada Consolidated Copper 7. 17.9 19.7 2.4 2.8
Total 6.0 11.8 4.6 3.9 d.1l
011 and 0Oil Producing
Atlantic Refining Company 2.5 12.3 11.4 2.2 9
Barnsdall Corporation (8lass A) 8.6 7.9 11.8 8.3 d5.4
Gulf 01l Corporation of Pennsylvania 5.4 11.1 12.0 3.4 d3.8
Houston 0Oil Company of Texas 6.4 4,6 4.3 4,1 o7
Humble ©0il and Refining Company 4,9 11.4 16.2 9.2 2.3
Phillipe Petroleum Company 4,7 6e5 11.4 2.7 dl.3
Pure 0il Company 3.3 6.6 348 2.5 1.4
Shell Union 0il Corporation 4.1 7.4 4,9 3 db.1
Simms Petroleum Compsny 1.0 3.2 12,9 d10.0 d422.7
Sinclair Consolidated Oil Company 37 5.5 6.1 68 -
Skelly 0il Company 4.5 9.9 12.1 4.5 az2.7
Standard Cil Cempany of New Jersey 4,1 9.1 9.1 3.6 1.2
Texas Corporation 7.0 11,8 2.0 4,0 d.6
Tide Water Association (il 3.8 Dok 6.8 4.3 d2.3
Union 0il1 of California 6e2 647 8.0 5.2 2.4
Total 4.6 8.9 8.8 3.9 d6.3
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APPENDIX "G" CONT'D.

1931

CORPORATICHS 1927 1928 1929 1930
Chemicals and Pertilizers
Air Reduction Company Incorporated 12,1 14.1 20.3 15.5 11.2
‘Amerioan Cyanamid Company 8.9 8.8 6.2 6¢3 2.1
Atlas Powder Company E.4 8.5 9.6 4.6 3.2
Columbian Carbon Company 11.8 14 .4 16.1 9.2 6.0
Freeport Texas Company 26.6 26.1 30.0 30.5 22,7
Hercules Powder Company 8.5 10.4 11.0 6.0 3.7
U.S. Industrial Alcohol Company 4,7 12.0 12.5 3.3 d6.0
Texas Gulf Sulphur Company 70.0 67.2 58.6 44.3 27.7
Total , 15.1 18.5 18.5 12.2 7.5
Machinery and Machine Equipment .
Allis Chalmeras Manufacturing Company 6.4 6.4 8.0 6.3 3.0
American Machine Company 7.8 Tel 12.2 14.8 8.8
Bliss (E. W.) Company 11.9 4,7 8.4 4 1.4
Caterpillar Tractor Company 26.8 28.9 27.8 17.8 4.2
National Acme Company 3.6 13.6 20.2 1.5 d411.7
Kational Supply Company of Delaware 7.6 8.5 9.9 4,7 d4.6
Seagrave Corporation 10,3 12.1 10.7 4,1 a2.5
Total 8.8 10.7 13.7 8.1 )
Building Equipment and Supplies
Alphsa Portland Cement Company 8.6 " 8.1 5.8 4,1 az2,7
International Cement Corporation 12.1 11.3 11.0 9.9 4.4
Warren Brothers Company 15.6 15.6 18.5 18.6 6.2
American Seating Corporation 1l.2 8.8 7.5 4.4 d6.8
Celotex Company 8.1 12.0 11.0 3e1 C e
Johns-Manville Corporation 12.8 16.6 - 17.0 8.4 2.3
Devoe and. Raynolds 9.6 10.0 8.4 1.0 3.2
Foundation Company 6e3 4.1 37 o2 dll.7
Sherwin-Williams Company 12.5 12.4 13.0 7.8 d6.9
Total 11.3 11.7 11.8 77 2.9
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APPENDIX "G" CONT'D.

CORPORATIONS 1927 1928 1929 1930 1931
Food Products
Baking Produots and Flour
?1118bury Flour Mills 156.9 13.3 14.1 13.2 9.7
Purity Bskeries Corporation 15.1 15.1 16.8 12.5 6.7
sub-total 15,4 14.4 15.8 12.8 8.1
Candy, Soft Drinks and Chewing Gum
Coca-Cola Company 26.2 26.9 27.9 26.7 25.3
Hires (Chas, E.) Company 5.1 9.2 13.2 17.7 9.3
Sweets Company of Amerioca Incorporated - 4.3 8.0 8.6 8.8 8.2
Wrigley {Wm. Jr.) Company 26,8 27 .4 24,2 23.5 18.8
sub-total 24.9 2b.4 25.2 24 .4 21l.4
Dairy
Borden and Compeny 10.9 10.7 13.9 13.3 11.2
National Dairy Products Corporation 16.3 16.2 15.0 14.5 12.8
Southern Dairies Incorporated 4.0 5.0 8.8 3.1 o9
Ue S. Dairy Products Corporetion 76 9.3 10.8 8.4 9.1
sub-total 12.6 12,9 14.1 13.3 12.0
Miscellaneous
Beechnut Packing Company 13.7 16.0 15.4 13.1 11.0
General Foods Corporation 36.8 20.4 32.4 30.2 28.8
Rational Distillers Produects Corporation 1.7 4.5 3.0 1.6 37
Quaker Oats Company “ 16.3 15.0 14.9 10,2 12.2
Wesson 01l and Snowdrift Company 9.2 10.6 6.4 8.0 6.5
sub-total 16.8 17 .7 17.0 15.2 15.1
Total 16.5 16.4 16.7 15.3 13.9
Office and Business Equipment and Supplies _
Art Metal Construction Company 11.8 11.1 15.8 8.0 ds.1
Burroughs Adding Machine Company 20.4 21.8 32.2 20.7 11.6
General Fireproofing Company 13.1 13.6 18.1 12.8 Lo
International Business Machine Company 14.1 156.7 1845 18.6 17.9
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APPENDIKL "G" CCONT'D,

CORPURATIONS 1927 1928 1929 1930 1931

Office and Business Equipment and Supplies,
Cont'd.

- National Cash Register Company 15.4 17.2 18.3 8.0 1.8
Remington-Rand Incorporated 6.3 6.5 10.8 4.1 -

Total 12.9 14.0 18.2 12.3 9.2

Coal Mining
Burns Brothers New Jersey 5.1 5.3 4,5 d4.8 d6.2
Elkhorn Coal Company 1.1 1.8 1.9 1.6 -
Island Creek Coal Company 17.1 13.8 16.3 11.7 7.8
Lehigh Coal and Navigation Company 5.5 4,7 5.1 5.4 4,1
Pennsylvania Coal and Coke Corporsation d6.5 d4.3 1.6 o1l a2.7
Philadelphia and Reading Coal and Iron d4.5 2.2 1.1 2.9 3.3
Pittsburgh Coal Company ' d.8 .8 l.1 4 d.5

- Pittsburgh Terminal Coal Corporation 3.8 44,0 d3.1 d43.0 d3.9 e

Total o4 2.2 2eb 2.1 1.2 ;q

The above ratios for the individual corporations were taken from the "Base Book
.Standard Earnings Bulletins" of the Standard Trade and Securities Service. The
ratios for the industries were computed by dividing the net profit of the corporations
making up the industries by the invested capital of these same corporations.




APPENDIX "H" '~ RATIO OF HET PROFIT T0 KNET PROPERTY FOR

THE 122 CORPORATIONS STUDIED.

CORPORATICKNS 1927 1928 1929 1930 1931
Meat Packing
Armour and Company 4.7 9.3 8.8 6.0 d4 .4
Cudahy Paocking Company 13.1 13.4 13.7 13.0 9.0
Swift and Company 11.6 13.3 11.4 16.5 2.4
Wilson and Company (Class A) 3.6 7.9 8.1 8.0 dl.1l
Total 7.1 10.7 9.9 8.2  d.6
Iron and Steel
United States Steel Corporation 5.5 7.0 12.2 6.1 1.0
American Rolling Mill Company 8.2 7.5 10.8 2.5 d.9
Bethlehem Steel Corporation 5.6 6.4 11.4 6.0 1.4
Colorado Fuel and Iron 6.6 4,2 6.5 3.1 d4.0
Byers (A. M.) Company 16,1 19.1 17.3 6.1 o5
Vulean Detinning Company 18.9 36.5 27 .4 15.2 12.0
Gulf States Steel Company 5.1 6.9 7.6 1.9 2.6
Inland Steel Company 13.0 18.2 20.4 11.1 3.8
Ludlum Steel Company 13.7 28.4 18.2 8.2 d2.0
Warren Foundry and Pipe Company 4,7 1.6 4,1 5.8 11.0
Youngstown Sheet and Tube Company 8.5 10.6 17.5 7.1 al.7
Total 6.0 7.3 12.4 6.0 9
Automobiles and Trucks
Chrysler Corporation 87 .0 36.9 27.5 4,0 649
General Motors Corporation 60.3 50.4 35.8 23.0 15.5
Graham-Paige Motors Corporation d56.8 8.1 d8.6 d435.56 d437.8
Hudson Motor Car Company 48.5 46.3 34.8 1.1 d6.3
Hupp Motor Car Corporation 31.9 82.2 19.56 5.6 31.2
Mack Trucks Incorporated 27.4 28.7 33.1 74.6 -
Kash Motors Company 242.5 219.2 173.0 10.2  57.5
Packard Motor Car Company 40.5 65.8 €4.6 24 .4 d8.5
Peerless Motor Car Corporation . dl8.5 d4l1.0 db9. 1.9 d2.1
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APPENDIX "H" CONT'D.

CORPORATICNS 1927 19286 1929 1930 1931
Automobiles and Trucks Cont'd.
Reo Motor Car Company . 45.5 46.3 13.2 17.9 d425.7
Studebaker Corporation _ 18.4 22.5 18.3 2.4 1.5
White Motor Company 49.9 14.2 17.1 429.3 423.9
Willys Overland Company 19.7 15.0 d10.5 d418.3 d442.7
Yellow Trucks and Coach Manufacturing Company d40.5 d5.5 6.4 5.8 al.5
Total 43.4 45.0 32 .4 6.0 9
Textiles
Cotton and Cotton Goods
Consolidated Textile Corporation 10.3 4,7 «3 d4l6.2 a7.5
Nashawena Mille 5.7 az.1 8.6 d3.9 d4.1
Naumkeag Steam Cotton 2b.6 6.4 9.0 d8.7 ~ d.8
Pacific Mills 8.2 3 b.4 8.6 dl4.7
Pepperell Manufaoturing Company 13.9 14,5 14.3 7.4 a7.4
Standard Textile Production - 9.7 7.1 d6.8 d3.8
sub-total 10.7 4,2 6.0 a4.7 a8.7
S11k end Silk Goods
Belding Heminway Company 27.1 a7.7 1.1 d65.8 a4b8.2
Blumenthal (Sidney) and Company 26.7 59.6 46.1 d2.8 ol
Century Ribbon Mills 31 2.7 dl.4 digs.4 8.1
Mallinson (H. R.) and Company . 20.2 40.,4 d26.8 d458.8 d4d23.6
sub-total ' 21.3 30.b 15.2 d427.5 d4l0.0
Wool and Woolen Goods
American Woolen Company 2.6 a.7 d.? a7.9 da7.8
Arlington Mills : d.6 al.7 a7.8 d417.0 dg.4
Botany Consolidated Mills Incorporated 9 i2z.9 dll.2 dl14.2 d4l7.4
Cleveland Worsted Mills Company d.? d49.0 db.2 @849.9 d7.6
Total 6.2 3.3 d.2 dl10.3 d9.6
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APPENDIX "H" CONT'D.

CORPORATIONS - 1927 1928 1929 1930 1931

Copper Mining

Ansconda Copper Mining 6.5 10.5 14.1 4.5 3
Calumet and Hecla Construction Corporation b.4 12.8 18.5 3.0 d4.1
Cerro de Pasco Copper Corporation 11.4 19.6 16.8 a7.0 d9.9
Chile Copper Company 9.8 16.2 in Anaconda Copper
Greene Cananea Company 1.1 38 in Anaconda copper
Howe Sound Company 17.0 21.8 31.0 17.5
Inspiration Consolidated Copper 37 11.8 15.3 2.1 d.6
Kenecott Copper Corporation 13.3 21.8 28.5 ' 6.7 1.7
Magna Copper Corporation 18.0 61.6 85.8 43,8 6.7
Miami Copper Corporation 37 9.1 17.3 33 -
Bevada Consolidated Copper 10.0 2.5  28.7 3.1 5.7
Total _ 7.6 17.0 18.9 4,7 dl.4
Cil and 0il Producing
Atlantic Kefining Company 4,0 18.9 17.7 3.2 1.1
Barnadall Corporstion (Class A) 8.8 10.5  13.5 9.0 a5.7
Gulf 0il Corporation of Pennsylvania 7.6 16.3 16.8 4.7 d5.0
Houston 04l Company of Texas 6.4 5.0 4.6 4.6 8
Humble 0il and Refining Company 6.8  16.8 24.3 14.2 3.2
Phillips Petroleum Company 5.8 8.2 13.3 3.0 dl.4
Pure 0il Company 3.8 7.8 4.4 2,7 1.5
Shell Union 0il Corporation 5¢3 8.8 6.6 4 d6.5
Simms Petroleum Company 1.3 4.1 19.1 d4l13.2 d29.5
Sinclair Consolidated Cil Company 4,2 7.0 6.9 8.0 -
skelly 0il Company 542 11.1 13.1 5.4 a3.5
Standard 011 Company of New Jersey 6.1 13,9 14.2 5.2 1.5
Texas Corporation 11.0 17 .2 15.7 6ed d.9
Tide Water Assooiation 0il 3.7 8.9 8.6 5.6 a2.9
Union 0il of California 7.3 7.6 9.4 7.4 3.2
Total 6.9 12.1 12.3 5.2 d.7
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APPENDIX "H" CONT'D.

CORPORATIONS 1927 1928 1929 1930 1931

Chemioals sand Fertilizers :
Air Reduction Company Incorporated 20.3 2b6.2 36e1

30.7 23.2
American Cyanamid Company 17.1 17.9 9.6 11.5 3.8
Atlas Powder Company 17.1 25.0 24 .4 9.7 6.5
Columbian Carbon Company 17.2 21.7 22,0 13.4 8.5
Freeport Texas Company : 56.8 6l.4 64.6 68.9 48.1
Heroules Powder Company 14,1 17.1 20.9 11.6 6e5
U. S. Industriasl Alecohol Company 11.5 19,2 20.3 4,8 a8.7
Texas Gulf Sulphur Company - 194.,9 138.7 107.1 78.0 48.3
Total v 29.6 33.9 32 .4 21.9 13.1
Machinery and Machine Equipment ‘ :
Allis Chalmers Manufacturing Company 10.4 10.4 13.4 11.3 7.2
American Machine Company 17.2 10.1 16.8 19.6 10.2
Bliss (E .W.) Company 3.4 9.1 15.8 N 11.3
Caterpillar Tractor Company 66.6 55.1 58.3 47.1 1.8
National Aome Company 9.7 29.8 49.1 3.6 d26.1
Natienal Supply Company of Delaware 39.0 31.5 35.2 11.7 d9.5
Seagrave Corporation 25.7 30.0 27.5 10.3 d5.9
Total 19.3 20.9 27.9 17.5 1.3
Building Equipment gnd Supplies
Alpha Portland Cement Company 12.3 11.4 8.2 5.9 a3.8
International Cement Corporation 13.5 13.7 13.3 12.4 5.5
Warren Brothers Company 26.0 34.5 48,5 41.4 6.4
Ameriecan Seating Corporation 28,0 21.1 17.9 10.8 d15.9
Celotex Company 17 .8 28.28 21l.6 6.4 1.9
Johns-Manville Corporation 23.56 24.0 25.0 12.0 3.3
Devoe and Raynolds 30.7 22.8 2346 2.9 9.4
Foundation Company 12,7 7.0 6e5 «3 d418.3
Sherwin-wWilliams Company 26,5 30.5 33,1 19.2 14.1
Total 18.9 19.3 19.8 12.9 4.3
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APPENDIX "H" COKT'D,

CORPORATIORS 1027 1928 1929 1930 1931
Food Produots
Baking Products and Flour
Pillsbury Flour Mills 26.6 22,9 23.4 18.3 14.5
PurityBakeries Corporation - 25.7 26.3 17.8 10.3
sub-total 26.6 24 .8 24.8 17.9 12.3
Candy, Soft Drinks and chewing Gum
Coca-Cola Company '149.3 171.1 80.6 74.2 59 .8
Hires (Chas. E.) Company 6.4 11.2 16.2 22.9 12.5
Sweets Company of America Incorporated 9.0 18,8 2046 23.3 17,7
Wrigley(wm. Jl‘.) Company 68 .4 80.2 82.1 91.2 86.0
gub-total 78.6 90 .7 73.0 74.5 59.2
Dairy _
Borden and Company 18.6 16.8 19.8 19.1 17.0
National Dairy Products Corporation 21.5 22 8 21.7 21.7 20.3
Southern Dairies Incorporated 4.5 . 6.3 13.6 4.6 1.3
U. S. Dairy Products Corporation 10.7 13.3 17.5 13.3 14.9
sub-total 18.1 18.7 20.4 19.7 18.0
Miscellaneous
Beechnut Packing Compsasny 43.5 56.2 49.4 46.3 44.6
General Foods Corporation 77 .5 70.5 60.8 55.6 27.2
National Distillers Products Corporation 2.4 5.8 24.3 12,2 26.8
Quaker Oats Company b2.2 51.5 46.6 31.0 36.8
Weeson 01l and Snowdrift Company 21.5 25.8 17.6 25,0 18.9
Sub“total 40.7 4609 4802 41.4 4205
Office and Business Equipment and Supplies
Art Metal Construction Company 35.6 35.56 50.9 20.6 dl17.4
Burroughs Adding Machine Company 151.0 161.8 164.8 99.1 50.2
General Fireproofing Company 25,7 27 .0 36.5 22,6 1.1
International Business Machine Company 5l.9 62,6 47.4 43.2 40.5
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APPENDIX "H" CONT'D.

a
%ame corporations.

CORPORATIONS 1927 1928 1929 1930 1931
Office and Business Equipment and Supplies,
Cont'd.

National Cesh Register Company 47 .0 42.2 33.8 14.6 345
Remington-Rand Incorporated 265.0 26.3 47.4 17.8 -
Total 48.6 48.8 54,3 32.0 30.5

Coal Mining
Burns Brothers Kew Jersey 12.2 17.0 13,5 d4l1.8 432.6
Elkhorn Coal Company 1.2 1.9 2.0 1.7 -
Island Creek Coal Company 26.1 21.3 24 .4 19.0 12.5
Lehigh Coal and Navigation Company 62 5.4 5.8 5.6 4.6
Pennsylvanie Coal and Coke Corporation a7.1 d4.9 1.9 ol a3.1l
Philadelphia and Reading Coal and Iron d5.4 2.7 1.6 4,0 4.6
Pittsburgh Coal Company del 8 1.2 5 d.5
Pittsburgh Terminal Coal Corporation 4.2 a4 .2 d3.2 d3.1 d4.0

Total -~ «b 2.5 el 2.5 1.5

The above ratiog for the individusl corporations were taken from the " Base Book
Standard Earnings Bulletina" of the Standard Trade and Securities Service.
for the industries were computed by dividing the net profit of the corporations making
p the industry by the net property accounts plus any lomg term investments of these

The ratios
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The thesis, "Financial Ratios in a Period of Falling
Prioos.," written by Sylvester M. Frizol, has been
accepted by the Graduate School of Loyola University
with reference to form, and by the readers whose
names appear below with reference to content. It is,
therefore, accepted as a partial fulfilment of the
requirements of the degree conferred. '
Dr. Arthur M. Murphy May 6, 1933
Dr. Peter T. Swannish May 4, 1933
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