APPENDIX ON DEPRESSION RESFRVES

& firm stand chould be made sgainst exemptions for ¥depression
reserves®, As much publicity es possible should be given to the fact
+hat|the so-called depression reserves were in actusl fact not availed
of to any extent in the worst depression on record. The holdinge of
cash and tax-exempt securlities reported in the income tax returns of
non~fineneclsl corporstiong declined from Decembex 1929 to December 19582
from $10,859,000,000 to $9,070,000,000, or by only $1,789,000,000,
while the reported holdings of other investaents incressed $5,594,000,000.
The surplus of thece corporations decreased by nearly $15,000,000,000,
but this was due to cha.ge-offs rother than oui~of=-pocket disbursements,
It should be polnted out thet corporutions in genersl have more cash
nov than they have ever had in the past and that if they feel they nced
811l more there 1s mothing to prevent them from issuing new stock for
this purpose. Erhe whole srgument for ®depression reserves® 1z o smokee
screen to cover aversion to the payment of taxes and the weakening of
despotic insider control thst would be broughi ebout by & prohibitdve
tax on undistributed earnings. The Administration should assume a végor-
ous offensive on this point &nd mezke tho facts lmown;l

There is very little in the much~touited point thet the retention
of earnings in good tinmes permiis the psymont of dividends in bad tines,
thus sustaining buying power. From 1923 to 1829 non~financicl corporations
reporting net incoms reteined $25 billions of earnings. From 1950 to
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2% the payment of wnesrned dividends amounted to only $3,7¢8,000,000,
Noreover, durling the ssuo poriod non-finsnciel corporstions reporiing
not facomes withhsld sernings smounting to §1,054,000,000, Thig reten-
tion of esrnings operatsd to counteract the imersssed buylng power
arising from the pryment of unearned divicends. The net figure, there-
fore, was §8,7354,000,000, ¥hen thle figure is comparsd with the sua
of the declines in the nationel income from the 19728 level for the yesrs
193055, ~=312D billiong, - 4t will be sesn that the susteining effects
due to the payment of unearned dividends were of an oxceedingly minor
characters

[ Another renson why ne specizl cxemption should be mude for depression
reserves 1s thet under the proposed smenments corporsations will have
ample opportunity to put themselvas in a position to avoid benkrujley
in & depression, Esmall corporations mey dicpose of thelr cernings as
they see fite tﬁrgexﬁ:orgmtiom msy not oaly ratire thelr indebledneas
but, in eddition, ralse cash through new stock fsoues, A corporation
which entera a depression with 1itile or mo indebtednsss, with a plaat
wall kept up and conservatively walusd by the deduction of more than
asdequate depreciation allowsnces from earnings in tho psst, with laventore
ies and accounts receiwable that can be turned into cach, is in & position
to avoid bhenkruptcy end noeds no greet emount of proviously asccumulated
cash, Hot only can i% strangthen its caeh position by reelising on its
inventories and sccounts recoivable and by mot miking further additlona
to inventorivs or extending further credit, but it cen, in addition,
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refrain froa uvaing its current deprociution allowences for improvements
snd replacementc. Thezo were the prectices setually followed during
the deprbasion yosrs, Ths faot that American uom-ﬁnmcﬁl corporztions
in the worst depression on record ¢o:ld psy out unerra 4 dividends
in oxcess of retuined earanings, could retire debt, could sustain stagger-
ing losses, all with little impuirment of their cach position, znd
sctually increase thelr coubined cash and investments, 1s clenr evidonce
of the foct t&xt their losses werce attributable to write-offs rather
thun scturl dlsbursemonts, and that they converted a substontinl portion
of ’?,hair inventories, eccounts recelvable,and iplant, into casha
“(:\)}«“A\Pinally. it muy be pointed out that the surest wmay to heve &
degression 1o for everybody to prapars for one, Should corporctions
sll bulld up lsrge deprassion resvrves in the form of cash, which, for
the wholc sconomy, 12 the ome ssset ulilmately 1iyuld, ths resulting
interruption of the monetary circulution would bring on e depreseion.
If the monetury sutloritios soupht to meet the situation by providing
mors and more canh to satisfy the nceds of corporations, the situstion
would be fraught with denger, One could ncever he sure that when bus-
inenp bLecsne more sctive corporations might not entrench upon these
resurves for further ecxpunsion and precipitate 2 booms Thai, im fuct,
1s one of the dangers of the presont sitw-tion. Corporations huve
tuilt up waususlly lerge accumulations of cash for out of line with
thelr present requirements in ths pest few yeors and theses holdings
i1l permit expennion later without recourse to the banks or the capits}
murket,
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PROPOSED TAX ON CORPORATE ADJUSTED NET INCOME
BASED ON PERCENTAGE OF ADJUSTED NET INCOME UNDISTRIBUTED
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* As reported by Subcommittee of Committee on Ways ond Means, March 26,1936
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