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CORPORATION CASH, INDIVIDUALS' CASH,
AND INFLATIONARY PRESSURES

by
Arthur B. Hersey

The growth of demend deposits and currency of individusls and unincor-
porsted business apparently continued at a rapid rate in the first half of 1942,
with the six-months' increase amounting to about 3 billion dollars nut of a 3.8
tillion increase in total deposits and currency. For the entire year 1941, the
correspording figure was estimated at sbout 6 billion dollars out of s 7.5 bil-
lion totzl growth. Currency in circulation absorbed a slightly larger propor-
tion of the increrse in individuals' cesh holdings than in 1241, and demand
deposits slightly less, Currency in circulation outside banks increased 1.3
billion dellars in the first hzlf of 1942, as compared with 2.3 billion in the
year 1941,

Government deposits, including those of State and local governments

and the Federal Government, did not change much in the first six months of 1942,
as compared with & 1.5 billion increase in 1241, OSavings deposits reached their
peak lest year and declined in the first helf of this yesr. Cash of financial
corporzations probably decressed, too, judging by monthly reports for leading
life insurance companies. The ample supply of Government securities mekes any
increase in cash holdings of investment institutions unlikely. Aveilzble mid-

<::\ yeer reports of industrisl corporstions show cash movements--described in the
latter part of this memorandum--which suggest that the oversll growth in non-
financial corporstions' cesh wes 2 little over 1 billion dollars in the half
yeer, somewhat greater than in 1940 and much grester than in 1941, when tax-
enticipetion notes first became available and sbsorbed most of the total growth
in cesh a&ssets of business corporations.

Outlook: ceash holdings of corporations and individuels

In the first half of 1942, the astimated rates of increese in demend
deposits and currency of individuals (including unincorporsted business) and
of non-finencizl corporations were both in the neighborhood of 10 ver cent. As
the rate of wer expenditure rises and the money supply is incre=sed more and
more rapidly through purchases aof Government securities by the banking system,
we must expect o growing divergence between the rstes of incresse in cesh of
individuels 2nd of corporstions. A larger and larger part of the hugh expected
grovth in the money supply is likely to come to rest, at lesst temporarily, in
the hends of individu=zls--unless individuals can be persuaded or required to
lend much more to the Government then is now expected, in which event the growth
of the money supnly need not bz go great, The inflstionary dangers of a vast
increase in the mon=y supply, based on heavy psrticipetion of the banking system
in war financing, will sppear still greater if this likelihood is borne in mind.

Assuping that jrices and co
c-rporation cash is not expected to r

ts are kept more or less under control,
se in proportion to this projected increase
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in the money supply. The forces determining corporation cash holdings are now
largely independent of the totazl growth in assets and liabilities of the benking
system. Tapering off of expansion in work in process and other inventories, as
well s in receivables, will tend to strengthen cash positions, and the same is
true of reductions in plant and equipment outlays. On the other hand, profits
are rigorously limited by corgoration taxes. Larnings esrmarked for tax pey-
ments will continue to be invested in tex-anticipation notes to & considerzble
extent. Dividend payments end retirement of debt will absorb surplus cash funds
in many ceses. If price controls weazken, corjorations may try to hold on to
liquid resources in order to meintain their reserves of purchasing power, but
the first impact of incipient price inflation--at least on war industries-- .-
will be on the cost side and mounting dollar volumes of inventories znd receiv-
ables will tend to check cezsh accunulation.

The likely growth in business corporation cash over the coming year
1943 should not be set et more than 4 to 6 billion dollars at the outside (zs
compared with the recent rate of about 2 billion & year). On the other hesnd,
unless there is s merked steoping up of individuzls' purchases of bonds, the
growth in the money supply msy amount to z2s much «s 30 billion dollars, or =
rise in one year of over 40 per cent in totesl demand deposits and currency.
Alresdy in the third quarter of 1242 the growth =ppears to have exceeded 5 bil-
lion dollars. A money expension of 30 billion dollers in 1943 would probably
mesn a growth, within & single yesr, of around 25 billion in demend deposits
end currency of individusls (end unincorporated business). This is =pproximete-
C:: ly four times the recent rate of growth (=2bout 6 billion ¢ yesr) =nd would mean
- an increezse in 1943 of 60 per cent or more over holdings at the end of this yesr.

There is no logicel impossibility in a 25 billion dollar incresse
within one yecar in the cosh of individuazls (and unincorporated business), even
without price end income inflation., Production and incomes will be considersbly
higher in the aggregete, though gains will tzper off., But goods available for
consumers will be much l:ss than in 1942, even =llowing for lsrge use of present
inventories. Individunls' current finecncial savings in 211 forms mey quite con-
ceivably exceed those of 1942 by 20 billion dollars or more, despite higher
taxes. Certesin forms of saving, such s liguidation of debt, will be less im-
portent than in 1942, 2nd this will further incresse the volume of saving taking
other forms, such s bonds ond cash, Purcheses of securities by individusls
will incresse, but the kind of estimate of the money supply with which we are
deeling does not ellow for 2 very grest increase in individuals' purchases of
securities. If individuals do not grestly incresse their buying »f Government
bonds, the Tressury will heve to rely on the banks. This is why the money sup-
ply may increase so much next yesr, Failure to buy bonds with unspent income
is e¢lso the resson why individuals' cocsh will incresse so much, zccording to
these estimetes. But if individusls con be persuaded or required to lend = sub-
stantial pert of their increesing savings to the Government, both bank invest-
ments #nd individuals' cesh holdinzs csn be held to lower levels.
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Qutlook: pressure on the retail price structure

The inflationary implications ¢f currently zccepted estimates of in-
dividuels! bond purchases, znd the estimates of cesh holdings to which they
lead, c=n be vividly seen by contrasting the nezture of the projected cash zccu-
mulation with what has airezdy occurred.

The incresses in 1941 and the first helf of 1342 in cash of individ-
usls (end unincorporated business) were related to tremendous incresses in con-
sumer incomes, For exemple, it has been estimeted that femilies snd single
consumers with incoumes under §£3,000 in 1941 (eighty-four per cent of all
families, to whom has gone two-thirds of the sggregsete incresse in incomes this
year over lost) ere now receiving incomes {300 2 yesr higher, on the aversge,
than & year ago, This average covers meny families with littls or no gein who
ere feeling the pinch of a rising cost of living, but it zlso covers meny femilies
with steadier work at higher weges and many in which sdditionszl members sre go-
ing to work. OSuppose the "overage" frmily in this grest group hes incressed its
currency on hand and its brnk deposits by $80 over the yesr, or sbout the amount
of two and & helf wecks' poy at present. That would saccount for nearly 3 bil-
lion dollsrs of increese a year in money holdings of individuals, much of which
would be in currency. There hes pJrobebly been some increzse in holdings of un-
incorporsted business, too. The remaining 2;-3 billion dollers--rnd possibly
more, if the increzse for lorer-bracket femilies has been put too high--must

c:: be found in holdings of the upper sixth of frmilics and sinzle Dersons. Though
their gains (especizlly in the £3,000-510,000 range) have not bzen so gre:t,
femilics whose incomes were over $£3,000 lust year still receive nesrly half the
notion's total consumer income. In the uoper brackets, provision for increased
texes may heve been e significent forcs for ccsh sccumulation. To sum up, the
growth of individuals' cash up to the middle of this yesr may be explained by
greater liquidity due to large gezins in incomne of many in the lower brackets
and to # combinetion of income geins and other fectors in the higher brockets.

Contrast this with whet may hspoen next yeer. In 1943 similsr forces
will still be a2t work, but by far the lergest sart of s 25 billion dollar =n-
nuzl increzse in cazsh of individurls (2nd uninecorporsted business) would come
from restriction of consumption, rether than from gains in untaxed income.
Meny families would find it necessary, bzczuse of limited supplics, to 2dd an
amount equal to several months' income to their cash accumulations. The facts
of the production outlook do seem to indicate thoat individuals will be obliged
to sccumulete lerge sums of unusesble purchesing poser., Can they be persusded
or requirad to lock up this purchasing pover in Government bonds for use after
the wer? If so, we shall be able to limit both benk financing and cesh sccumu-
lation by individusals. If not, this purchesing power overhanging the reteil
mrrkets will constitute o tremeondous obstacle to successful price control and
equiteble retioning.
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ESTIMATED DISTRIBUTION OF DEPOSITS AND CURRENCY
Yesr-ends, 1939-1941, ond June 30, 1942
(in billions of dollars
Dec.31,1939{Dec.31,1940 [Dec.31,1241 [June 30,1942
Totel deposits and currency 64 .1 70.8 78,3 82.1
1. 7U.S., State and local :
governments 4.3 4,6 6.1 6.2
2. TFinanciel corporations,)| -
benks!' trust depart- ) 6.1 6.9 6.5 6.3
ments, and foreigners)
3. Sovings deposits 4.7 25.3 25,4 29,1
Remsinder 9.0 34.0 40,3 44,5
4, Non-financial corporations B.5 103 10,5 R 5 e
5. Demand deposits and cur-)
rency of individusls ) 20.5 23.7 29.8 32.8
(incl.unincorp.businesg
52, Currency outside banks 6.4 Tsd 2.6 10.9
5b. Demand deposits of in- )
C dividuals (incl. un- ) 14.1 16.3 202 21.9
incorp. business) ) .
Movement of industrial corporetions' cash sssets, lst half of 1942
44 industrial corporztions (excluding Genersl .dotors) with sssets over
25 million dollars on June 30, for which semiannual bslance sheet reports zre
aveilsble, showed =n increase of 15 per cent in their cssh holdings (exclusive
of msrketoble securities and tex notes) in the first holf of 1942, 32 smeller
corporations, with asszts between 10 and 25 million dollars, showed a similar
percentage increase in cash (17 per cent, to be exact). 75 still smaller com-
panies, with assets between 1 and 10 million dollars, had e#n increase of about
one-third, but this result may conceivably be far from representative of =11
corporations of this smaller size. Even the goains of the larger corporations
in the sample cennot be used as 2 guide to overall figures without considering
other changes in their baslance sheets,
Changes in cash for large corporations depend to a considerable ex-
tent on simultaneous changes in their holdings of marketable securities and tax
- '
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notes. Total cash and equivalent of the 44 companies with assets over 25 mil-
lion dollars incressed 4 per cent, @s agzinst increases of 5 per cent and 2 per
cent in the first and second halves of 1941, In the next smaller size group
the gain in the first half of 1942 wes a little over one-gquarter; this was
greater both in dollar smount and percentage rise than the gains in each half
of 1941, The 75 smellest compenies for which figures were collected had =
greatly sccelerated rate of incressec in cash and eguivalent, a2bout 38 per cent
of the end-o0f-1941 amount, 2s compared with an incresse over the full yesr 1941
of only 29 per cent.

Two observstions mey be made on these results., First, as to the like-
ly increzse in cesh plus merketable securities snd t=x notes for all industrisl
corporations (end perhaps clso for =1l non-finsncial corporations), the dats
sugegest & more or less steady continuation of the previous two years' gcins,
roughly estimated et 17 2nd 20 per cent a year, respectively. OSome weight, but
not too much, should be given to the scceleration of incresse shown by smcller
companics in the sample, A 12 per cent increase in cs=sh and equivalent in the
first half of 1942 for a2ll non-finencial corporations would be about 1.7 bil-
lion dollers. During this period outstanding tax-anticipation notes ig%xg&g%@ 5
0.5 biilion. It apoesrs, therefore, thet the half-year's increase in Bd inéé§7
cash (exclusive of merketcble securities ond tax notes) mcy have been about a
billion snd a2 querter dollars, or 1l per cent, a&s compared with 1.8 billion
estimated for the full yesr 1940 and no more thon 200 million dollars or so in

(::i 1941 when th2 tax notes first became svailable.

Second, a@s to differences between the very large and the smaller or
middle-sized corporztions, the deta here reported do not necesssrily indicate
greater liguidity at the present time for the smeller compsnies than for the
large, beczuse the need to provide for rising taxes is responsible for much of
the incresse in corporation cesh and equivelent during the psst year or two. If
eccrued tax liabiiities sore deducted from cssh and equivalent on hand, the sam-
ple corporations with total =ssets over 25 million dollars show a decline from
June 1941 to June 1242 of 32 per cent in "net cash," the sample companies in the
10-25 million dollsr group = decline of 32 per cent and the 75 smaller corpora-
tiong & decline of 19 per cent, (This comparison is made for June-to-June in
order to even out the voristions in half-yezrly periods in the relstion of cash
essets to reported tex lisbilities in the different size groups,) In all size
clzgses, cosh on hand, not required to liquidnte tax 1liabilities alresdy in-
curred, h2s declined over the sest yerr. While the decline for the reporting
comprnies with assets between 1 =2nd 10 million dollars sppears to have been
less then for lorger compsnies, it must be remembered th-t the ssmple, at this
size level, is extremely small and quite possibly not representetive.

Deduction of the full cmount of teox liabilities in messuring "net
cesh" is not altogether reslistic. OFf course, texes scerucd one year but not
payable until th: next szre just as much 2 charge ~gcinst the first year's eecrn-
ings es are lobor and meterisl costs, Nevaerthcless, tex liabilities, like
other current liabilities, may bes met out of future ecrnings or by future liqui-

<::: dation of inventories =nd receivebles. The desirsbility of accumulating snd
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earmerking cash essets equal .to = substential part, at least, of unpaid taex
liesbilities is dicteted by the great size of these liabilities and by the un-
certainty of relisnce on future ezrnings--=n uncertointy which grows as com-
panies approach and pass thelr pecks of wertime operations,

If we teke a middle ground, and assume that at present corporztions
ought on the sversge to be ecermarking cash essets 2gsinst half their accrued
and unpeid profits tax lisbilities, we mey compute their "free ccsh" by deduct-
ing one-half of tax lisbilities from cash on hand. The 44 largest compcnies
show = 5 per cent decline in free cash so defined, from June 1941 to June 1242,
while the 32 next largest show a 24 per cent increase, and the 75 smaller com-
penies a2 35 per cent incresse. These gains in frec cesh for the aiddle-sized
and  smaller corporations occurred zlmost entirely in the first half of 194Z,

Differences among industries

Industrial subgroups of the ssmple in which decresses between June
1941 =nd June 1942 in total cersh assets net of tex Lisbilities were le=st fre-
quent included producers of bosic metels (including several smaller steecl com-
panies--none of the large compenies publishes mid-yezr reports), producers of
0il, snd rubber compenies. Ono chorezcteristic sharcsd by these industries is
that their inventories #nd receivables have not incressed greatly. But even in
<:: these groups, the medien company h=ad little or no gzin in "net cesh."

Substentisl incresses in cash snd oquivelent (disregerding tex lie-
bilities), occurred in these same groups.l/ Other significsnt increases in cesh
assets occurred rmong menufacturers of chemicals (pertly beccusc of large ed-
vence poyments on contracts).

In other industrial groups, such as foods, textiles, paper, and a
large renge of machinery snd met=zl products industries, incresses in cesh ossets
from June 1941 to June 1942 voried widely from compsny to company, with the med-
ian percentages of increzse not significantly lower thzn in some of the groups
previously mentioned. Totnl dollar figures for the reporting compsnies in these
groups, hovever, showed small iancrenses or even decresses in cash znd equivalent
over the twelve-month intervsl,

General uotors.

Figurss for General Motors Corporation, by far the largest of the com-
pani:s reporting semicnnuslly, were excluded from the computations for this memo-
randum becsuse of their peculior movement which would heve distorted the general

l/ In the oil group, =z decrease for the largest compsny offset increases for
eleven other companies.
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conclusions from the sample., Generel Motors! cash and cquivalent showed & sharp
decline during the first h=1f of 1942, contrary to the usual seasonal movement
in the sutomobile industry in e=zrlier y=ars, including 1941. This decline was
essocisted with large increcses in inventories and receivables.
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