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CORPORATE CASH BALANCES

19M-43

The use of cash balances of business enterprises

has attracted attention for many years. In the

twenties corporations and other business units

were accused not only of contributing to the

stock exchange boom by lending part of their

cash balances on call, but also of feeding the

financial markets at the expense of the markets

for commodities. During the thirties the charge

was made that corporations contributed to the

stagnation of the economic system by holding

excess cash balances instead of investing them.

Dr. Lutz traces the behavior of cash balances

of business enterprises over the three decades,

1914-43; analyzes the reasons for their behavior;

and discusses some of the implications of the

present cash balance position of corporations.

The analysis attempts to answer such questions

as: Does the behavior of corporate cash balances

over the period 1919-39 show a definite pattern;

if so, what factors determine this pattern? How

did corporate cash balances behave during the

period of World War I? What influence has

World War II had on the movement of cash

balances?

The study centers around manufacturing cor-

porations, but a brief discussion of trade corpora-

tions also is presented. Annual financial state-

ments of samples of corporations, collected in

connection with the Business Financing Project

of the National Bureau's Financial Research

Program, provide the basic data for analysis. Cash

(Continued on back flap)
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PREFACE

THIS MONOGRAPH ON CORPORATE CASH BALANCES in manufactur-
ing and trade, undertaken as a special inquiry under the Financial
Research Program's War Financing Project, was prompted by the
spectacular growth in corporate cash balances since the outbreak
of World War II, and by the question of the significance of this
growth to the functioning of the financial system during and after
the conflict.

So often in investigations of limited or specific objective, a
demand soon develops to extend the scope of investigation and to
make the fullest possible use of available data. In this instance
the demand was especially compelling because of the need for
historical perspective in judging the significance of wartime devel-
opments; in order to evaluate the abnormal, some reference base
is required. This compulsion to expand the scope of inquiry was
reinforced by another. In contemporary theories of the value of
money and of the role of money in business fluctuations, the be-
havior of cash balances of consumers and business enterprises plays
a central part. Yet theorists have never had an adequate body of
empirical information from which to derive hypotheses or to test
them. in other words, the initial problem of analyzing changes
in the cash holdings of enterprise during the war period led into a
strategic area, well-stocked with assumptions but poor in data.
For these reasons the study was enlarged to its present scope,
covering developments since the beginning of World War I.

The present study has been limited to manufacturing and trade
corporations, and to samples of companies in each field, because
consistent, tested financial data are available chiefly for these
groups. The time period covered, 19 14-43, is similarly explained;
however, it covers a reasonably long time span, including two war
periods of four years each and two decades of peace.

The study is included in the National Bureau's Studies in Busi-
ness Financing because of its close relationship to other mono-
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viii Preface

graphs in this series which have been published under the Business
Financing Project of the Financial Research Program. Primary
records of corporate financial data compiled under this Project
have many uses aside from the specific purpose for which they
were prepared, and it is the desire of the National Bureau's Com-
mittee on Research in Finance that these materials be fully
exploited, with the object of contributing to a better understanding
of how business enterprises finance their operations in good times
and bad. From time to time as resources permit, supplementary
studies covering special corporate financial problems will be issued.

The present study is sponsored jointly by the Economics
Division of the Institute for Advanced Study and the Financial
Research Program. Its author, Dr. Friedrich A. Lutz, is a mem-
ber of the Institute's economics staff, on leave of absence from
Princeton University where he is a member of the Faculty in
Economics. The participation of the Financial Research Program
was made possible in 1942 by a two-year grant from the Carnegie
Foundation for a study of the impact of the war on business
financial structure. The merging of research interests to explore
a vital financial problem has resulted in a more adequate and
thorough study than could otherwise have been produced.

We wish to acknowledge our debt to collaborators in the
Financial Research Program for their generous and searching
criticisms of the two drafts of this study. These include several
university specialists, the author's associates at the Institute for
Advanced Study, the economists of a number of banks, the tech-
nical experts of government agencies, and the members of the
special committee appointed by the American Institute of Ac-
countants to cooperate with the National Bureau's Committee on
Research in Finance.

The statements made and the conclusions reached in the study
are the sole responsibility of the author and do not necessarily
represent the opinions of those who criticized the first draft or of
the organizations that furnished financial support for the study.

RALPH A. YOUNG
January 1945 Director, Financial Research Program
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