Corporate cash hoarding has to end to drive
recovery

The Financial Times

«Spending must be on fixed investment not just
share buybacks»

Is the era of corporate cash hoarding coming to an
end? Certainly an end is devoutly to be hoped for.
If US companies decided to run down cash to
increase capital investment, thereby driving a
more robust recovery, the benefit would be felt
around the world. The global economy would
likewise benefit if the corporate misers of Japan
and China were to help reduce Asia’s mountain of
excess savings.

If there is going to be movement in this direction
the likely starting point is the US. According to a
new survey of corporate treasurers by the
Association for Financial Professionals, US
companies are indeed starting to run down their
cash balances for the first time since the recession.
This squares with evidence in the national
accounts. Federal Reserve data show that the US
non-financial corporate sector has gone from
being a net lender to the rest of the economy, to
the tune of nearly $500bn at the peak in 2009, to
being a modest net borrower in the first half of this
year.

The snag is that this newfound confidence is not
being reflected in non-residential private fixed
investment, which Fed economists reckon
increased at an annual average rate of only about
4 per cent in 2012 and 2013. Net investment after
depreciation as a percentage of the capital stock
remains subdued, hovering around 1.5 per cent a
year.

In effect, animal spirits in the corporate sector are
being diverted into share buybacks. Such financial
engineering reduces the number of shares in issue
and artificially boosts earnings per share. For
executives whose bonuses and incentive packages
are related to earnings per share this works
wonders on overall pay. For shareholders it may
be another matter.

With equity valuations historically high, this is
unlikely to be an efficient allocation of capital.
That reflects an ownership vacuum. Over the next
12 months we will find out how damaging this
might be for the real economy if quoted businesses

Heo0XxiqHO 3ynNUHUTH HAKONIMYEHHS
KOPIOPATHUBHMX I'POMIOBUX KOIUTIB, 1100
3aIlyCTHTH BiTHOBJICHHSI

«Burparu noBuHHi OyTH cipsiMOBaHi Ha
IHBECTHIIIT B OCHOBHHH KaIliTaj, a He TIIbKH Y
BHKYTI aKITik»

Xiba epa KOPIOPaTUBHOIO TPOILIOBOTO
HaKOMUYCHHS N00irae KiHIs? 3BUYaifHO MIHPO
MO’KHA CIIOJIBAaTHCA Ha KiHelb. SIKmo 0
aMEepPHUKAHCHhKi KOMITaH{1 BUPIIIMIA 3MEHIIUTH
TOTIBKOBI rpoiili, 100 3017IbITUTH
KaImTaJOBKIAICHHS, THM CAMUM TIPOBOKYIOYH
OLTBIII BIICBHEHE BiIHOBJICHHS, TIepeBaru Oyiu 0
BiTYyTHI 110 BCbOMY cBiTy. [ T0GabHa ekoHOMiKa
TaK0X OTpumMasua 0 BUTOy, SKIIO O KOPIOpaTUBHI
ckHapu 3 Snonii Ta Kuraro 1omoMoriv 3MeHIIIUTH
ropy HaJJTMIIKOBUX 3a0IIaKEeHb A3il .

Sxmio Oyne pyx B IbOMY HanpsiMKY, IIBHIIIE 32
Bce BianmpaBHoto Toukoro Oyne CILIA. 3rigHo 3
HOBHM JOCJIIJDKEHHSIM KOPIIOPATUBHUX
ckapOHUKIB Acorianii GpiHaHCOBUX (aXiBIliB,
aMEpPUKAHCHhKI KOMIaHI1 TiCHO MTOYHHAIOTH
3MEHIIYBAaTH CBOI I'POIIOBI KOIITH B MEPIIUH pa3 3
MOMEHTY periecii. Lle BUpiBHIOETBCS 3 IOKa3aMHU B
HalloHanbHUX paxyHkax. Jlani ®PC nokasyroTs,
1m0 HeiHaHcoBUI KopriopatuBHuUil cektop CILA 3
YHCTOTO KPEAUTOpA JUIS PEUITI YACTUHU
€KOHOMIKH, 1110 Ha/IaBaB MO3UKH B PO3Mipi Maibke
500 mapna nonapis Ha miky B 2009 pori,
MIEPETBOPUBCS Y CKPOMHOT'O YUCTOTO
MO3UYaJbHUKA B MEPIIiN MOJIOBUHI IIHOTO POKY.

[IpoGnema B ToMy, 1110 1151 3HOBY IIPOSIBIICHA
BIIEBHEHICTH HE B1AOMBACTLCS B HEKUTIIOBUX
MIPUBATHHUX 1HBECTHIISIX B OCHOBHUU KarliTal,
KOTpI, K BBaXatoTh ekoHomicTH OPC,
3011bIIYBAIMCA B CEPEAHBOMY TUIBKU MPUOIU3HO
Ha 4 Bigcotku y 2012 12013, Yucti iHBecTHUIii
TMICJS aMOPTHU3AIlil Y BIZICOTKAX BiJl KamiTary
3JIMIIAIOTHCS IPUTHIYEHUMH 1 KOJIMBAIOTHCS B
paifoni 1,5 BijcoTka Ha piK.

[To cyTi, 1yxu TBapUH B KOPIIOPATUBHOMY CEKTOP1
BiJIBOJTIKAIOTHCS HA BUKYM aKkilii. Takuit
(h1HaHCOBUI1 1HKUHIPUHT 3MEHIIYE KIJIbKICTh
aKIii B 00iry i ITYy4YHO MiABUIILYE MPUOYTOK Ha
akuito. /1 KepiBHUKIB, Uni OOHYCH 1 TAaKeTH
CTUMYJIIOBAaHHS MOB'3aH1 3 IPUOYTKOM Ha aKIliio,
1€ TBOPUTH Uyjeca Ha 3arajibHii 3apo0iTHOI
miaty. [l akiioHepiB e Moke OyTH iHIIIa
cripaBa.
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In Japan, too, poor corporate governance plays a
part in corporate cash hoarding. With minimal
accountability to shareholders, companies
naturally hang on to cash. A deflationary
environment has also acted as a deterrent to
increasing what is already a high level of business
investment relative to the US. To its credit, Shinzo
Abe’s government has introduced governance
reforms designed to encourage companies to raise
payout ratios. Yet the macro side of Abenomics
will far outweigh governance reform because of a
misdiagnosis of Japan’s economic problems.

At root, the deflationary threat in Japan results
from underconsumption. The corporate sector’s
savings surplus — cash flow far exceeds
investment — is part of that. Business is simply
hogging too much of national income. Yet the
effect of yen devaluation has been to transfer
income to the corporate sector from the household
sector. To prevent increased consumption tax
weakening domestic demand, the government has
also reduced corporation tax and dished out
investment incentives to business, while raising
public spending. Once again the flows are the
wrong way round.

The prospect of change in China may be better. In
the effort to shift from an investment rate not far
short of 50 per cent of gross domestic product to a
more consumption-oriented economic model,
Chinese state-owned companies will be
encouraged to pay out more of their cash. Yet the
interesting question here is whether the beneficial
effect of less cash hoarding, in global terms, will
be offset by excessive saving in the eurozone.

The eurozone’s positive current account balance is
now running at 2.5 per cent of GDP. Since the
surplus represents an excess of savings over
investment, the eurozone is sucking demand out of
the world economy. And as a result of German-led
fiscal austerity the eurozone economy is on the
brink of deflation. While the European Central
Bank is buying assets in an attempt to loosen
policy, it is not clear that it can do so on a scale
and in atimely enough way to prevent deflationary
psychology setting in.

With fiscal tensions mounting and friction
between creditor and debtor countries over any
potential move by the ECB to quantitative easing
building up, the eurozone appears to have reached

3 ICTOPUYHO BHCOKOIO OIIIHKOIO aKIIii, pO3MOIiT
Karitany Oyne HaBpsia uu epekTuBHUM. Lle
BiloOpakae BakyyM BiacHOCTI. [IpoTsarom
HACTYIMHUX 12 MICSIIB MU JTI3HAEMOCS, IKUX
30UTKIB 116 MOKE 3aBJIaTH JIJIsl pEaIbHOT'O CEKTOPa
€KOHOMIKH, SIKIIIO 3a3HAYEHI MiIPUEMCTBA
MIPOJOBXKYIOTh MIISIBO IHBECTYBATH TUTBKU B
o0aTHaHHS.

B SInoHii Tex norane KOpnopaTuBHE YIpPaBIiHHS
BiJlirpa€ BaXJIUBY POJIb B HAKONUYEHHI
KOPITOPATUBHOI TOTiBKH. 3 MIHIMAJIbHOIO
Mi3BITHICTIO aKI[IOHEpaM, KOMIaHi1 IPUPOTHO
3aJIe)KaTh BiJl TOTIBKOBHX Tporieit. Jedmsmiiine
CepeIoBUINA TAKOXK BUCTYIIAE B IKOCTI
cTpuMYyrO4oro (akropa Jjs 301IbIIEHHS 1 6€3 TOro
BHCOKOTO PiBHA Oi3HEC-IHBECTHIIIN BIAHOCHO
CIIA. 3 uporo mpusoay ypsn Cinazo Ade BBiB
pedopMu yrpaBiIiHHS, CIIPSIMOBaHI Ha 3a0XOUYCHHS
KOMITaHi#, o0 miaHATH piBeHb BUILIAT. [IpoTe,
Makpo cTopoHa AOGESHOMIKH 3HAYHO TICPEBUIIUTH
pedopMy ynpaBiliHHA Yepe3 HelpaBUIbHUN
JiarHO3 eKOHOMIYHUX MpobieM AmoHii.

[To cyTi, nednsmiitai 3arpo3u B SnoHii €
pe3yabTaTOM HEJIOCTATHHOTO CIIOKHBAHHSI.
[Tpodinut ekoHOMIi KOPITOPATHBHOTO CEKTOPA -
IPOIIOBHIA MOTIK 3HAYHO MEPEBHIIY€E IHBECTHUIIIT -
1€ YacTUHA 11bOro. bi3Hec MpocTo eroicTuYHO
BUKOPHUCTOBYE 3aHaATO 0arato HalioHaJIbHOIO
noxony. [Ipore, edexT Big neBanbBallii ieHu OyB y
TOMY, 100 TIepeaaTH J0XiJl y KOpIOPaTUBHUN
CEKTOP BiJl CEKTOpa AoMallHix rocnogapcts. LIo6
3amo0IrTé 30UTBIIIEHHIO CIIOKUBAHHS IIISTXOM
MOJIATKy Oca0JIeHHs BHYTPILIHBOTO HOMUTY, YPSI
TaKO’K 3HU3UB KOPIOPATUBHUH ITOAATOK 1 HAJaB
IHBECTHUIIINHUX CTUMYIIB 1 Oi3HeECy, B TOM
caMMil yac MiIBUILIMBIIY JIep>KaBHUX BUTpaTu. |
3HOBY I'POIIOBI MOTOKH MIIIUTH HETPaBUIbHUM
[IISTXOM.

[TepcniextrBa 3MmiH B Kutai moske OyTH Kkpaiie.
[Iparayuyun nepeTH BiJ 1HBECTUIIIITHOT IIBHIKOCTI,
10 CKJIajac He Habarato MeHire 50-TH BiACOTKIB
Bix BBII, 10 GimbIn opieHTOBAaHOT HA CTIO’KWBAHHS
€KOHOMIYHOT MOJIeli, KUTAaHChKi JepKaBH1
KOMIIaH1i OyJyTh 3a0X04yBaTUCS
po3paxoByBaTucs Oinble TOTiBKOIO. [IpoTe mikaBe
MMUTAHHS TIOCTA€ B KOPUCHOMY BIUIMBI MEHIIIOTO
TPOIIOBOTO HAKOIIMYEHHS, B TI100aIbHOMY TUIaHi,
10 KOMIIEHCY€ETHCS HAJIMIPHOIO €KOHOMIEIO B
€BPO3OHI.

[To3uTuBHE canb0 paXyHKY IOTOYHUX OmNeparii
€BPO30HH B JIaHUI1 yac CTAaHOBUTH 2,5 BIZICOTKA



a pivotal moment. Current policy has failed. A
new approach needs to be thrashed out.

BBII. OckinpKy HaUIUIIOK ABJISIE COOOKO
MIePEBUILICHHS 3a011a/[)KCHb HAJl IHBECTHIISIMH,
€BPO30HA BUTATYE TOMHT 13 CBITOBOi €KOHOMIKH. |
B pe3yJbTaTl >KOPCTKOI OFOKETHOT €KOHOMII,
kepoBaHoi HiMequnHO10, eKOHOMIKa €BPO30HU
3HAaXOAMTHCS Ha MexXi Aedusamii. B Toif yac sk
€BponerCchbKUH IEHTPAIBHUIN 0aHK KYIy€e aKTHBH
B Ccripo0i mocaabuTH NOJITHKY, HE SICHO, YH BiH
MOXe€ 3pOoOUTH 11e B HEOOX1THOMY MacIiTadi i
JOCUTH BYACHO, 100 3a00IirTH YCTaHOBICHHIO
neIAIIHHOT ICUXOJIOT].

3 (pickambHOIO HAMPYXKEHICTIO 1 TEPTIM MiXK
KpeaUuTOpaMu Ta KpaiHaMU-O0pKHUKAMU HaJT
OyIb-sIKUM TIOTEHIIHHUM KpOK 3 60ky €11b momo
KUTBKICHOTO TTOM'SIKIIICHHSI, €BPO30HA, MaOyTh,
J0CsITIIa IOBOPOTHOTO MOMEHTY. [loTouHa
MOJTiTHKA TTpoBayiiiacs. HoBui minxia HeoOXiaHO
pETENbHO 0OTOBOPUTH.



