
mak ing your sys tem sim pler and elim i nat ing time-con sum ing
tasks.

Dangers of Too Little and Too Much Cash
It may be ap peal ing to keep cash lev els at bare min i mums, es pe -
cially if your com pany is a heavy short-term bor rower. How ever,
if you keep cash levels too trim, you may run up against lim ited
li quid ity pe ri ods. Typ i cally, it is the trea sury man ager’s job to stay 
at tuned to the mar ket to see if li quid ity sources are dry ing up and 
to take steps to store li quid ity if nec es sary, be fore and af ter credit
con straints oc cur.

If you are faced with too lit tle cash, you usu ally have some
type of short-term bor row ing fa cil ity avail able or a short-term in -
vest ment port fo lio. How ever, if you also have an in ef fi cient cash
flow man age ment sys tem, you may have enough cash in the or -
ga ni za tion’s pipe line that would elim i nate the need to bor row the 
full amount of the cash im bal ance. Pipe line cash may not cover all 
your short-term needs, but ev ery unit of cur rency you save re -
duces the or ga ni za tion’s in ter est ex pense and helps prevent
illiquidity. 

You might think too much cash can not be bad. How ever,
too much cash tends to en cour age in dif fer ence among fi nan cial
ex ec u tives and can de-em pha size at ten tion on the cash man age -
ment ac tiv i ties, It can also cre ate ex cess bal ances in bank ac counts
that are not given much im por tance by the com pany’s financial
managers. 

Cash congestion
Large amounts of ex cess cash can cre ate cash “con ges tion.”

Cash con ges tion oc curs when there is far too much cash to be
man aged ef fec tively. Some in dus tries face this prob lem con tin u -
ally. For in stance, the real es tate-hous ing in dus try typ i cally has
mul ti tudes of ac counts be cause each prop erty or group of prop er -
ties has its own bank ac counts to han dle re ceipts, dis burse ments,
and, of ten, in vest ments. This can trans late into doz ens or even
hun dreds of bank ac counts, which cre ate this con ges tion be cause
es sen tially the cash po si tion for each prop erty or group of prop er -
ties must be man aged sep a rately. The more cash con ges tion there
is in your system, the greater your potential loss. 

                                      37

The Starting Place: Cash Central


