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Abstract

The following article discusses the importance of effective cash management for private as well as public sector
organizations. The study pays special attention to the management of government cash flow, which represents an
integral part of strong public finance management. Going forward, the topic is particularly critical for countries
with underdeveloped financial market, as far as efficient government cash management means to have treasuries
as active market participants, affecting positively on money market development. Authors summarize existing
experience worldwide on how to approach cash management reform and present the ways to forecast cash flow,
identify idle resources and invest them in financial instruments. In addition to the theoretical summary, the
paper presents practical suggestions on how to manage cash flow in the face of the current Covid-19 crisis. In
particular, the study focuses on the challenges posed by the pandemic, as well as the efficient ways to address
them, ensuring public money reaches the right place at the right time. Consequently, the findings of the paper
might have practical value for a number of stakeholders, especially for developing countries, which are in the
early stages of government cash management reform and don’t have well established debt markets.
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I.INTRODUCTION

“Cash is king” — this age-old expression illustrates the widespread idea that cash liquidity represents an
important determinant in the overall financial strength of the business. This term is commonly used in the
corporate world of investments to recognize money as the most worthwhile asset. It also refers to company’s
capability to have adequate amount of cash ready for meeting its short-term obligations, running operations
smoothly, purchasing assets or financing other efforts and initiatives.

During many years, proper framework for planning and management of cash liquidity has been a topic of
consideration for many scholars in the academic finance. Back in 1974, Lawrence J. Gitman examined the
challenging process of corporate liquidity estimation and presented simplified techniques for determining
minimum optimal level of liquidity for a given firm (Gitman, 1974). Aggressive liquidity management enhances
operating performance and is usually associated with higher corporate values in spite of differences in structural
characteristics of countries and firms (Wang Y.-J. , 2002). Having proper tools for cash liquidity management is
of particular importance during the times of uncertainties so that the country does not find itself in a recession.
The monetary and fiscal policies are responsible for liquidity management but during the recession and recovery
these policies appear to be ineffective (Mozhi & Nedelea, 2017). Cash management on a basic level groups the
management of collections and payments, liquidity monitoring and short-term treasury forecasts, while on an
advance level it envisages the management of treasury deficits and financial risks (San-Jose, Iturralde, &
Maseda, 2008).

In the corporate sector, it is today’s common sense that cash has become king across the countries and
world global markets, because management of cash is of paramount importance for the overall activities of a
business and for smooth running (Khatik & Jain, 2009). In light with the Covid-19 pandemic and stock
markets diving thereby, investors’ raising concern for the safety of their cash has been actualized. The
rationale is understandable, as far as pandemic resulted in a substantially fluctuating prices of traditional
instruments (bonds, stocks) and commodities (gold, oil), raising treasury yields across the world and sharp
volatility of relatively new instruments, like Bitcoin. While being in the midst of the crisis, the rush into cash
has been intense. As actions speak more loud than words, some of the actions observed recently include the
following: Big corporations like General Motors (www.reuters.com, 2020), Fiat Chrysler (www.reuters.com,
2020), Boeing (www.reuters.com, 2020), the world’s top oil and gas companies (www.reuters.com, 2020) are
drawing down credit lines to buffer their cash reserves during the uncertainty around the coronavirus health
crisis. Eight giant U.S. banks including JPMorgan Chase & Co. and Bank of America Corp., that are funding
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those credit draws, agreed to pause buying back their own shares through the second quarter, to conserve cash
and focus on supporting clients and the nation during the coronavirus pandemic (www.bloomberg.com, 2020).

The severity of current situation is a challenge not only for private companies, but also for governments,
central banks and other regulators. They have to address the liquidity difficulties with quick and comprehensive
measures. For instance, on March 23", the Federal Open Market Committee (FOMC) announced launching new
quantitative easing program meaning to purchase at least $500 billion of Treasury securities and at least $200
billion of mortgage-backed securities (www.federalreserve.gov, 2020) with the purpose of supporting smooth
market functioning and the flow of credit in the economy. Some states in US started to use their rainy day funds
to support public health efforts. Number of international donor organizations and development agencies,
including IMF, have pledged to support governments to maintain fiscal sustainability.

While strong cash flow enables corporation to be more flexible in business decision-making, no less
intense and important is the management of liquidity in the government sector. Effective and efficient cash
management is an essential ingredient for sound public financial management, as far as it enables the
government to be able to fund its expenditure in a timely and proper manner. Over the past decades, we see
many countries advancing in their public cash management process worldwide.

This process was preceded by a wide academic discussion that has been going on for decades and has
ultimately contributed to the emergence of theoretical doctrines that have laid the foundations for successful
public cash management policies in various countries. The topic of Public Financial Management has a broad
analytical basis in science. In particular, this doctrine is formed as a result of the development of various theories
and adequately reflects the content, goals, development path and areas of application of the concept.

Public Administration theory has made a significant contribution to the study of the public sector
management process. The development of management theory in the field of public administration took place
through the modern theoretical direction of New Public Management. Like other middle-range theories, the
theory of New Public Management originated from the field of business since the 1960s and merged with the
concepts of public administration. The New Public Management has successfully replaced the old principles of
public management, and it was soon established as an influential theory that closely linked practice and theory.
“In management theory, the New Public Management doctrines are the contemporary winning arguments
concerning how to manage government agencies. The theory of management that was part of the inception of
public administration made important contributions to improving the effectiveness and honesty of government”
(Frederickson, Smith et al, 2012).

Jack Rabin linked the task of defining the theoretical foundations of the Public Finance Management and
Budgeting sub-discipline to the main theoretical framework of Public Administration in his 1989 inaugural issue
of Public Budgeting and Financial Management. (Rabin, Hildreth et al, 2007).

Another important theory that describes and explains the phenomenon of public administration is Public
Institutional Theory. It clarifies the relationship between organizational structure, rules and norms, results and
accountability in public institutions. Institutionalism also implies the idea for efficiency, results, and
purposefulness. (Frederickson, Smith et al, 2012).

A convincing explanation for institutional behavior within public administration is given by classical
work of James Q. Wilson which describes in depth the phenomenon and demonstrates the insufficiency of
economic and market theories for the analysis of institutional behavior (Wilson, 1989).

Financial Policy is an important topic of public administration, whereas government cash management is
of key importance to financial policy performance. Numerous theoretical and practical studies are conducted by
academic institutions, International Monetary Fund, World Bank, development banks, think tanks and consulting
agencies to explore in depth this issue.

Successful financial policy is largely driven by effective government cash management. Successful
management of funds in emerging markets and countries is possible by ensuring liquidity and at the same time
minimizing the costs and risks of settlement operations. (Williams, 2009). The concept of cash management
involves achieving specific goals by ensuring high cash safety, liquidity and high return on investment. Overall,
in the case of a successful model of cash management, the optimal balance of cash is achieved, the daily needs of
cash is met and a high investment return is earned (Wang X. H., 20006).

Countries need to have proper liquidity management tools in place. This article explains how to approach
government cash management reform and in what way to address cash preservation/generation challenges during
Covid Pandemic.

II. WHY IS THE GOVERNMENT CASH MANAGEMENT SO IMPORTANT?

Government cash management has four major objectives (Lienert, 2009):
e To ensure that adequate cash is available to pay for expenditures when they are due.
e To borrow only when needed and to minimize government borrowing costs.
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e To maximize returns on idle cash, i.e., to avoid the accumulation of unremunerated or low yielding
government deposits in the central bank or in commercial banks
e To manage risks, by investing temporary surpluses productively, against adequate collateral.

The core challenge in government cash management is the fact that revenue inflows and payment
obligations generally do not match exactly and governments have to deal with this gap. These gaps are
particularly evident during the crisis. This is well illustrated in the chart below, which compares the quarterly
data of revenue and expenditure of Euro Area countries (EA-19) in 2009 and 2019 (Eurostat, 2020):
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Figure 1: Quarterly gaps in revenue and expenditure in EA-19
Source: Eurostat

Even more frequently large gaps are the case when it comes to less developed countries, like it is

illustrated below in case of Tanzania:

Share of total annual revenue and expenditure of Tanzania
by quarter in 2012
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Figure 2: Quarterly gaps in revenue and expenditure in Tanzania
Source: Ministry of Finance of Tanzania

The gap between revenue and expenditure in some quarters is a challenge for the government, which
needs to be always ready to fund its expenditure in a timely and proper manner. Therefore, countries need to
have proper cash forecasting and management tools in place. Government cash management is closely linked to
annual cycle of budget preparation, approval and execution (Andrews, Cangiano et al, 2014). In most advanced
economies, adopted budget is credible, budget control system is well-established and there is usually a strong
political commitment to delivering the budget as approved by parliament. These factors together with developed
capital and money markets enable the governments to borrow and finance the temporary gaps between revenue
and expenditure.

Active cash management, which includes the use of T-bills, repos/reverse repos, collateralized term
deposits and other short-term financial instruments on the both side of the balance sheet, help not only to manage
balances and timing mismatches, but also to develop domestic financial market further. Namely, by ensuring the
availability of cash and avoiding unnecessary idle cash balances, net borrowing costs are minimized on the one
hand and at the same time, the use of the repo or similar secured market instruments by government cash
managers contributes to activity in the money market and stimulates the government bond market thereby
(Pessoa & Williams, 2012). These active cash management approaches have led to integration of cash and debt
management functions. In the UK, Sweden, Hungary, New Zealand, Australia and many other countries, debt
management and cash management offices have effectively been merged. By smoothing government cash flows,
active cash management has also facilitated monetary policy operations, since the government is one of the main
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contributors to liquidity in the banking sector (Pessoa & Williams, 2012). Ultimately, Effective cash
management contributes to the smooth implementation of the operational targets of fiscal policy, the public debt
management strategy, and monetary policy (Lienert, 2009).

On the other hand, governments in less developed countries typically are not able to count on advanced
banking sector and developed money market to raise the funds when it is necessary. Even though the process of
improvement has been observed in many developing countries, the World Bank’s reports like “Debt
Management Performance Assessment (DemPA)” (www.worldbank.org, 2020) and “Public Expenditure and
Financial Accountability (PEFA)” (www.pefa.org, 2020) reveal that in many developing countries cash
management is still way far from advance countries practices. In some case cash flow forecasts are produced on
a monthly basis for the full year, no weekly or daily forecasts have been developed and even more importantly,
no active cash management is practiced. Thus, considerable cash surpluses accumulated on non-interest earning
accounts and not invested in interest-earning financial instruments are causing high opportunity cost. The
political, economic and institutional deficiencies contribute to disability in government liquidity management
and consequently the costs of having money readily available tend to be much higher.

One of the ingredient of Successful PFM is Treasury Single Account. According to study conducted by
the World Bank and Ministry of Finance of Indonesia, available data show that the implementation of TSA and
related decisions has generated a relatively significant amount of income for the government:

Table 1 - Benefit received from the implementation of TSA in Indonesia
Direct Benefit to the Treasury
(in Indonesian Rupiah - IDR)

Y2012 Y2013

Total Direct Benefit
received from the 4,217,936,444,901 2,534,282,466,032
implementation of TSA

Source: The World Bank, Ministry of Finance of Indonesia

In addition to the direct benefit, fiscal benefit of implementing TSA totals IDR 3,022.4 billion. On top of
these, some “non-quantifiable and indirect” benefits have emanated from implementation of the TSA, which
includes better coordination between cash and debt management and reduction in corruption (World Bank &
MoF Indonesia, 2014).

III. GOVERNMENT CASH MANAGEMENT REFORM APPROACH

Government liquidity management function is typically under State Treasury (Ministry of Finance) and
thus, among the required tasks needed to carry out Treasury’s mission is to develop reliable and appropriate
mechanisms and instruments for Public Cash Management. Cash management is usually regulated by the Budget
Code, which enables the Treasury to have a unified non-interest earning account (also called Treasury Single
Account) at the Central Bank and also to deposit free and available funds in commercial banks with the purpose
of receiving additional budgetary revenues.

Countries usually start making efforts to improve government cash management by introduced cash
planning procedures. Cash planning is conducted based on approved budget, which is split into four quarters.
The planning process is highly supported and strengthened by other reforms, like e.g. implementation of Real
Time Gross Settlement System and establishment of Treasury Single Account (Pattanayak & Fainboi, 2011).
The former (well-established RTGS) ensures government transactions to be conducted through modernized
banking arrangement, where the payment systems of National and commercial banks had been integrated. The
latter (TSA) facilitates to establishes centralized oversight and control over government’s cash belongings
(World Bank & MoF Indonesia, 2014).

Time after time, countries enhance the coverage of TSA (e.g. Georgia in 2015) and the number of
organizations served by their State Treasuries increases thereby. Even though, those new institutions are
commonly able to move money from TSA to commercial bank deposits for generating interest revenue and
maintain merely operational balance on TSA, this expansion still results in even more aggregation of idle
temporary cash balances on TSA. Thus, it triggers Treasuries (MoF) to develop further and move to active cash
management gradually. Ultimately, increasing the efficiency of the Treasury cash management system receives
high priority in PFM reform agenda.

Generally, the essence of cash management reform is to identify idle cash balances and minimize them by
keeping only the necessary minimum balances on the TSA to cover daily routine expenditures, and investing the
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excess cash in high liquid and interest-earning financial instruments (Pattanayak & Fainboi, 2011); (N.Jyothi,
2017). The reforming process is expected to be challenging, because it involved a substantial degree of analytical
judgement and coordinative skills. Three areas can been foreseen as primary challenges to deal with:

- Proper regulatory framework

- Credible cash-flow forecasting and planning models

- Relevant Instruments and systems for cash placements

To accommodate a need, Treasury should start active development of detailed and timely short-term
estimates of cash inflows and outflows. Usually forecasting is a technical exercise that requires special
cooperation with other stakeholders. In many cases, budget execution is conducted through the Treasury system,
which covers all line ministries. Therefore, comprehensive historical dataset is accessible. In addition, Treasury
should get budgetary data from Budget Department to ensure consistency with annual budget projections,
revenue forecasts - from the Fiscal Forecasting Department, debt service - from Debt Management Department.
Besides, Treasury should regularly consult spending details with spending entities, especially with major players.
These actions help to identify the amount and timing of some large flows in advance and with high accuracy.

The projections of other revenues and expenditures can be assumed to follow a regular pattern, developed
by analysis of past performance and by adding future estimates. Creating a typical pattern generally consists of
the following steps:

Government Cash Flow Projection Process

Apply those
estimates to
projected budget
data and derive
short-term cash
flow plan based on
clean past trends

Come up with
specific ratios and
metrics showing
interdependence
of various
variables

Add future one-off
Remove past one- items revealed as
off transactions to

get cleaned trends

Analyze historical
a means of

discussion with
spending entities

time series

Figure 3: Steps for Government Cash Flow Projection
Source: Authors

The projection models need to be refined and enriched over the years, until forecasted data prove to be
accurate and reliable. Ideally, Treasuries should produce monthly forecasts for the full year and daily forecast for
at least the upcoming month.

At the same time, cash management teams typically work to establish appropriate regulatory framework
and to develop money management tools. In that sense, the Treasuries in consultations with international donor
organizations, central bank and commercial banks, prepare regulations to manage cash resources accumulated on
TSA and approve by decree. The decree should state terms and conditions according to which that idle money
placement in financial instruments can take place. Basic features might be the following:

- Money is placed in financial instruments (bank deposits) through a Bloomberg auction, which ensures
the identification of winning bids in a free competitive environment;

- Itis allowed to use only high liquid and reliable financial securities (with relevant haircut), as a collateral
for deposits. The pledging process takes place in the CSD system.

- Transfer of funds to winner banks is carried out thorough the money management module, built into the
Treasury system, which envisages modern approaches and procedures for operational risk management,
such as: only protected (authorized) access, multi-layer authorization, clear allocation of functions and
duties among departments and individuals involved in the cash management process.

The success of the cash management reforms can be measured by the extent to which the average balance
on the TSA (which does not generate any interest income) is declining. Decreasing trend would indicate that the
cash flow is being accurately forecasted, only minimum operational balance is maintained on TSA and the
excess funds are being successfully identified and placed in commercial banks. Ultimately, Effective cash
management not only removes the need for cash rationing, it also opens up the scope for wider policy and
financial benefits (Pessoa & Williams, 2012).

IV. GOVERNMENT CASH MANAGEMENT DURING COVID-19 PANDEMIC

Public Finance Management can be referred to as a chain of rules, systems and processes, the strength of
which is limited to that of its weakest link. One of the essential links for strong PFM chain is an effective and
efficient cash management, which enables the government to fund its expenditure in a timely and proper manner.
Therefore, the more developed the cash management practice is, the less is the risk of failure to meet the
obligations. On the other hand, it is always easier said than done - there are many layers of difficulties in proper
cash management, especially, in times of uncertainties (Saxena & Stone, 2020)).
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As a classic “Black Swan” event, COVID-19 pandemic lead countries to painful reality all of a sudden:
economic slowdown, closed businesses, decreased tax revenues, restricted access to financial markets, stressed
society and increased social costs. Current crisis is like unchartered waters, the depth of which isn’t being
explored yet. Usually in critical situations problems compile, one creates the other. Encountering the
dramatically increased cash needs during outbreak, key considerations for government cash managers include
ensuring cash preservation and cash generation (Allen, Balibek et al, 2020). As cash management function is
typically under Treasury/MoF, some of the potential challenges Treasuries might face and relevant measures to
be taken, are summarized below:

Table 2 — Potential Challenges and Appropriate Measures in the Course of Crisis

UTILIZE ALL AVAILABLE AND POTENTIAL SOURCES OF LIQUIDITY IN THE BEST POSSIBLE WAY TO
KEEP SMOOTH FUNCTIONING

OBJECTIVE

CONSIDERATIONS CASH PRESERVATION CASH GENERATION

Cash Preservation is highly dependent on credible cash forecasts,
which in turn is affected by volatility in revenue and expenditure.
Thus, producing the reliable forecasts becomes very challenging;

Difficulties to generate money internally - In times of crisis, when
businesses close down and employees are laid off, governments
struggle to collect planned amounts from taxation;

Many countries struggle to have sound cash forecasting tools and
process even during ordinary stable times. Thus, it is twice more
difficult for them to assess cash needs propetly during the crisis;

Difficulties to generate money internationally - High uncertainty and
rush into cash resources makes it difficult for governments to access
enough cash on stressed financial markets;

Establish statutory framework for new budget funding;

Introduce wider range of available financial instruments to improve liquidity
position;

Determine and evaluate the impact of the emergency situation;

Develop stress-testing/scenarios, containing key variables, like: disruption in tax
collection, depreciation of currency, increase in debt service and social expenses:

Examine the opportunity of having credit line facilities with investment and
commercial banks, as well as with central bank;

Consolidate and forecast cash resources/requirements daily. Keep the focus on
relatively larger cash flow items;

Update
Reprioritize payments and adjust cash spending plans by focusing on

of cash plans daily to get cleat views on ing trend; Use debt service funds, if any, to safeguard liquidity position;

If possible, lessen cash buffer requirements temporarily and direct freed resources
to high priority areas;

Coordinate with budget and debt departments to recalibrate borrowing needs and
analyze the potential of external financing from international donor organizations
and devel agencies.

necessary/essential frontline services;
Coordinate internally - with debt, fiscal and budget departments more actively.
Share and discuss cash forecasts with them informally or through formal

if the latter isn't time co:
Coordinate externally - with major ministries and spending entities to ensure the

coherence of spending plans and facts;
Coordinate internationally - Explore options for temporary debt relief with
bilateral and multilateral counterparties.

Sourse: Authors

Nowadays, some countries worldwide are identifying and investing excess government cash flows in
financial instruments, such as bank deposits. Such activities may continue during the crisis, but with relevant
caution. In particular, it is desirable that the placements be short-term, collateralized by liquid securities with
appropriate “haircut” and be callable at any time. Having the option of breaking deposits is desirable, but it
should be used only in extreme situation, so as not to harm the banking sector. With that regard, it is important to
make placements in relatively small amounts and systematic manner (for example, weekly auctions for deposits
with one-month maturity) so that deposits can be returned systematically, without any need of prior withdrawal.

V. CONCLUSION

Reform of Public Financial Management Systems and Processes in many countries worldwide have been
always critical to secure long-term economic success and to maximize the efficient use of limited public
resources. Effective and efficient management of government cash resources support mobilization of additional
revenues into the central budget on the one hand and ensure provision of the commercial banking sector with
liquidity in national currency on the other. On top of that, daily consolidation and forecast of government’s cash
flow position, active coordination with internal, external and international counterparties, together with financial
arrangements and technical systems in place, help the country officials to evaluate the impact of the emergency
situations and reprioritize its activities quickly to address cash preseravation/generation challenges during the
crisis, like e.g. Covid pandemic.

“What doesn't kill you will make you stronger” - at least one takeaway, what the current crisis has
actualized, is the need of proper mechanisms for managing government cash resources. This, in turn, involves
the abilities to forecast flows, identify and place idle money into financial instruments, set up cash buffers, have
appropriate institutional arrangements and technical processes in place (including TSA and RTGS). Being in the
midst of crisis, hopefully, countries better acknowledge the necessity of strengthening public finance
management. In order to continue progress, it is time to set the bar high, set politics aside and team-up with local
and international counterparties to reform PFM more actively. Any reform comes with its own costs, but if the
strategy is tailored correctly to address specific promising areas, then the endurance and resources invested in
reforming process might result in a monumental undertaking.
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To summarize, the more developed the cash management practice is, the less is the risk of failure to meet

the obligations, therefore, increasing the efficiency of the Treasury cash management system should have high
priority in PFM reform agenda. The ultimate question is — when are we back to old normal? But it is already
obvious that there will never be “old normal”, instead there will be “new normal” — with new socioeconomic
reality. If lessons are learnt properly by countries, then current chaos might turn into opportunity to bring order
to Public Finance Management in general and government cash management in particular, and to transform the
shape of Covid-19 virus into the shape of gears, where one action transmits the power and accelerates the other,
as depicted on the below figure:

Figure 4: Process improvement through transformation
Source: Authors
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