
Small Businesses 
and the 
Cash Management 
Culture 

The widespread adoption of cash 
management techniques by small 
businesses may mean the gradual 
disappearance of low cost 
business deposits for banks. But 
the same development offers 
banks a unique opportunity for 
fee-income. 

Small companies are on the verge of becoming 
participants in Amer ican business' cash manage-
ment culture. 

I n essence, cash management treats cash as an 
income produc ing asset, investing idle balances 
and managing cash f low to maximize funds 
available for investment. It requires up-to-the-
minute knowledge of a firm's financial posit ion, 
access to in format ion about investment alter-
natives, and a way to execute investment decisions 
quickly. Long domina ted by large firms w i t h 
sophisticated internal business systems, this cash 
management cul ture now is spreading to smaller 
firms (be tween $500,000 and $10 mi l l ion in 
annual sales). Major decreases in the prices of 
microcomputers over the last five years, combined 
w i th the vast increase in compu t ing power of the 
chip, have brought automated internal business 
systems wel l w i th in small corporations' budgets. 
Furthermore, reduced prices have st imulated an 
infrastructure of small computers and terminals 
that can be part of a vast and sophist icated 
corporate electronic network of the future. 

The spread of cash management and develop-
ment of the electronic infrastructure represent a 
challenge and an oppor tun i ty for banks. The 
challenge arises because low-cost deposits are 
disappearing w i th the spread of cash manage-
ment. The oppor tun i ty lies in the possibil i ty of 
generating fee income through the del ivery of 
cash management services such as balance re-
porting. Delivered primarily through the telephone, 
these services have begun to f ind increasing 
numbers of small business users. More small 
businesses are acquir ing data-processing capa-
bilities and expertise, and many are likely to 
demand increasingly efficient terminal-based cash 
management services as their sophistication grows. 

Recent developmenta l research projects have 
analyzed the spread of cash management and 
assessed the strategic implications of these trends 
in a deregulated environment.1 The data provide 
answers to the fo l lowing questions: 

• What special financial features characterize 
small businesses, and how are they changing? 
• To what degree have small computers and 
terminals penetrated these companies? 
• How do small companies use these devices? 
• Wha t financial services, if any, are being 
conducted through terminals and small com-
puters? 
• What is the out look for the future? 
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Small Business Market Profile 
Small businesses represent a sizeable market 

for bank services. According to Small Business 
Administrat ion estimates, more than 13 mi l l ion 
small businesses operate in the Uni ted States, 

- including over 10 mi l l ion nonfarm businesses. 
The small business sector consti tutes over 99 

4 percent of all businesses. In contrast, only about 
v 1,000 firms report annual sa lesof$100 mil l ion or 

more, and only 50,000 have sales between $10 
mil l ion and $100 mil l ion. 

In addi t ion to sheer numbers, small businesses 
are impor tant because of their relatively large 
holdings of checking balances and currency. 

IRobert Morris Associates' 1980 Annual Statement 
Studies provide a measure of business checking 
balances. The Studies present in format ion about 
averages for 118 industries that reported data 
across sales categories f rom $250,000 to $50 
million. In 81 of the 118 industries, the smallest 

• reported sales category ($250 ,000 - $1 mil l ion) 
had the highest propor t ion of total assets in the 
form of checking balances and currency. 

- The Cash Management Culture's Impact 
on Corporate Deposits 

If small businesses have relatively high bank 
balances, they form part of a business cl imate in 
which corporate bank balances have eroded 
sharply on a percentage basis. The Federal Re-
serve Board's Flow of Funds tables show that 
currency and demand deposits d ropped f rom 
approximately 63 percent of total l iquid assets of 

„ nonfinancial corporat ions in 1970 to be low 40 
percent in 1980. Where have these balances 

« 

The research efforts, conducted by Synergist ics Research Corporation of 
Atlanta, included the fol lowing 

» • Asurveyof 100 corporations between $1 million and $1 25 million in 
annual sales. This January 1982 survey focused on interest in automated 
investment services. Half the companies interviewed were between $1 
million and $10 million in annual sales. 
• Telephone interviews conducted in January 1982 with 25 decision 

,» leaders in bank corporate and trust departments and independent 
investment companies on the subject of automated investment services 
and money market funds. 
• Three focus groups conducted inJune 1982 with 26 small business 
executives and professionals. All companies had annual sales between 
$500,000and $10 million. Groups included both users and non-users of 
computers This research attempted to assess the business opportunities 

in the delivery of financial, accounting, communication, and other 
* services through terminals and personal computers. 

• A telephone survey of 400 corporat ions between $1 million and 
9 $125 million in annual sales conducted in June 1982. Half the 

companies sampled were firms below $10 million in annual sales. This 
survey examined mini-computer use and purchase plans. 
• A thorough review of secondary sources, included Federal Reserve 
Flow of Funds statistics, Dun & Bradstreet data and Robert Morris 
Associates' Statement Studies. 

gone? As Chart 1 shows, they have gone primari ly 
into t ime deposits. In 1970, t ime deposits ac-
counted for about 8 percent of total l iquid assets 
of nonfinancial corporations. They have j u m p e d 
two-and-a-half t imes over the last decade and 
now represent about 20 percent of total l iquid 
assets, and even that offsets only about half the 
loss of checking deposits. Investment in com-
mercial paper and repurchase agreements also 
has increased significantly. 

Finally, corporate deposits have been f lowing 
out of commerc ia l banks and into money market 
funds. Because the Flow of Funds tables classify 
money market funds as household assets, the 
tables do not clearly reflect corporate use of 
money-market funds. Some small businesses 
may be inc luded in the data, however, because 
they may part icipate in money-market funds via 
proprietors or partners' "personal" accounts. 
M o n e y market fund balances that cou ld be 
dist inct ly at t r ibuted to corporat ions stood at 
$18.4 bi l l ion at the close of 1981, according to 
Investment Company Inst i tute figures. 

The movement of funds from demand deposits 
into interest-bearing asset accounts reflects the 

7 0 7 2 7 4 7 6 7 8 8 0 

Source: Federal Reserve Flow-of-Funds Tables 

Chart 1 . Liquid Asset Trends of 
Non-Financial Corporations 
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spread of cash management over the last decade 
as large firms increasingly have sought market 
yields on their idle cash. There is every reason to 
believe that this culture soon wil l spread to small 
businesses, strongly affecting both their business 
methods and their financial relationships. 

What Bankers Say About 
Corporate Deposits 

Twenty- two bankers interv iewed in January 
1982 conf i rmed that corporate bank deposits 
are eroding. Seventeen of the 22 spoke of a 
recent erosion; 16 c i ted money market funds as a 
cause. The five bankers who said there had been 
no loss or that they did not know were from bank 
trust departments. It is unlikely that these trust 
bankers were heavily engaged in balance moni-
tor ing on the corporate side. 

Loss of deposits to money market funds ap-
peared to be particularly significant, according to 
some bankers interviewed. " W e ' v e been hurt 
more than the national trend. There are so many 
money market funds in our area, the loss is 
greater," said one Northeast trust banker. Another 
Northeast bank executive noted that the deposit 
loss has altered the way some banks conduct 
their business. "We 've lost corporate DDA (de-
mand deposit accounts) and savings balances in 
the last year. W e have to do more campaigns to 
increase balances, more asset/l iabil ity manage-
ment. W e purchase more outside funds," he 
stated. 

These bankers were extremely interested in 
of fer ing automated investment services to fore-
stall further balance erosion. In automated invest-
ment services, banks automatically sweep de-
positors' excess balances into a money market 
fund or other investment vehicle. Paradoxically, 
bankers fear that offer ing automated investment 
services on high yielding accounts wi l l erode 
corporate deposit balances still further, w i th 
major consequences. A Midwest corporate banker 
expressed the op in ion that"Excess balances wi l l 
drop. The average cost of funds to the bank wi l l 
increase." One Southeast corporate banker stated 
flatly, "The impact wi l l be severe." And another 
stated, " I t (automated investment services) wi l l 
have a very large ef fect—even greater than 
money-market funds." 

N o w that Congress has passed the Depository 
Institutions Act of 1982 authorizing banks to 
offer an account compet i t ively equivalent to 

money market funds, much of the bankers' 
enthusiasm for automated investment services 
may switch to these accounts. Nevertheless, a 
potent ial p rob lem remains. M o n e y market de-
posit accounts ( M M D A ) may help banks retain 
some balances that might have been lost to 
money market funds. However, the cost of funds ' 
can still increase. Low-cost deposits may continue 
to erode as firms shift funds f rom checking 
accounts to the higher-yielding M M D A . 

Erosion of Small Business Deposits 

Where is the deposi t erosion likely to be most 
severe? Bankers see it be ing particularly severe in 
the lower end of the corporate market. " In i t ia l ly 
it wi l l b e t h e l owerend of the corporate m a r k e t -
Si mi l l ion to $50 mi l l ion in annual sales," is the 
opin ion of one M idwes t corporate banker. A 
Southeast banker explained more fully, "Large 
corporations already do it (transfer funds f rom . 
checking accounts to high interest bearing invest-
ment vehicles) themselves. (Firms with) less 
than $50 mil l ion (in annual sales) wi l l be most 
affected." And a western corporate banker agreed 
that erosion wi l l occur primari ly in small business -
balances. "The major impact wi l l be in f irms 
under $20 mil l ion," he said. "Firms over $20 
mil l ion are already moni tor ing their balances." 

Thus, there are indications that the desire to 
obtain market yields on surplus funds is penetrat-
ing small corporations as wel l as large ones. This 
desire is likely to p rompt increased interest by 
small corporations in cash management and « 
investment services. At the same time, it presents 
a major challenge to commercial banks that have * 
relied on non-interest bearing corporate balances^ 
to fund loans. How should they compensate 
themselves for the loss of these balances? Charg-
ing fees on cash management services appears 
to offer a possible solution. 

Financial Practices of Small Businesses: . 
Is There a Market 
for Fee Based Services? 

The Synergistics survey of 100 middle-market 
and small businesses reveals some interesting/^ 
facts about the spread of the cash management 
culture to small firms (see Table 1). 

It indicates that small firms are as likely as large 
firms to invest in money market funds and 
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Table 1 . Comparisons of Non-Financial Corporations by Annual Sales 

Short-Term Investments 
Invests in money-market fund 
Invests in money-market instrument 

Use of Financial Services 
Collection/concentration service 
Delays mailing to extend float 
Funds disbursement account at last moment 
Does not attempt to extend disbursement float 

Internal 
Has one operating unit 
Has below 100 employees 
Has terminal communicating with financial institution 
Respondent has personal money-market fund 
Over 10,000 checks per year 

$1 -$10 $10-$25 $25 -$125 
Million Million Million 

% % % 

37.5 29.2 32.0 
60.0 62.5 60.0 

10.0 41.7 64.0 
20.0 33.3 28.0 
27.5 25.0 32.0 
35.0 20.8 28.0 

52.5 50.0 16.0 
75.0 54.1 4.0 
12.5 8.3 20.0 
60.0 54.2 48.0 
25.0 25.0 72.0 

money market instruments. Wh i l e these figures 
do not reveal investment amounts, they provide 
indirect evidence that balance erosion has spread 
to very small firms. If small f irms are as likely t o 
make short-term investments as larger firms, 
they probably are as l ikely to try to reduce idle 
balances in their checking accounts. 

Between one-th i rd and one-half of the sur-
veyed firms say they are interested in using, or 
already use, a service that automatical ly invests 
newly col lected funds or permits check wr i t ing 
against invested funds. This posit ive at t i tude is 
likely to apply to money market deposit accounts 
as well. 

Given the high propor t ion of small businesses 
and middle-market f irms that invest, plus the 
positive att i tudes toward new investment in 
high-yielding account services, corporate balances 
likely wi l l cont inue to erode. The major quest ion 
is whether corporate demand for high yields on 
idle balances can be conver ted into a demand 
for fee-bearing cash management services that 
wil l recompense the of fer ing inst i tut ion for its 
increased cost of funds. The survey suggests that 
the small business market for cash management 
services is virtually untapped. Such services as 
lock boxes and concentrat ion services have 
gained popular i ty among midd le-market corpo-
rations. The smaller the corporat ion, however, 
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the less l ikely it is to use these services. On the 
disbursement side, firms in the $1 mi l l ion-S i0 
mi l l ion sales category are the least l ikely to delay 
mail ing checks to extend float and the most 
l ikely to take no action to extend disbursement 
float. 

Given small corporations' interest in invest-
ment, why have smaller f irms been slow to use 
cash management services that increase the 
t ime that funds are available for investment? 
Many exist ing cash management services are 
designed to enhance the cash f low of firms wi th 
mul t ip le units and mul t ip le bank accounts. Con-
centrat ion services, for example, pool funds f rom 
mul t ip le sources. Balance report ing services can 
provide detai led in format ion on mul t ip le bank 
accounts. As Table 1 shows, small f irms are three 
t imes as l ikely as large firms to have only one 
opera t ing uni t . They have s ign i f icant ly less 
need for deta i led balance in format ion and funds 
concentrat ion than larger firms. Thus small f irms 
do not have the compl ica ted cash f low that 
might stimulate interest in using available services 
that enhance control over cash f low. 

A second reason for the l imi ted penetrat ion of 
cash management services among small f irms 
appears to be the firms' investment practices. 
Wh i le many small and large firms make short-
te rm investments, the t w o groups have di f ferent 
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levels of activity. None of the small firms (below 
$10 mil l ion in annual sales) invest in money-
market instruments on a daily basis, compared to 
40 percent of the large firms (over $25 mil l ion). 
Thus, because of the relative infrequency of their 
investments, small firms may have less demand 
than large firms for services that increase balances 
available for investment on a daily basis. 

The high m in imum amounts on bank short-
term investments may have contr ibuted to this 
situation. Small business, wi th lower volumes of 
cash flow, may take longer than large firms to 
amass m in imum amounts required by bank cer-
tificates of deposit and repurchase agreements. 
Whi le money market funds usually have far 
lower m in imum investment requirements, small 
firms may not yet have altered the investment 
patterns they developed for bank instruments to 
take advantage of the funds' lower balance 
requirements. 

Small Business Use of 
Microcomputers: 
An Opportuni ty for Banks? 

Small businesses use terminals to communicate 
w i th their f inancial institutions only half as much 
as large firms. One f irm in five wi th sales between 
$25 mil l ion and $125 mil l ion per year has such a 
terminal, whi le only one in 10 wi th sales below 
$10 mil l ion does so. 

Al though financial terminals are less popular 
among small businesses than among middle-
market corporations, small firms are increasing 
their use of microcomputers. Our survey of 400 
small and middle-market firms reveals that one 
in seven firms in the $1 mil l ion - $5 mil l ion sales 
category, and one in five in the $5 mil l ion - $10 
mil l ion category, purchased micro-computers 
(costing $1,500-$7,000) in the last year. Of the 
firms that d id not purchase micro-computers, 
one quarter are considering doing so in the 
coming year. Thus, although small businesses 
usually lack the complex cash f low and invest-
ment sophistication of large firms, they are installing 
the computers necessary to receive complex 
balance and investment information and to initiate 
transactions. 

As these computers go into place, the challenge 
to financial insti tut ions is to educate the firms 
about the machines' cash management and 
investment capabilit ies. Such services represent 

an oppor tun i ty for banks to earn fee income. 
Some banks may be reluctant to offer cash 
management services to small businesses because 
they fear further demand balance erosion. How-
ever, since this erosion is l ikely t o cont inue 
anyway, banks wou ld be wise to offer fee-based 
services in the small business market. 

Current Small Business Applications 
of Computers 

If small businesses are not buying micro-
computers expl ic i t ly for cash management pur-
poses, why are they buying? Our small business 
and professional focus group studies show that 
the primary reason for purchasing computers is 
to perform internal business functions. 

This research solicited opinions of three groups: 
• Small business non-users of computers. 
The participants were screened to ensure they 
had primary responsibility for, or primary know-
ledge of, their company's financial matters. All 
companies had annual sales between $500,000 
and $10 mil l ion. 
• Professionals who were non-users of com-
puters. The participants included medical pro-
fessionals, attorneys and accountants, both 
solo and group practit ioners. 
• Small business computer users. The par-
ticipants were screened to ensure that they 
were the primary user of the computer ; all had 
annual sales between $500,000 and $10 million. 

Among small business computer users, the 
primary reason for buying computers is to process 
accounts receivable, accounts payable, inventory 
control and sales analysis. Users are at least 
somewhat satisfied wi th the way their computers 
perform these funct ions and generally agree that 
their computers are wor th the cost. Non-users 
overwhelmingly perform these functions manually, 
although some firms use service bureaus and 
accounting firms for the functions. W h e n non-
users are asked to describe potential computer 
applications they have investigated, they cite the • 
same internal functions current ly per formed by 
computer in the user group. Here the emphasis 
on accounts receivable is even more pronounced. 

An examinat ion of the problems small busi-
nesses and professionals ident i fy in running the i r ' 
operations reveals the motivat ions of current 
and potential computer users. Small business 
non-users express the greatest concern wi th 
inventory control and monitoring price fluctuations. 
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By contrast, the major concerns of professionals 
are in the area of accounts receivable or billing. 

^ Attorneys and accountants both ment ion serious 
problems w i th billing. A l though service bureaus 
can perform billing, they of ten cannot bill a cl ient 
at mid-month. If work is comp le ted and a c l ient 

v wants to know his charges, a service bureau may 
t not be able to tel l them. 

Doctors ident i fy a related bi l l ing problem. 
•» Family practitioners develop long-term patient 

relationships and, hence, have relatively l itt le 
diff iculty collecting bills. Specialists, however, may 
see patients only once and are less able to br ing 
pressure on a pat ient w h o refuses to pay. Com-
puter bi l l ing practices can enable the specialist 
to generate a bill for a pat ient dur ing an off ice 
visit and thus permi t the specialist to ask for 
payment at the close of the visit. 

i 
Accessing Off-Site Computers 

* for Banking or Financial Services 
Y Regardless of focus group members ' interest 
J in using small computers to perform internal 
] business functions, there current ly appears to 

be litt le interest in using computers for external 
] transactions. This hesitance seems to stem 
I* f rom fears concerning the security of the firm's 

J . data. Wi l l a firm's data be mixed w i th data f rom 
| another firm? W h o else wi l l have access to the 

company's information? Unfamil iar i ty w i th the 
features and the value of cash management 
services may also help explain the lack of 

» interest. 
The small business focus group members 

" who expressed a desire to conduct f inancial 
_ transactions via a terminal either have compl i -

cated cash f lows or they have exper ience in 
» using a computer to conduct personal f inancial 

business. A small business non-user interested 
J in terminal-based financial services descr ibed 
, the complex i ty of his operat ion: 

" W e have nine stores in nine di f ferent 
locations in eight different cities in five different 
states. In our corporate location, we have 20 
checkbooks and we run a deposi t account for 
every story and the deposi t checkbook is kept 
at corporate headquarters. Our receipts, which 

A are deposited in the bank accounts of different 
stores, are then—through the t e l e p h o n e -
relayed several t imes a week to headquarters; 
checks are cut there and deposi ted in a 
corporate account to pay bills. We 've looked 

into havinga bank tha t w o u l d handle that cash 
concentrat ion for us. W e wou ld like to speed 
those transfers so we can take advantage—in a 
quicker fashion—of that money." 

A small business computer user who manages 
his personal f inances on a home terminal ex-
pressed interest in conduct ing his business 
finances in a similar manner. This execut ive 
uses his personal computer to reconcile 13 
checking and savings accounts, record stock 
transactions for tax purposes, and calculate the 
daily value of his investment portfol io. In con-
trast, most other computer users in the focus 
group were content t o let their banker or 
broker handle their personal and business 
finances. 

Compared to the small business executives 
in the focus groups, professionals expressed 
greater interest in using a computer to conduc t 
financial transactions, as the fol lowing quotations 
indicate: 

" I ' d love to get the informat ion about my 
bank accounts over a terminal right now, and 
ul t imately make transactions." 

"For us, a terminal service wou ld be attrac-
t ive because w e have two offices and deal 
w i th d i f ferent banks. J ust t o cut d o w n on some 
of the physical t ime of actually sending staff 
people to the bank wou ld be very helpful." 

A Potential Target Market Segment 

The research suggested that the service sector 
is a market segment that may be recept ive to 
banking services delivered via computer. A survey 
of 100 small and midd le-market f irms found 
service firms the most l ikely to have of f ice 
terminals through which they receive information 
f rom or communica te w i th f inancial institutions. 
One in f ive service firms has such a terminal 
compared to one in six manufacturers and one in 
10 wholesalers and retailers. 

It is possible that service firms' recept iv i ty to 
terminal-based financial services is related to 
familiarity w i th the benefits of micro-computers 
gained through experience. Service firms seem 
to have the lead in computer experience. Our 
survey of 400 midd le-market and small firms 
shows that service firms are most l ikely to have 
purchased a mic rocomputer in the last year. 
Twenty percent of service firms have made 
such purchases in the last year, compared to 
approx imate ly 15 percent of manufactur ing 

n FEDERAL RESERVE B A N K O F ATLANTA 53 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1983



and retail firms and 5 percent of wholesale 
firms. Not only are service firms more likely to 
have purchased mic rocomputers in the last 
year, they are also more likely to have purchased 
many such units. Among microcomputer users, 
60 percent of service firms, 19 percent of whole-
salers, 11 percent of retailers and 8 percent of 
manufacturers have purchased three or more 
units. 

The figures do not explain the service indus-
try's or ientat ion toward computers. One may 
speculate that service firms, not burdened by 
heavy capital investment requirements, have a 
strong incentive to increase productivity. Perhaps 
the incentive to increase the product iv i ty of 
their cash balances through electronic cash 
management services is equally strong. The 
data suggest that significant microcomputer use 
by small businesses and interest in put t ing idle 
cash balances to work are creating a receptive 
market for bank cash management services; the 
sophistication of service companies suggests 
they may be ideal targets for such services. 

Prospects for the Future 
Small businesses' use of terminal-based services 

seems l ikely to evolve as computer expertise 
grows and as banks increase their promot ion of 
services targeted to these firms. Even more 
rapid growth may take place as a result of 
electronic transactions and deregulation. 

Transaction Services. The importance of trans-
action services reflects the emphasis small 
businesses place on micro-computers to process 
internal business funct ions like accounts re-
ceivable and accounts payable. If f inancial 
institutions can offer cash management services 
that t ie into internal account ing systems, they 
should attract a significant group of small busi-
ness prospects. The logical service to offer is 
one that ties business-to-business payments 
into the corporations' purchasing and bi l l ing 
functions. Several current experiments may 
lead to the deve lopment of such services. 

An Amer ican Nat ional Standards Inst i tute 
(ANSI) Commi t tee is draft ing inter industry stan-
dards for purchase order and invoice data. The 
commi t tee is also considering ways to integrate 
payment transactions into purchase order and 
invoice standards. 

At the same t ime, the National Automated 
Clearing House Association (NACHA) is studying 
use of the Au tomated Clearinghouse (ACH) for 

Chart 2. Bank Debt and Deposits of 
Non-Financial Corporations 
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business-to-business payments. NACHA is de-
veloping formats for transmission of invoice 
informat ion and payments. 

These efforts represent a crucial step in develop-
ing the infrastructure for nat ionwide electronic 
purchasing, bi l l ing and payment networks. 

Deregulation. The deregulat ion now occurring 
in the financial industry may encourage the 
growth of terminal-based services among small 
businesses. The Deposi tory Institutions Act of ,, 
1982 is taking financial institutions close to 
paying market interest rates on transaction bal-'^ 
ances. The low initial deposit for the money 
market deposit accounts ($2,500) makes market 
yields on idle balances available to companies . 
w i th extremely low checking account balances. 
When small companies discoverthey can achieve 
these yields on a substantial port ion of these idle 
balances conveniently, then interest in managing' 
their cash to maximize yield may increase. The 
rewards of cash management should become far 
more apparent. Hence, their interest in terminal- ~ 
based cash management services also should, 
increase. 
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Implications. The spread of terminal-based 
cash management services to small businesses 
and the advent of the new money market deposit 
account are l ikely to have major impl icat ions for 
financial service providers. In the last two decades, 
corporations have tended to become net users 

>of bank funds (see Chart 2). Dur ing the past 
decade, indebtedness by non-financial corporations 
to banks skyrocketed to approximately $300 

»billion. In contrast, however, the demand deposit 
accounts and currency of nonfinancial corporations 
grew only slightly. Wh i le corporate held DDA, 
t ime deposits, and currency increased somewhat 
more, the rate of increase did not approach that 
j f bank debt. The spread be tween the t w o is 
approximately $200 bil l ion, a quadrup l ingo f the 
spread of approx imate ly one decade ago. Banks 
face twin d i lemmas as small firms, one of the last 
major sources of corporate checking account 

• balances, mobi l ize their funds either through 
investments or use of the new money market 

" deposit accounts. O n the one hand, they may 
J ,have to rely increasingly on other sectors of the 
; economy to fund their lending to corporations. 

On the other hand, they wil l f ind their costs of 
1 funds rising dramatical ly as small f irms move 
* balances from checking accounts to high-yielding 
; money market deposi t accounts. 

As a result of these phenomena, commerc ia l 
banks wi l l face increasing pressures on their 

) prof i tabi l i ty over the coming years. They should 
j f ind fee-based services an increasingly attractive 

way to compensate for eroded balances. Offer ing 
j terminal-based cash management and invest-
-^rnent services to small businesses represents 
^ one such way. 

Conclusion 
The spread of the cash management cul ture to 

small businesses is likely to have major implications 
for the financial wor ld. St imulated by increased 
terminal use for internal account ing funct ions 
and by the increased availabil ity of market yields 
as a result of deregulat ion, small businesses are 
likely to become significant users of cash manage-
ment services over the coming decade. 

Because small businesses have less complex 
cash f lows than many of the large firms for wh ich 
cash management services were designed, pro-
viders face the challenge of scaling these services 
to small business needs. These needs are partic-
ularly ev ident in small business internal account-
ing practices and investment practices, and service 
firms represent the prospect group w i th the 
greatest awareness of these needs. Because of 
the expanding infrastructure of small business 
computers, f inancial inst i tut ions enjoy major op-
portunit ies for p roduct deve lopment , and it wi l l 
be unfor tunate if they fail to take advantage of 
those oppor tun i t ies because of concern over 
balance erosion. 

—Jean H. Crooks, 
William O. Adcock 

and Genie M. Driskill 

l e a n C r o o k s a n d G e n i e Dr i sk i l l a r e v i c e - p r e s i d e n t s a n d W i l l i a m A d c o c k is 
c h a i r m a n o f Syne rg i s t i cs Resea rch C o r p o r a t i o n . A t l a n t a , Ga. Th is r e s e a r c h w a s 
p r e s e n t e d at a s e m i n a r at t h e A t l a n t a Fed in t h e fal l o f 1 9 8 2 . 
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