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Market Review

The resolution provision of the Banking Act, EMIR, 
the European Banking Union, AQR, and the French 
law on the separation and regulation of banking, 
etc. are all regulatory requirements that banks faced 
in 2014.
Since the 2008 crisis, the banking model has been 
put under considerable constraints to which 
it continues to adapt.  Banks are doing this, in 
particular, by reducing the size of their balance 
sheets in light of four main constraints: leverage 
ratio, solvency ratio, short-term liquidity (LCR: 
liquidity coverage ratio), and long-term liquidity 
(NSFR: net stable funding ratio) while at the same 
time working on the strategic implications. On 
the one hand, institutions are once again nearing 
profitability margins of 10% in terms of Return on 
Equity (ROE) and on the other hand ensuring that 
all measures inherent to the development of the 
Digital Bank and “Big Data”, foundations of the 
bank of tomorrow, are well underway.

These developments combined with the current 
economic environment  --a policy of low rates, 
quantitative easing, etc.-- involve fundamental 
changes in the model of universal banks, whether in 
terms of distribution capacity, operational functions 
or business portfolio. Although under constraints, 
banks are nevertheless adapting quickly and have 
proven their strength in terms of both available 
capital and liquidity. Stress tests conducted by the 
ECB and published in October 2014 bear witness 
to this and found a large majority of institutions to 
be on track.

In this context, 2015 will be an extension of 
the 2014 setting with the implementation of 
regulatory obligations: MIF 2, Basel 3, IFRS 9, 
Common Reporting Standard, and the Anti-Money 
Laundering Directive, etc. This is an opportunity 
for us in this second issue of Chromatique to 
introduce two topics: the « Bail in» and TLAC, 
both stemming from the resolution measure of 
the Banking Act and comprising two major steps 
for the regulatory calendar in 2015-2016. Thus, 
through our decryption section, we will explore 
the main impacts envisioned on the business model 
of banks in comparison with the current model 
based essentially on the external bailout.

In our first interview, Mr.Philippe Jeanne, Head 
of Asset and Liability Management for Natixis, 
explains the major changes due to the crisis in the 
ALM processes, the business models of the banks 
and in their organization.

Finally, you will discover in these pages our 
conversation with Mr.Joel Bessis, Professor of 
Finance at HEC, concerning the application of 
regulatory requirements to ALM with regard to 
leveraging, solvency and liquidity, as well as to the 
processing of the  fund transfer pricing.

Happy reading and best wishes for 2015 to you and 
your teams from Harwell Management!

Christophe da Cunha and Franck Benzoni, 
Partners
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of the short-term liquidity ratio called liquidity 
coverage ratio (LCR), European banks have 
begun to adapt their refunding profiles by 
significantly increasing their deposits by 26% 
(these rose between 2008 and 2014 from 
6.444 trillion to 8.133 trillion euros in the 
euro zone), while the balance between debts 
and deposits decreased to reach 114%. At 
the same time, the debt issuance balance of 
banks fell from 4.873 trillion euros in 2008 
to 4.412 trillion euros in 2014, a decrease of 
9%. This adaptation of the refunding profile 
will surely continue as European banks have 
until 1st January 2018 to comply with the LCR 
ratio, which encourages a balance between 
debts and deposits. According to the LCR 
ratio calibration that will finally be adopted, 
this adaptation may weigh in on the credit 
volumes granted and on the cost of business 
and consumer financing.

The increase in banks’ funding costs has 
begun and will intensify as a result of the 
implementation of the EU Bank Recovery 
and Resolution Directive: the credit spread 
-the difference in the rate of a bond issued 
by a bank and the borrowing rate of the 
state- now stands at 0.7% in the euro zone 
(compared to 0.1% before the 2008 crisis). 
This increase reflects losses on the assets 
held by banks and rising bad debts. 
The implementation of bail-in rules on 1st 
January 2016 will strengthen this trend. 

The eventual adoption of a draft regulation 
on banking structure could also increase the 
refunding of separate entities of major banks, 
but also the refunding of the primary entity 
collecting deposits because the balance sheet 
risk will focus on capital and debt bonds, 
deposits being privileged in terms of bail-in.

All these prudential reforms are 
driving a change in the funding model of 
European companies, which should be less 
intermediated. In France, these bank loans 
represented 63% of corporate debt in 2013 
against 73% in 2008. This movement will, 
however, be gradual and also adapt to an 
increase in the demand for credit stemming 
from a stronger economic recovery.

These changes have resulted in a significant 
decrease in the return on investment (ROE) 
for banks, far from pre-crisis levels. Banks 
have now set targets of 10%.

Unusual news  

After datacenters were set up at the 
North Pole, the French have also found 
ways to do without air- conditioning. This 
world premiere will be offered to the 
region of Saumur and will entail installing 
an underground datacenter in troglodyte 
caves, generating energy savings of 30 to 
40%.

News digest Market Review
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model. This unprecedented regulatory effort 
will continue for several more years; some 
projects are still in discussion and will be 
transposed into European law later.

Evidence shows the European banking system 
to be one of the most secure in the world:

Thanks to the Banking Union, which 
creates a single supervisor for banks in the 
euro zone, transnational and independent, 
and a single crisis resolution mechanism 
with an ex- ante resolution fund of 55 
billion euros. The quality assessment of 
assets conducted by the ECB coupled with 
stress tests will strengthen the solidity of 
euro zone banks.

By implementing the decisions made 
at the G20 level following the 2007-
2008 crisis: reinforcing equity and 
liquidity bonds, adoption of the EMIR 
regulations organizing a stronger and 
more transparent market for derivatives; 
adoption of banking crises prevention laws 
that sever the link between banking crises 
and sovereign crises and totally protect 
depositors.

By strengthening investor protection, 
thanks to the implementation of the 
Markets in Financial Instruments package 
(MIF 2) and the adoption of a regulation 
on information for retail investment 
products.

By harmonizing the rules governing 
retail banks: the mortgage directive and 
the directive on payment accounts.

The European banking system and its 
regulation are now considerably strengthened. 
The post-crisis bank is no longer that of 
before the crisis.

The effect of these reforms is being felt 
throughout the banking landscape and the 
European funding model:

Between the start of the crisis in 2008 
and 2014, the capital of euro zone banks has 
been reinforced by 36%, from 1.753 trillion 
euros to 2.392 trillion euros. This movement 
is largely due to early actions undertaken by 
many banks to comply with the ratio imposed 
by CRD IV. This trend will continue, since 
capital ratios must be met by 2019 while at 
the same time being subject to the evaluation 
of the quality of assets.

Similarly, to comply with the implementation 
Summary by 

Maxime-Didier Blé

Innovations in the 
domestic market

Going further in the exploitation of Big 
Data and seeking to fill a technology gap, 
Crédit Agricole will innovate in customer 
relations. The Bank will assist all its 
financial advisors with specific software 
able to make sales proposals to customers 
on the basis of data previously collected 
by the institution.

Goings-on elsewhere

While Apple Pay is scheming to corner 
the market in the USA, and soon in 
France, as the mobile payment tool, Visa 
and Worldline (Atos) are joining forces 
to compete with the giant on this side 
of the Atlantic.  Four French banks will 
soon participate in the first phase of 
tests in March on a contact-free payment 
application for Android telephones.  Bank 
data will be transformed into tokens by 
Visa Europe France.
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News from the actors in 
banking and finance

After the English, Japanese and American 
central banks, it was the European Central 
Bank’s turn to innovate in the fight against 
deflation. Mario Draghi announced 
on January 22 the latest measure of 
quantitative easing, of controversial 
effect for some, consisting of a vast debt-
repurchasing program (public or private). 
Spread over eighteen months, it targets 
the buy-back of 60 billion euros a month 
through September 2016, totaling more 
than 1 trillion euros.



A conversation with: 

INTRODUCING:
Philippe JEANNE

ALM: implications and transformation
What were the major adaptations in bank 
ALM in recent years?
There was a fairly radical change in ALM* 

functions primarily due to the fact that the 
problems concerning asset-liability matching 
and liquidity management were less acute 
before the crisis than since. Liquidity, once 
abundant, has become a rare resource. We 
have seen an increasing technical nature in 
ALM, brought about by interaction with 
other business lines with which it was 
necessary to coordinate and anticipate. 
And we also saw a new interaction between 
ALM and Treasury Department since ALM-
related decisions today have a much bigger 
impact on treasury management.

What are the impacts of these changes in 
terms of processes and information systems?
The adaptation was major and it is not 
completed. We have gone from a philosophy 
of reporting to a philosophy of steering. 
We need to process data much faster, 
making it necessary to anticipate accounting 
figures by exploiting data management. The 
interpretation of the new ratios is complex 
and supposes increasing interconnections 
between business lines, ALM, risks and  

accounting. In terms of information 
systems, we have moved from working 
in a «silo» (to build faster indicators 
needed for steering during the crisis) to a 
decompartmentalization needed to deal 
with new problems - such as the calculation 
of stress tests combined with the inclusion 
of hypothetical constraints. This change 
of environment has necessitated a lot of 
teamwork to build reliable databases that 
provide the data needed to drive ratios.

How has all this changed the banking model?
The banking model has been strongly 
impacted. Banks subject to these new 
regulatory requirements –Basel III, liquidity 
ratio, etc. –must adjust their balance sheet 
structure along three major axes: we 
need more capital, fewer assets and less 
transformation (funding long-term assets 
with short-term resources). The weighting 
of these different components depends 
on the business model of each bank and 

the impacts on business lines will thus be 
different.

Concretely, what are the impacts on 
business lines?
On a technical level, banks have implemented 
FTP (fund transfer pricing) to charge back to 
business lines the extra-cost on liquid assets 
brought about by regulations. Consequently, 
the business lines that are big consumers of 
liquid assets have their profitability affected 
by regulatory changes.  In market activities 
some used to say, «there is too much 
regulation, but the pendulum will swing back 
in the other direction». The reality is that 
it will not swing back; everyone realizes 
that the world has changed and that we 
have to find different sources of profitability 
in this new environment. This is why it is 
important to transfer the additional costs of 
liquidity to business lines, so that they might 
adapt gradually.  But this has to be managed 
globally, by preserving a coherent business 
mix and good diversification that reflect the 
strategy and vision of General Management.

How have these constraints been put in 
place at Natixis?
The crisis has forced us to react very 
quickly with several structural measures: 
implementing FTP billed to business 
lines, creating a ”bad bank”, deployment 
of the «originate to distribute» model –
that is reducing assets and increasing the 
turnover of assets— and intensifying the 
diversification of funding.  We’re going 
to look for cash elsewhere, from new 
customers. Liquidity has a cost, for sure - for 
example, diversification of funding means 
that we will look for the resource that calls 
for a higher price - but this approach makes 
sens for investors and should ultimately 
weigh positively on the rating, thereby 
making our funding less expensive over the 
long term. It is a virtuous circle!

Is the crisis behind us?
As I said, the banks’ balance sheets have been 
reduced, funding sources are well diversified 
and there is much more collateralization of 
operations than ever, fairly well managed. 
The new risks are, rather paradoxically, 
on reserves.  Indeed, regulations require 
us to have huge reserves, totaling several 
hundreds of billions for French banks. These 
are the reserves called LCR. As they will 
eventually be invested in liquid assets, their 
management is already a challenge. However, 

the banking system is in a much better 
situation than in 2007. It would withstand a 
similar shock, perhaps not easily but much 
better.

Has regulation played a role?
Above all, it was the crisis that forced 
everyone to adapt. Regulation has been 
adapted - some say too much ... It’s always 
complicated because the impact on the 
customer mustn’t be felt too strongly: in 
fine, more capital, fewer assets and less 
transformation brings to lower returns on 
equity and that can lead to higher prices for 
the customers. The regulator makes sure that 
the real economy does not suffer too much.

What about the deeper implications of 
regulations such as collateralization or the 
Bail-in, which consists of mobilizing junior 
debt in case of recovery?

Philippe JEANNE is Head of ALM for 
Natixis. He was previously Global Head 
of Forex for Natixis, based in Paris, and 
monitoring trading teams in France, Asia 
and the US. Before that he worked for 
CA-CIB, first as Head of exotic derivatives 
trading in Paris, then he was sent to New 
York to head the USD derivative trading 
activity of the bank, and ultimately was 
based in London as Global Head of 
Emerging Markets trading. He started his 
career as interest rate options trader for 
Barclays bank and has been in charge of 
the Paris dealing room of CGER Bank.

Philippe Jeanne is a graduate of ESTP 
Engineering school and has a Master of 
Finance from ESSEC Business school. 
He has published several articles about 
risk management techniques and exotic 
options pricing and hedging. Philippe 
Jeanne is the current elected European 
president of ACI-The Financial Markets 
Association.

Head of Asset and 
Liability Management 

for Natixis

Mr. Philippe Jeanne, Head of Asset and Liability Management for Natixis Bank
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FROM A PHILOSOPHY  
OF REPORTING  

TO A PHILOSOPHY  
OF STEERING
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affected, such as guaranteed deposits, 
secured bonds called «covered bonds», and 
liabilities related to operations considered 
«vital» to the establishment, etc.

The impacts of the Bail-in on the banking 
model:

The implementation of the Bail-in will impact 
the banking model in a number of ways, in 
particular the funding structure of banks as 
well as certain aspects of profitability:

Credit institutions will be required to 
maintain a minimum liability considered 
«Bail-inable» according to a ratio defined by 
regulators. These thresholds will probably 
require some institutions to increase 
their capital or else their subordinated 
debt issuance, notably hybrid debt. This 
additional capital will have a negative impact 
on the return on equity (ROE).

Banks will have to integrate higher 
refunding costs for all unsecured debt 
(subordinated debt / hybrid debt) that will 
be «Bail-inable» as banks aim to issue a 
sufficient amount of subordinated notes, 
thereby protecting senior creditors.

The end of the «Bail-out», and thus the 
implied guarantee of states vis-à-vis banks, 
will increase the risk of holding securities 
issued by the latter. Default risk premiums 

A conversation with:

For collateralization, the risk for institutions 
was transferred to clearing houses, creating 
systemic risk. As for the Bail-in, the idea 
is to activate this lever as a last resort. 
With current liquidity ratios, banks now 
have coverage ratios that allow them to 
withstand rapid and immediate crises. The 
risk is rather one of a slow recession, with 
a gradual and continuing decline. In France, 
banks have successfully passed the ECB test 
and should not be affected.

How do you see the evolution of banking 
ALM in the coming years?
The adjustment of the banking model should 
be done in a measured way while maintaining 
a consistent and diversified business mix. 
This strategic aspect requires a transversal 

approach to be widely shared with business 
lines. The role of ALM is to provide  

monitoring tools and liquidity steering that 
allow us to apply General Management 
decisions.

Does the increased complexity of ALM 
require more expertise in your teams?
Of course, and this is as true for Risks as 
it is for ALM. In the 90s it was difficult to 
attract technical profiles that are today 

essential for analyses, simulations and stress 
tests. A transition to ALM is now a good 
thing to do in a career and can see as many 
ALM people going towards markets as the 
reverse.  Fifteen years ago these two worlds 
had very little communication with each 
other. Today coordination between markets, 
funding and ALM is total.

Statements collected by Yves Lazerges  
& Frederic Vaussy

Decryption

The impacts of the Bail-in on the banking model
The implementation of the Bail-in and 
of TLAC, soon to follow, will have many 
implications for banks’ funding structure, 
both in terms of the composition of their 
liabilities and in the legal organization of 
issuance— with inevitable pressure on 
profitability.

Definition of Bail-in: 

Bail-in, which means to set afloat, is 
a principle adopted by the European 
authorities in late 2013. This system of 
internal setting afloat, which will take effect 
as of 1st January 2016, partially replaces the 
Bail-out (an external setting afloat) favored 
during the crisis and using public savings to 
come to the rescue of troubled banks. 

In the event that a credit institution 
fails, the Bail-in provides for appealing to 
shareholders and bank creditors to bear the 
losses incurred according to a predefined 
hierarchy. Some types of debts, such as 
unsecured debts, would be automatically 
converted into capital and the value of 
portfolio instruments held by creditors 
would undergo a reduction.

How the Bail-in would work in the event of 
a banking crisis:

In the event that a Bail-in is activated, junior 
and senior liabilities deemed «Bail-inable», 

which should represent 8% of the total 
liabilities of a bank, could be mobilized. 
Should this prove necessary, a mutualized 
resolution fund, supported by the banking 
sector, could provide an additional layer of 
protection by recapitalizing the troubled 
institution at 5%. In the case where losses 
exceed 13% of liabilities, the State and the 
European Stability Mechanism (ESM) could 
be called in as a last resort.

Thus, in hierarchical order and in a first 
phase, shareholders and regulatory capital 
holders could potentially lose their entire 
investment (absorption of priority losses by 
capital).
In a second step, creditors holding 
subordinated debt and then senior debt 
could also suffer losses and conversions into 
capital. 

In a third phase, unsecured deposits, that is 
to say those exceeding 100,000 euros, could 
also be mobilized. With regard to this, and 
to prevent a decline in deposits and thus 
instability of the banking system, deposits of 
individuals and SMEs exceeding this amount 
will receive preferential treatment to ensure 
that they will not suffer losses before other 
unsecured debts have been exhausted.

On the other hand, in case of failure the 
logic of the Bail-in provides that certain 
liabilities deemed «secured» will not be 
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1 year and subordinated to other senior 
creditors.  

At the same time, revising their legal 
structure in order to issue their senior 
debt through a holding company in which 
the creditors will come after the creditors 
of operational subsidiaries. This new legal 
structure will meet one of the two eligibility 

conditions of the senior debt for the ratio 
while making senior creditors “pay” with 
a «centralized» approach, that is to say 
through a hierarchical structure.

Conclusion:

Through this decryption of the Bail-in and 
TLAC, we find that the inclusion of these 
closely related measures designed to protect 
taxpayers will once again impact a banking 
model whose center of gravity is constantly 
shifting.

Indeed, the Bail-in will first require an 
adaptation of banks’ funding structure with 
a fragmentation of bank balance sheets while 
TLAC will impose a new definition of capital 
on credit institutions and therefore on 
solvency ratios.

Beyond the foreseeable difficulties of 
implementing these two measures in banks 
and their operational articulation in terms 
of organization, processes and information 
systems, it is certain that the new regulatory 
constraints will once again impact bank 
profitability.

From the Bail-in to TLAC, increasing 
complexity:

Regulators’ desire to better protect taxpayers 
from a bank failure and to align practices 
with a number of countries could greatly 
complicate the operational implementation 
of some very recent measures either 
partially «similar» or «complementary» to 

the Bail –in –the latter having already been 
adopted in Germany, Ireland, Denmark and 
partially in the UK.

Thus, GLAC (Gone Concern Loss Absorbing 
Capacity) and now TLAC (Total Loss 
Absorbing Capital), designed in the United 
States, aim to define a common platform for 
the Bail-in applied to large systemic banks 
(G-SIB).  In particular, this measure provides 
for requiring banks, as of 2019, to maintain 
a level of capital and similar instruments 
representing 16% to 20% of risk-weighted 
assets (RWA).

In its current definition, TLAC provides 
that, apart from capital and subordinated 
debt, senior unsecured bank debt be eligible 
to the ratio if it is older than 1 year and 
subordinated to other senior creditors.
TLAC therefore embraces a broader 
view than the Bail-in by including more 
marketable financial instruments eligible for 
the numerator of the equity to risk-weighted 
assets ratio.

Banks will have to adapt to this new 
regulatory framework and to these new 
requirements on several fronts:

First, ensuring that outstanding senior 
debt is «eligible» for TLAC and meets the 
two conditions laid out: debt exceeding 

News digest

Decryption

Regulatory news

Perpetual bond debt and perpetual hybrid 
debt can be a very beneficial funding tool, 
and many companies have understood 
this very well. Indeed, from an accounting 
point of view all these issuances are 
accounted for as capital under IFRS norms 
so as to enhance their credit ratios.

Banking and finance 
events not to be missed

February 10, 2015: the symposium on banks 
and law by AGEFI will have as its theme 
«New market trends in terms of funding: 
from all banking to all market? «.  As the 
need for liquidity becomes a major concern 
today in a difficult economic environment, 
bank disintermediation remains a particularly 
pertinent current affair.

Frédéric Vaussy
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paid by banks will therefore be increased 
and, by «contagion», their funding costs as 
well.

The establishment of a mutualized 
national resolution fund replenished by all 
banks will generate additional participation 
costs.  This fund should eventually have 55 
billion euros.

Despite these components, if the economic 
theory turns out to be correct and the cost 
of capital remains constant over time, the 
additional cost of funding unsecured debt 
could eventually be offset by lowering the 
cost of funding senior debt which would be 
further protected, thereby offering a lower 
risk and therefore lower remuneration vis-
à-vis investors.

In this case, a significant overhaul of the 
structure of banks’ liabilities connected to 
the Bail-in will pose a temporary additional 
cost that should subside over time.

BAIL-IN “ABLE” ELEMENTS BY ORDER OF PAYABILITY

CAPITAL DEBTS

BASEL III
TIER 1

(core capital)

of which

CET 1    
(“hard” core capital)

Stockholders Creditors

BASEL III
TIER 2

(supplementary 
capital

SUBORDINATED 
DEBT SENIOR DEBT 

UNSECURED 
DEPOSITS

(> 100 KEUR)

RESOLUTION FUND 
(replenished by the banking sector)

JUNIOR LIABILITIES SENIOR LIABILITIES

BAIL-IN: COVERING LOSSES AT 8% OF LIABILITIES RESOLUTION FUND: COVERING LOSSES 
AT 5% OF LIABILITIES 

Cabinet Harwell Management

N°2 - January 2015 - Shedding light on the Banking, Finance and Insurance sectors



Mr. Joel Bessis, Professor of Finance at HEC ParisViewpoint from:

Paris Office 
40 rue La Pérouse 75116 Paris 

Switchboard: +33(0)1 53 64 57 60
Fax: +33(0)1 45 00 69 18

Harwell Management is a management consulting 
firm specialized in the banking, finance and insurance 
sectors. Since 2009, the year of its inception, the 
firm has supported the largest international banking 
and financial players on complex missions of 
transformation and business line expertise. 
Through its industry and business line expertise and 
its offerings in six functional areas —Transformation 
of the Finance Function, Risk Management, 
Regulatory Compliance, IS Governance, 
Organization and Change Management, Operational 
Efficiency— and currently present in France, 
Belgium and Switzerland, Harwell Management 
group is reinforcing its international coverage with 
the upcoming opening of an office in London.

Our news

Understanding the new constraints  
on the banking model
The place occupied by ALM has expanded 
in recent years owing to growing concerns 
related to the management of liquidity. ALM 
prerogatives and missions have changed 
radically, now making it a vital partner in the 
definition of the business model. This is an 
opportunity for us to revisit the issues and 
impacts of this function with Professor Joel 
Bessis, author of the book Risk Management 
in Banking and professor at HEC business 
school.

How can we understand the changes in 
the banking model vis-à-vis new regulatory 
constraints?
First of all, we must keep in mind that 
regulations submit the balance sheet to four 
main constraints, which are the leverage 
ratio, solvency, short-term liquidity (Liquidity 
Coverage Ratio - LCR), and long- term 
liquidity (Net Stable Funding Ratio - NSFR). 
It is not easy to apply these constraints.

An intellectual exercise is to use the capital 
that we reduce from the maximum size of the 
balance sheet (due to the leverage ratio) and 
the maximum size of risk-weighted assets (or 
RWA(1), due to the solvency ratio). At this 
stage, a bank can juggle the mix of assets it 
holds in its portfolio. However, its capacity 

of action is rapidly reduced because of 
differences in the need for scarce resources 
from one product to another. For example, 
an over-concentration of mortgages can 
saturate the funding lever while remaining 
in line with the solvency ratio. Moreover, it 
has often been argued that strengthening 
constraints on capital limits the lending 
capacity of banking institutions.

How do the LCR and NSFR ratios limit a 
bank’s options?
It is interesting to note that a portfolio of 
assets that is compatible with the first two 
constraints may not be after application of 
the NSFR ratio. Indeed, we reconcile the 
required stable funding that depends on the 
asset portfolio with available stable funds that 
depend on the funding structure. This leads to 
reinforcement of stable funding sources, such 
as bonds issued in markets, which increases 
the cost of funding. It is clear that banks 
with a broad base of stable deposits have a 
competitive advantage. The remuneration of 
stable deposits on their effective maturity 
may be inferior to the cost of market funding 
of equivalent maturity.

Finally, the LCR ratio, which imposes a buffer 
of liquid assets(2) at least equal to outflows 
under stress conditions within 30 days, 
may require a final adjustment of the asset 
portfolio.

This sequence shows the iterations 
necessary before aligning business strategy 
with regulatory requirements and solving 
equations linking assets to liabilities. Banks 

thus have to review their business models 
to maximize profitability in the face of these 
constraints from Basel 3.

How does ALM conceive the processing of 
the Fund Transfer Pricing now (taking into 
account the cost of direct / indirect liquidity, 
etc.)?
The cost of indirect liquidity is mainly related 
to the cost of maintaining a portfolio of liquid 
assets. It can be measured by the differential 
between the short-term rate offsetting liquid 
assets and the bank’s funding cost.

There are different methods of calculation 
depending on the business lines considered. 
The reference for direct liquidity costs 
remains the cost of funds for the bank. But 
the cost of liquidity does not include the 
bank’s line of credit for its own credit risk. 
There are various estimates for this liquidity 
premium. For example, swap rates carry less 
credit risk than loans and can be taken into 
account as a reference.

In commercial banking, the reference rates 
taken into account are usually rates that do 
not include the line of credit. For customer 
credit rates, one should add the expected 
loss from the customer’s credit risk plus a 
mark-up(3) that offsets the consumption of 
capital for this risk.

Statements collected by Olivier Priou  
& Frederci Vaussy

With 80 employees organized into 6 practices, 
Harwell Management continues the deployment 
and development of its expertise. The latter is 
also reflected in the increase of its international 
presence with, in the beginning of 2015, the 
launch of our activity in London, our fourth 
milestone after Paris, Brussels and Geneva. In this 
context, Harwell Management plans to recruit 35 
new consultants this year.

At the same time, wishing to fold its expertise 
and employees into a long-term vision, Harwell 
Management has decided to recruit young talents 
in a dedicated subsidiary and train them according 
to the firm’s criteria for excellence. Supervised 
by directors and managers of missions, these 
consultants are accompanied in the framework 
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(1) Risk-Weighted Asset
(2) Stock of transferable liquid assets
(3) Difference between the cost of a product or service and its sel-
ling price
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of a particularly comprehensive orientation 
program and intervene in very formative missions, 
allowing them after a few years of experience to 
join Harwell Management.

This subsidiary, Bewell Consulting, has its own 
brand and a specific identity, ensuring perfect 
clarity for our customers in the positioning of our 
respective offers. This initiative is very promising 
because, after just one year of existence, Bewell 
Consulting already boasts 20 collaborators and 
four active clients.

The entire team of Harwell Management and 
Bewell Consulting joins the editors of this 
newsletter in sending you their warmest wishes 
for this New Year!
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