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I ~ gt @37 (Liquidity Transfer Pricing)

(- ) %k
A ST SR A Y R
WEBE s YEES R QL A

BIL hds 45 e i

Business unit 1 receives credits from Interbank market: Business unit 2 incurs charges from
treasury based on the commitment of provides funds treasury based on the commitment of
funds required. Additional charges will

funds provided. Credits are reduced by Y
any charges against contingent
commitments, such as deposit run-off.

apply to contingent commitments, such
as lines of credit.

A 4

Busingss ;Jnitd1: » |nternal treasury > Businesfs ugit 2:
provides funds |4 (central pool) | uses funds
T et X
| ' Liquidity I |
e e e e e == 4 . S 4
h cushion !

E The trading business uses funds, provides
v Y funds (through the sale of marketable
Trading business secu_rities) and repeives charges against

contingent commitments, such as collateral
calls on derivative positions.

7L kR © Financial Stability Institute (2011), “Liquidity transfer pricing: a guide to

better practice”
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B2 L#d R

Yield

Swap curve

Reference or “base” rate used
to price interest-rate risk

Maturity

78 kR - Financial Stability Institute (2011), “Liquidity transfer pricing:
a guide to better practice”
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) Average cost of funds (asset) curve . .ussnsssanasans
Yield ESPHETTTLL
llll".-..'.
. L Average cost of funds
I"ll'
Il - R
,l’ Swap CUVE | (swwwmnr™ e Average benefit of funds
¥ e
-
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g Average benefit of funds (liability) curve
ly
&

Maturity

7L kR © Financial Stability Institute (2011), “Liquidity transfer pricing:
a guide to better practice”
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funds approach)
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Yield

Term liquidity premium

Swap curve

Charges (credits) to short-term assets (liabilities) higher
under “pooled” average cost-of-funds approach

Charges (credits) to long-term assets (liabilities) higher
under matched-maturity marginal cost-of-funds approach

A

Maturity
744 %k © Financial Stability Institute (2011), “Liquidity transfer pricing: a guide to
better practice”
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BIS &3 b B i

1. ldentify contingent commitments that are likely to create unexpected
funding demands.

éh“ de;‘;;\\ WhOlESﬁ;\ @u dnwns'.;\\ ﬁ-ﬁteral ca}\ /_;;:;red funh,
& run_o{i// funding ruw '\@s of crey Qdenvaw \mn@ﬁ/

~

2. Perform stress tests under various
scenarios to approximate the funding
that might be required.

3. Net approximations from above against inflows
generated, for example, through the sale of
marketable securities to derive the size of the
liquidity cushion.

Liquidity cushion

4 Calculate the cost of -
carry as the cost of
funding liquid assets \COSt of Carr"f/' 5. Recoup cost of
minus the return they — ’ carry by charging
generate. Ensure that a liquidity
appropriate haircuts and
unsecured term funding
charges have been
applied to assets.

premium, at the
most granular
level, to the
business unit,
product or
transaction that
creates the need
for the bank to
carry such liquid
assets.

ooy

/etan d&po;t\\ C‘Jholes.al DrEIw dnwn;\ /ﬂllaterﬁl /;;u;;\

calls on

run-off funding run-off / on lines °f funding run-off
j'/l credlt denvatnies/ \\_

7L kR - Financial Stability Institute (2011), “Liquidity transfer pricing: a guide to

better practice”
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7 kiR ¢ BCBS (2013), “Basel Ill: The Liquidity Coverage Ratio and
liquidity risk monitoring tools”
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