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Profitability drivers
Dupont adapted

ROE Net Income
Equity

ROE
Net Income

EquitySales

Sales

Assets

Assets

Efficiency Rotation Leverage

. Net Interest Margin

. Fee Income

. Trading income

. Cost efficiency

. Losses on loan defaults

. Loan maturity

. Trading strategy
. Loan to Deposits ratio
. Funding strategy excl. Dep.
. Common Equity
. Asset leverage

WRAP UP FROM SESSION 1
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ING: A success story
Strategy

What is the real 
cost of funding?

Earnings = €151M

RAROC = 12.5%

OPEX = 0.49% of assets



ING: A success story
Strategy

Average Yield on Assets = 3.5%



ING: A success story
Data I

What is the average 
debt stock?



BANKS
DEPOSITORS

• Families
• Companies
• Investors

COMPANIES 
& FAMILIES

• Investment & 
Consumption  
funding 
requirements

Savings Credit / Funds

Trust Support 

‘Money creation’ role

Short term

Leverage
Long term 

Risk

Banks’ funding Banks’ assets

Financial Intermediation 

Banking: 
Money creation role



How the system works
Deposits

You deposit €100 cash in BankA.

Reserves - €100 Deposits

Mr. You - €100

10

Balance Sheet of BankA

STEP 1



Reserves - €100 Deposits

Mr. You - €80

Mr. Doctor - €20
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Balance Sheet of BankA

How the system works
Intra-bank transfer

You TRANSFER €20 to your doctor. He gets his money 
in his BankA account.

STEP 2



Reserves - €100 Deposits

Mr. You - €380

Mr. Doctor - €20
Loans

Mr. You - €300

Money (M1) created out of thin air !!!
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How the system works
Loan

Balance Sheet of BankA

You need money to pay your bills and so you ask for 
a €300 loan, granted from BankA.

STEP 3



Reserves - €100 Deposits

Mr. You - €180

Mr. Doctor - €20

Interbank Liability - €200

Balance Sheet of BankB

Deposits

Mr. Travel - €200

Interbank Claim over BankA - €200

Loans

Mr. You - €300
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How the system works
Inter-bank transfer

Balance Sheet of BankA

STEP 4
You transfer €200 to the travel agency. The agency gets 
the money in its BankB account.
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➢ OPTION A: reject the transfer (if you do not have funds 

or your account is blocked or the signature is wrong…)

➢ OPTION B: accept the cheque for payment - and so BankA 

has to pay overnight €200 to BankB

How the system works
Clearing the transfer

STEP 5
BankA is informed first thing in the morning that BankB
has a transfer pending on your account. BankA can:
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✓ OPTION A: BankA can transfer reserves to BankB

• This is usually done by transferring balances among deposit accounts of the 

banks at the Central Bank.

✓ OPTION B: If no Central Bank reserves are available, BankA can ask 
for a Money Market loan (O/N, T/N and week as usual maturities)

✓ OPTION Z ☺: BankA expects to have some positive interbank 
balances in the following night. If negative balances keep 
mounting, BankA must consider other options:

✓ issue long maturity securities (equity or bonds)
✓ sell some assets to generate cash (or repo them)
✓ try to get more client deposits (marketing, higher interests)

How the system works
Money market at work

STEP 6 Options available to BankA to cover the cheque:
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How the system works
The discount window*

* aka Lender of Last Resort = Central Bank

STEP 
When all other options fail (or are not ready 
overnight), BankA can ask for a “discount” 
from the Central Bank.

8

The old rule of 
Central Banking 
(Bagehot’s Dictum):

Central Banks should discount whatever amount, at 
a high price against good collateral.

✓ For Central Banks, money is unlimited… (really?!)

✓ The high price is an incentive to find a solution in the market

✓ The good collateral is there to avoid supporting insolvent banks.



Money market

Loan

Deposit
Intra-bank 

transfer

Clearing 
the cheque

Inter-bank 
transfer

How the system works
The global view

LENDING 
function 
(Money 

creation)

DEPOSITARY 
role (‘keeper’)

PAYMENTS
function

CLEARING
function

Counterparty 
role



Source: The Future of Financial Services, World Economic Forum, June 2015.

Banking 
Caught in an admirable web?

REMINDER



Banks and Money
It all depends on the viewpoint

DEPOSIT
AN ASSET 

from the viewpoint 
of the HOLDER 

A LIABILITY
from the viewpoint 

of the BANK 

LOAN
AN ASSET 

from the viewpoint 
of the BANK 

A LIABILITY
from the viewpoint 

of the debtor 

CURRENCY
AN ASSET 

from the viewpoint 
of the holder 

A LIABILITY
from the viewpoint of 

the CENTRAL BANK 

GOLD
AN ASSET 

from the viewpoint 
of the holder 

AN ASSET
from the viewpoint of 

the CENTRAL BANK 

INSIDE MONEY

OUTSIDE MONEY

Market players cannot 
increase supply on their 

own

By granting a loan, a bank 
simultaneously increases the 
asset side (the loan) and the 
liability side (as the value of the
loan  is credited on the debtor’s 
deposit account).



‘Inside Money' is trustable only if it has 

similar features to those of ‘outside money':

• being “risk-free” (or perceived as such)

• available in the same denominations

• showing a similar liquidity profile

Banking: another definition

Creation of ‘inside money’ out of credit



• Savers may not want exactly the maturity needed by
investors

• However, they can sell their securities in the market 
whenever they need liquidity

• What banks do better than the market to deserve 
being paid for?

…however, savers trade investor risk by bank risk…

Banks 
remove 

price risk

Why banks are different
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Funds



• There are information asymmetries: savers do not 
have perfect information about borrowers

• Banks learn a lot dealing with borrowers

• This information is less costly for small scale deals 
than rating agencies,  external auditors and the like

• So, in certain circumstances, banks have superior 
market power

Banks have 
cost 

advantages

Why banks are different
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Savings Credit / 
Funds

…however, monoliner players can actually excell universal banks in this regard…



• Banks can manage with “large numbers’ theory

• Banks are well positioned for a broader 
diversification, using also  lower correlation among 
risk categories

• By aggregating a lot of risks, banks can save on risk
management

Banks have 
natural  
hedges

Why banks are different
R

IS
K

 M
A

N
A

G
EM

EN
T

BANKS
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• Investors
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• Investment & 
Consumption  
funding 
requirements

Savings Credit / 
Funds

…a clear advantage for universal banks versus other dedicated players…



• Banks have scale economies safekeeping
valuables

• Banks have a convenient denomination of claims 
(a cent of the Euro)

• Banks excel at doing payments when species are 
inconvenient (large amounts, distance,…)

• Due to differences in liquidity among currencies 
(USD may be very liquid in the US but not so 
much here), banks have a business opportunity
changing moneys

Banks have 
economies   

of  scale

Why banks are different
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Funds

…however, technology has allowed non-bank players to grab increasing share of the business…



Money is what you can use to buy things. 
If you can trade with it, then it is money.

However, not all money is alike…

What is Money?

GOLD 

is the 
ultimate 
money

CURRENCY
is a promise to 

deliver gold

DEPOSITS
Are a promise to 
deliver currency

LOANS
are a promise to 
deliver deposits

If it is a promise => then it is credit => If you can pay with it => then it is money



Gold

Currency  

Deposits

Loans / Securities

Hierarchy of money
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The roles of Money

Unit of 
Account

Store of Value
Mean of 
Exchange



Source: Future of Finance, 2019, Royal Bank of England. 

Where is Money heading?



Where is Money heading?
The Libra attempt

Source: FT, 27 Nov 2020

https://www.ft.com/content/cfe4ca11-139a-4d4e-8a65-b3be3a0166be
https://www.ft.com/content/bf2f588e-ef63-11e9-a55a-30afa498db1b
https://www.ft.com/content/e237df96-7cc1-44e5-a92f-96170d34a9bb


Report on a digital euro (europa.eu)

ECB confident it can overcome challenges to create a digital euro | Financial Times (ft.com)

https://www.ft.com/content/d6dd2e3a-41e7-11ea-a047-eae9bd51ceba

Oct 2019

Oct 2020

Where is Money heading?
Digital currency

https://www.ecb.europa.eu/paym/digital_euro/timeline/html/index.en.html

https://www.ecb.europa.eu/euro/digital_euro/progress/html/ecb.deprp202412.en.html

https://www.ft.com/content/d6dd2e3a-41e7-11ea-a047-eae9bd51ceba
https://www.ft.com/content/b6f0c233-0b35-45d1-896f-1c6599558d9b
https://www.ecb.europa.eu/pub/pdf/other/Report_on_a_digital_euro~4d7268b458.en.pdf
https://www.ft.com/content/b6f0c233-0b35-45d1-896f-1c6599558d9b
https://www.ecb.europa.eu/pub/pdf/other/Report_on_a_digital_euro~4d7268b458.en.pdf
https://www.ecb.europa.eu/paym/digital_euro/timeline/html/index.en.html
https://www.ecb.europa.eu/euro/digital_euro/progress/html/ecb.deprp202412.en.html


22 January 2022

27 January 2022

13 January 2022

Where is Money heading?
Digital currency

10 Jan 2024

Source: Financial Times

https://www.ft.com/content/df3ef633-d514-4f9f-8e96-b345a22b0630
https://www.ft.com/content/7e7064bd-ec17-419c-a1ee-c28242e32904
https://www.ft.com/content/24dce837-4caf-4f29-b0e4-d50ad6352f38


Source: Federal Reserve, Money and Payments, January 2022

Where is Money heading?
Digital currency



Source: ECB, Report on a digital Euro, October 2020

Where is Money heading?
What about banks?

https://www.ecb.europa.eu/paym/digital_euro/faqs/html/ecb.faq_digital_euro.en.html



Where is Money heading?
What about banks?

https://www.ecb.europa.eu/paym/digital_euro/faqs/html/ecb.faq_digital_euro.en.html


Banking: another definition?

Source: Financial Times, 19 November 2019

https://www.ft.com/content/f09c119f-404e-412e-a705-43c7b7e18287
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