
Treasurers’ Kitchen Nightmares 

 

Treasurers have recently found themselves confronted with something completely new in 

modern economic history: negative interest rates. This situation obviously creates new 

technical and financial headaches. The situation is something of a paradox. Never before 

have companies accumulated as much cash as they have today, while at the same time 

interest rates are rock bottom and counterparty risk is still ever present. This presents a real 

dilemma: higher return in exchange for a bit more risk, that is the question. In such an 

environment, we have to change our approach at the risk of racking up losses. What is the 

best asset allocation in a downbeat economic environment which could last for several years 

yet? 

Negative interest rates and deflation 

It is a fair bet that the negative interest rates that some of the biggest banks have started to apply will 

now spread throughout Europe. We are entering hitherto unknown territory. We need to get used to 

the idea of monetary assets falling in value as time goes by. Such a thing would seem unthinkable to the 

man or woman on the street. They know that the banknote in their wallet, paradoxically, will always be 

worth its face or nominal value.  “We are entering unknown territory" might be the title of this new 

post-financial crisis episode.  Of course, the deflation (the structurally downward trend in prices) that, 

sadly, we are observing today is reflected in these negative interest rates.  

Corporate cash surpluses, formerly much sought-after, are now shunned and are no longer of interest to 

the banks. The EONIA or overnight rate has regularly been flirting with negative territory for a few 

months now. Taking France as an example, according to the Bank of France, the 77 biggest non-financial 

and non-real estate companies are thought to have a total of €177 billion to invest. That is quite some 

problem for treasurers who don't know where to invest their cash surpluses. Paradoxically, now is the 

time that they need to reinvest massively in assets, provided they expect to produce an operating 

margin. This would stop the haemorrhaging and this massive value destruction. 

This deflation should give consumption a boost. “Should” rather than “will”, because the psychological 

element is very important and lack of confidence by consumers will tend to cause them to delay making 

their purchases. The most surprising thing is that this value destruction looks as if it will not be impacted 

by the inverse effect of withholding. They are quite prepared to tax income from capital, but not to 

deduct the theoretical negative tax on interest that has now become negative. Here again we find a 

technical paradox and fiscal mismatch which seemed so improbable but which is nevertheless now a 

reality. The frightening question in everyone's minds is: are we seeing a “Japanization” of the European 

economy? Almost 25 years of low or negative interest rates… Let us try not to think about it to stop it 

tormenting our minds. 



 

“Treasurers' Kitchen Nightmares” 

For many years treasurers have been battling against the falling interest rates received on deposits and 

other financial instruments. Paradoxically, and this is the main difficulty of the task, the cash has built up 

as a result of the drastic improvement in corporate finances and through obsessive caution in making 

investments and other asset acquisitions, at a time when interest rates were sliding steadily. The role of 

the treasurer and the added value generated by proper treasury management disappear. The battle is 

now to preserve the value of the capital invested as far as possible. We no longer look for the best 

return, but the least bad. This is a negation of the role of treasurers who can no longer make a return in 

such an environment unless they take risks and change their approach.  

Treasurers are no longer asked to generate the greatest margin and the highest possible interest with 

acceptable risk, but instead, as far as possible, to preserve capital which is eroding inexorably. It is as if 

doctors were no longer being asked to cure patients, but just to keep them alive. 

A true nightmare and we don't know when the night will end. We can be sure that we will find the 

awakening hard and painful. They are beavering away in the treasurer's kitchen to find miracle recipes 

that do not exist in the real world. Strategies are being fine-tuned, but all this takes time to put in place. 

 



Value destruction 

It is not only value destruction, but deadweight losses, that we are seeing. These inexorably sliding rates 

led to lost opportunities. It is sad to build up cash piles at a time when they no longer earn money, or 

even worse when they start to cost money. There are assets out there to be purchased, and the 

opportunities a huge. However, the multiples applied by sellers and the valuations, particularly stock-

market valuations (inflated by low interest rates), are enough to rein in purchasers' enthusiasm. What 

purchasers fear most is capital losses or losses in value (i.e. goodwill impairments).  

So we are looking at a true nightmare in the kitchen of finance because we have cash that we do not 

know where to invest risk-free and at an interest rate of zero percent or above. The apparently simple 

equation “higher risk for higher return and lower risk for lower return” looks shaky given the external 

and internal constraints. Wheedling an additional basis point could have a huge marginal cost. Risk-

taking is not the job of corporate treasurers, who are cautious professionals. The recipe is therefore 

more complicated than it would seem. The right mix of ingredients will depend on the culture of the 

business, its risk appetite, its internal investment policy, whether it is quoted on the stock market or not, 

and other factors.  

Even worse, counterparty risk is still very real. The recent ECB stress tests might look reassuring, but 

would anyone go so far as to say that the risk of a bank defaulting is nil? Sadly, since September 2008 we 

know that to be possible, and we recently saw this again with a Portuguese bank. The game needs to be 

worth the candle. Seeking a better return should be considered only in exchange for matching risk or if 

at additional risk, risk that is at least under control and acceptable. The risk appetite must be clearly laid 

down in group investment policies to avoid any unfortunate mishaps. 

The problem is that of the counterparties and the products. The traditional alternative is or was short-

term money market funds. Unfortunately these produce little or next to no return. You might also invest 

in paper issued directly by corporations, such as European Commercial Paper (ECP) or Euro Medium 

Term Notes (EMTNs). The nature of the counterparty will be completely different. But is it the role of 

corporations to invest in other corporations? Do they have the skills and resources to handle and 

measure counterparty risk?  
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Cash or cash equivalents? 

This specific concept of cash equivalents comes to us from IFRS, particularly IAS7. It defines the concept 

of short term investment meeting certain conditions (even though this standard is principles-based 

rather than rules-based), to enable these cash equivalents to be offset against any liabilities. The net 

cash requirement or surplus is the difference between total gross liabilities and short term cash as 

defined – generally cash invested for periods of shorter than three months. The international accounting 

standards are strict, so financial analysts, banks and credit rating agencies will take into account only 

cash surpluses that qualify as such for reducing the net liabilities figure. Most businesses therefore 

ensure they comply with this accounting criterion for cash, to make their balance sheets look as good as 

possible. 

 

Alternatives and new strategies 

In my humble opinion, the alternative must be found in the magic recipe of diversification, which always 

comes to the rescue. The idea should be to change our approach, and to go back to what many 

companies did before the crisis. The strategy would involve investing a set and limited percentage, 

perhaps 10%, in products with higher return and higher volatility to try to boost the overall average 

return on the whole cash holding. For this you have to decide exactly what portion is needed for 

working capital requirement, for paying dividends, for the buffer or safety net, and finally for the more 

strategic portion, for long term use. We need to segment cash into different layers (Ie. 1. Operating ;      

2. Core ; 3. Strategic cash) By investing some of the surplus categorised as “strategic”, which is not 

needed in the short term, into these more dynamic funds or products, the overall return could be 

improved and outperform the benchmark index. We have to try to generate alpha, to seek risk-adjusted 

performance and superior returns. Acceptable volatility must not exceed the expected return from the 

more dynamic product. Here again, the more dynamic section could be invested in a diversified and 

varied way, to mitigate risk. Funds offer the benefit of such diversification, often with almost immediate 

liquidity. We might also consider using products such as tri-party repos (or repos with security as 

collateral), notice accounts, and why not a short term bond fund to improve your overall net return. The 

solution is reached via a two-pronged strategy, finding the balance of the two product types in terms of 



volatility and using trial and error. By taking it one step at a time you can build up a strategy that works 

for you, giving yourself the chance of finding exit options.  

 

 

The privileged poor 

Today it would seem that “poor” – that is cash poor – treasurers are happier than rich – cash rich – 

treasurers. It is easier to manage liabilities that are declining in price than it is to invest surpluses. The 

luxury of the rich is now their downfall, and the hardship of the poor becomes their privilege. If we are 

to stay positive, we need to follow the lead of Baron Pierre de Courbertin, who said “Every difficulty we 

overcome should be the spur to making further progress”.  

François Masquelier, Chairman of ATEL 
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