asset liability management in banks

asset liability management in banks is a fundamental concept in modern banking that plays a critical role in
safeguarding financial stability and profitability. This article explores the essential aspects of asset liability
management (ALM), focusing on how banks use this strategic practice to balance their assets and liabilities,
manage risks, and comply with regulatory requirements. Readers will gain insights into the key objectives
of ALM, the various risks it addresses, the tools and techniques involved, and its impact on bank operations.
By understanding the intricacies of asset liability management in banks, professionals, students, and banking
enthusiasts can appreciate its importance in maintaining liquidity, optimizing interest rates, and ensuring
the long-term sustainability of financial institutions. This comprehensive guide covers the framework,
challenges, best practices, and future trends in ALM, offering a valuable resource for anyone interested in

banking risk management and financial strategy.
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Understanding Asset Liability Management in Banks

Asset liability management in banks is a strategic process that involves the careful coordination of a bank’s
assets—such as loans, investments, and cash reserves—with its liabilities, which include customer deposits
and borrowings. The primary goal is to optimize the balance sheet and ensure adequate liquidity,
profitability, and risk control. ALM enables banks to anticipate and respond to changes in interest rates,

market conditions, and regulatory demands. By implementing robust asset liability management practices,



financial institutions can protect themselves against adverse effects like mismatched cash flows, liquidity
shortages, and excessive risk exposure. ALM is essential for promoting financial stability and supporting

sustainable growth in the banking sector.

Objectives of Asset Liability Management

The objectives of asset liability management in banks are multifaceted and focus on balancing financial
performance with risk mitigation. ALM aims to ensure that banks have enough liquid assets to meet short-
term obligations while maximizing returns. It also strives to manage the risks arising from changes in
interest rates, exchange rates, and market fluctuations. By aligning assets and liabilities effectively, banks

can reduce earnings volatility, maintain regulatory compliance, and enhance overall stability.

Maintaining adequate liquidity to meet obligations

Optimizing interest rate margins

¢ Minimizing exposure to market and credit risks

Ensuring regulatory compliance

Supporting sustainable profitability and growth

Key Risks Addressed by ALM

Asset liability management in banks is designed to control several key risks that can affect the institution’s
financial health. The most prominent risks addressed by ALM include liquidity risk, interest rate risk, and
market risk. Effective ALM strategies help banks anticipate and mitigate potential losses from unforeseen
changes in the financial environment. This risk management process is crucial for maintaining the

confidence of customers, investors, and regulators.

Liquidity Risk

Liquidity risk refers to the possibility that a bank may not have sufficient funds to meet its immediate
financial commitments, such as customer withdrawals or loan disbursements. ALM techniques help banks
ensure that they maintain an optimal level of liquid assets to cover short-term liabilities, reducing the

likelihood of liquidity crises.



Interest Rate Risk

Interest rate risk arises from fluctuations in interest rates, which can impact a bank’s earnings and asset
values. Asset liability management in banks uses gap analysis, duration analysis, and other methods to

monitor and manage the impact of interest rate changes on the bank’s balance sheet.

Market Risk

Market risk involves potential losses due to changes in market variables such as exchange rates, equity
prices, and commodity prices. ALM helps banks hedge and diversify their portfolios to minimize exposure

to market volatility and maintain stable returns.

AILM Framework and Process

The asset liability management framework in banks consists of a structured approach to monitoring,
measuring, and managing various risks. This framework involves setting policies, establishing limits, and
employing analytical tools to assess the bank’s financial position. ALM is usually overseen by an Asset
Liability Committee (ALCO), which is responsible for implementing strategies and making key decisions

regarding the bank’s balance sheet.

Role of the Asset Liability Committee (ALCO)

The ALCO is a senior management group tasked with overseeing asset liability management in banks. It
sets policies, reviews risk exposures, and formulates strategies to optimize the bank’s asset-liability mix. The

committee monitors market trends and ensures that the bank remains within predetermined risk limits.

AILM Process Steps

1. Assessment of the bank’s asset and liability profile
2. Identification and measurement of key risks

3. Formulation of ALM policies and strategies

4. Implementation of risk management techniques

5. Continuous monitoring and reporting of ALM performance



Techniques and Tools in Asset Liability Management

Asset liability management in banks utilizes a range of techniques and analytical tools to monitor and
manage risks. These methods help banks anticipate the impact of changes in economic conditions and adjust
their strategies accordingly. Common ALM tools include gap analysis, duration analysis, simulation

modeling, and scenario analysis.

Gap Analysis

Gap analysis involves comparing the maturities and repricing schedules of assets and liabilities to identify
mismatches that could expose the bank to interest rate risk. By analyzing these gaps, banks can adjust their

portfolios to reduce risk and improve financial performance.

Duration Analysis

Duration analysis measures the sensitivity of assets and liabilities to changes in interest rates. Banks use this
technique to estimate the impact of rate movements on earnings and asset values, helping them develop

effective hedging strategies.

Simulation and Scenario Analysis

Simulation modeling allows banks to assess the potential effects of different market scenarios on their
balance sheets. Scenario analysis tests the bank’s resilience to adverse events, such as sharp changes in

interest rates or economic downturns, enabling proactive risk management.

Regulatory Requirements and Compliance

Banks are subject to stringent regulatory requirements that govern asset liability management practices.
These regulations are designed to protect the financial system and ensure the soundness of individual
institutions. Regulatory bodies, such as central banks and financial authorities, set guidelines for liquidity

ratios, capital adequacy, and risk limits that banks must adhere to.

Liquidity Coverage Ratio (LCR)

The Liquidity Coverage Ratio requires banks to hold sufficient high-quality liquid assets to cover net cash
outflows over a 30-day period. ALM ensures compliance with the LCR by managing asset portfolios and

monitoring liquidity needs.



Net Stable Funding Ratio (NSFR)

The Net Stable Funding Ratio measures the stability of a bank’s funding sources over a one-year period.

Asset liability management in banks helps maintain stable funding profiles and meet NSFR requirements.

Basel III and ALM

Basel II is a global regulatory framework that sets standards for capital adequacy, liquidity, and risk
management. Effective ALM practices are essential for banks to comply with Basel III provisions and

maintain a strong financial position.

Challenges in Asset Liability Management

Asset liability management in banks faces several challenges that can complicate the process of maintaining
balance and minimizing risks. These challenges arise from market volatility, changing regulatory
environments, technological advancements, and evolving customer expectations. Banks must continuously

adapt their ALM strategies to address these complexities and maintain financial stability.

Unpredictable interest rate movements

Rapid changes in market conditions

e Increasing regulatory requirements

Complexity of financial instruments

Integration of advanced technology

Best Practices for Effective ALM

To ensure successful asset liability management in banks, institutions should follow best practices that
promote sound risk management and strategic decision-making. Implementing robust policies, leveraging

technology, and fostering a culture of compliance are key elements of effective ALM.

Comprehensive Policy Framework

Banks should establish clear ALM policies that define objectives, risk limits, and procedures. These policies



should be regularly reviewed and updated to reflect changing market conditions and regulatory

requirements.

Advanced Analytical Tools

Utilizing sophisticated analytical tools and models enables banks to accurately measure and manage risks.

Technology-driven solutions enhance the efficiency and effectiveness of ALM processes.

Continuous Monitoring and Reporting

Regular monitoring and reporting of ALM performance helps banks identify emerging risks and make
timely adjustments to their strategies. Transparent reporting also supports compliance and stakeholder

confidence.

Future Trends in Asset Liability Management

The landscape of asset liability management in banks is evolving rapidly, driven by digital transformation,
regulatory developments, and shifting market dynamics. Banks are increasingly adopting advanced
technologies such as artificial intelligence, machine learning, and big data analytics to enhance ALM
processes. The integration of environmental, social, and governance (ESG) considerations is also shaping
future ALM strategies. Staying abreast of these trends will be crucial for banks seeking to maintain

resilience and competitiveness in a changing financial environment.

Trending and Relevant Questions & Answers About Asset Liability
Management in Banks

Q What is asset liability management in banks?

A: Asset liability management in banks refers to the strategic process of coordinating assets and liabilities to
optimize liquidity, profitability, and risk control. It helps banks manage risks arising from market

movements, interest rate changes, and liquidity requirements.

Q Why is asset liability management important for banks?

A: Asset liability management is vital for ensuring financial stability, regulatory compliance, and sustainable

profitability. It allows banks to anticipate and mitigate risks, maintain adequate liquidity, and respond to



changing market conditions.

Q What are the key risks managed by ALM in banks?

A: The primary risks managed by ALM in banks include liquidity risk, interest rate risk, and market risk.
Effective ALM strategies also address credit risk and operational risk to safeguard the institution's financial

health.

Q Who is responsible for asset liability management in a bank?

A: Asset liability management is typically overseen by the Asset Liability Committee (ALCO), a senior
management group that sets policies, monitors risks, and makes strategic decisions regarding the bank’s

balance sheet.

Q What techniques are commonly used in ALM?

A: Common techniques in asset liability management include gap analysis, duration analysis, simulation
modeling, and scenario analysis. These tools help banks identify risk exposures and develop appropriate

management strategies.

Q How does ALM help banks comply with regulations?

A: ALM ensures that banks meet regulatory requirements for liquidity and capital adequacy, such as the
Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR). It also supports compliance with

frameworks like Basel III.

Q What are the main challenges in asset liability management for banks?

A: Major challenges include unpredictable interest rates, volatile markets, stringent regulatory

requirements, complexity of financial instruments, and the need for advanced technological integration.

Q How is technology changing asset liability management in banks?

A: Technology is transforming ALM through the use of artificial intelligence, machine learning, and big

data analytics. These innovations enhance risk measurement, scenario analysis, and reporting capabilities.



Q What are some best practices for effective ALM in banks?

A: Best practices include establishing comprehensive policies, leveraging advanced analytical tools,

conducting continuous monitoring and reporting, and fostering a culture of compliance and risk awareness.
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Asset Liability Management in Banks: A Comprehensive
Guide

Navigating the complex world of banking requires a delicate balance, a constant juggling act
between assets and liabilities. This is where Asset Liability Management (ALM) comes in. For banks,
effective ALM isn't just a good idea - it's a critical survival mechanism. This comprehensive guide
will delve into the intricacies of asset liability management in banks, exploring its core principles,
key strategies, and the ever-increasing importance in today's dynamic financial landscape. We'll
equip you with the knowledge to understand how banks manage risk and ensure their long-term
stability.

What is Asset Liability Management (ALM) in Banks?

Asset Liability Management (ALM) is a strategic approach adopted by banks to manage the risks
associated with mismatches between their assets and liabilities. Simply put, it's about ensuring that
the bank has the right amount of funds available at the right time to meet its obligations, while
maximizing profitability. This involves carefully considering the timing and amounts of both assets
(loans, investments, etc.) and liabilities (deposits, borrowings, etc.) and how changes in interest
rates, market conditions, and economic factors might impact them. Effective ALM aims to optimize
the bank's liquidity, profitability, and capital adequacy, ultimately mitigating risks and enhancing its
resilience.

Core Principles of Effective ALM
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Several core principles underpin successful asset liability management in banks:

Liquidity Management: This is paramount. The bank must always have sufficient liquid assets to
meet its short-term obligations, preventing insolvency. This involves monitoring cash flows,
managing deposit levels, and accessing various funding sources as needed.

Interest Rate Risk Management: Fluctuations in interest rates can significantly affect a bank's
profitability. ALM strategies address this through techniques like interest rate swaps, hedging, and
duration management to minimize potential losses from rate changes.

Credit Risk Management: Assessing and managing the risk of loan defaults is crucial. ALM
incorporates credit scoring, diversification of loan portfolios, and stringent lending policies to
minimize credit losses.

Market Risk Management: This involves identifying and managing risks associated with changes in
market conditions, including fluctuations in exchange rates, equity prices, and commodity prices.
ALM utilizes various hedging techniques to mitigate these risks.

Regulatory Compliance: Banks must adhere to stringent regulatory requirements related to capital

adequacy, liquidity, and risk management. ALM plays a crucial role in ensuring compliance with
these regulations.

Key Strategies Employed in ALM

Banks employ a variety of strategies to effectively manage their assets and liabilities:

Gap Analysis: This technique compares the maturity profiles of assets and liabilities to identify
potential mismatches and vulnerabilities to interest rate changes.

Duration Matching: This involves aligning the duration (a measure of interest rate sensitivity) of
assets and liabilities to minimize interest rate risk.

Immunization: This strategy aims to protect the portfolio's value from interest rate fluctuations.

Hedging: This involves using financial instruments like derivatives (futures, options, swaps) to offset
potential losses from adverse market movements.

Stress Testing: This involves simulating various adverse scenarios (e.g., economic recession,
liquidity crisis) to assess the bank's resilience and identify potential vulnerabilities.

The Growing Importance of ALM in Today's Banking
Environment



The role of ALM has become even more critical in recent years due to several factors:

Increased Market Volatility: Global economic uncertainty and frequent market fluctuations
necessitate more sophisticated ALM strategies.

Regulatory Scrutiny: Increased regulatory requirements emphasize robust risk management
frameworks, including comprehensive ALM practices.

Technological Advancements: Technological innovations, such as advanced analytics and artificial
intelligence, are enhancing ALM capabilities, enabling better forecasting and risk management.

Globalization: Operating in a globalized environment exposes banks to a wider range of risks,
demanding more sophisticated ALM strategies.

Conclusion

Effective asset liability management is the cornerstone of a stable and profitable banking institution.
By understanding and implementing robust ALM strategies, banks can mitigate risks, optimize
profitability, and ensure their long-term sustainability in an increasingly complex and dynamic
financial world. The principles and strategies outlined above provide a strong foundation for
navigating the challenges and opportunities presented by this crucial aspect of banking operations.

FAQs

1. What are the consequences of poor ALM? Poor ALM can lead to liquidity shortages, significant
financial losses due to interest rate or market volatility, regulatory penalties, and even bank failure.

2. How often should a bank review its ALM strategy? Regular reviews, at least quarterly, are crucial,
with more frequent monitoring during periods of market instability.

3. What role does technology play in modern ALM? Technology plays an increasingly important role,
providing advanced analytics, automated reporting, and stress testing capabilities for improved
decision-making.

4. How does ALM differ for different types of banks? ALM strategies will vary depending on a bank's
size, business model, geographic focus, and risk appetite. Larger banks typically have more complex
ALM frameworks.

5. What is the role of the ALM committee in a bank? The ALM committee, typically comprised of
senior management, oversees the bank's ALM strategy, monitors risk exposures, and ensures
compliance with regulations.



asset liability management in banks: Bank Asset and Liability Management Moorad
Choudhry, 2011-12-27 Banks are a vital part of the global economy, and the essence of banking is
asset-liability management (ALM). This book is a comprehensive treatment of an important financial
market discipline. A reference text for all those involved in banking and the debt capital markets, it
describes the techniques, products and art of ALM. Subjects covered include bank capital, money
market trading, risk management, regulatory capital and yield curve analysis. Highlights of the book
include detailed coverage of: Liquidity, gap and funding risk management Hedging using
interest-rate derivatives and credit derivatives Impact of Basel II Securitisation and balance sheet
management Structured finance products including asset-backed commercial paper,
mortgage-backed securities, collateralised debt obligations and structured investment vehicles, and
their role in ALM Treasury operations and group transfer pricing. Concepts and techniques are
illustrated with case studies and worked examples. Written in accessible style, this book is essential
reading for market practitioners, bank regulators, and graduate students in banking and finance.
Companion website features online access to software on applications described in the book,
including a yield curve model, cubic spline spreadsheet calculator and CDO waterfall model.

asset liability management in banks: Bank Asset Liability Management Best Practice
Polina Bardaeva, 2021-04-19 As bankers incorporate more and more complicated and precise
calculations and models, a solely mathematical approach will fail to confirm the viability of their
business. This book explains how to combine ALM concepts with the emotional intelligence of
managers in order to maintain the financial health of a bank, and quickly react to external
environment challenges and banks’ microclimate changes. ALM embraces not only balance sheet
targets setting, instruments and methodologies to achieve the targets, but also the correct and
holistic understanding of processes that should be set up in a bank to prove its prudency and
compliance with internal and external constraints, requirements and limitations and the ongoing
continuity of its operations. Bank Asset Liability Management Best Practice delves into the
philosophy of ALM, discusses the interrelation of processes inside the bank, and argues that every
little change in one aspect of the bank processes has an impact on its other parts. The author
discusses the changing role of ALM and its historical and current concepts, its strengths and
weaknesses, and future threats and opportunities.

asset liability management in banks: Asset Liability Management Optimisation Beata
Lubinska, 2020-04-20 An advanced method for financial institutions to optimize Asset Liability
Management for maximized return and minimized risk Financial institutions today are facing
daunting regulatory and economic challenges. As they manage bank regulation and competition,
institutions are also optimizing their Asset Liability Management (ALM) operations. The function of
the ALM unit today goes beyond risk management related to the banking book into managing
regulatory capital and positioning the balance sheet to maximize profit. Asset Liability Management
Optimization: A Practitioner's Guide to Balance Sheet Management and Remodelling offers a
step-by-step process for modeling and reshaping a bank's balance sheet. Based on the author's
extensive research, it describes how to apply a quantifiable optimization method to help maximize
asset return and minimize funding cost in the banking book. ALM ranks as a key component of any
financial institution's overall operating strategy. Now, financial professionals can use an advanced
solution for optimizing ALM. This book takes a closer look at the evolving role of the ALM function
and the target position of the banking book. It provides strategies for active management,
structuring, and hedging of a bank balance sheet, while also exploring additional topics related to
ALM. A description of the Funds Transfer Pricing (FTP) process related to a bank’s target position
Detailed examinations of interest rate risk in the banking book (IRRBB) Discussion of Basel III
regulatory requirements and maturity gap analysis Overview of customer behavior, along with its
impact on interest rate and liquidity risk Practical spreadsheet models (NII sensitivity and EVE
volatility IRRBB model, simplified optimization model for minimization of average funding cost for a
bank and an example of behavioral model for Non-Maturing Deposits) Explorations of model risk,
sensitivity analysis, and case studies The optimization techniques found in Asset Liability



Management Optimization can prove vital to financial professionals who are tasked with maximizing
asset return and reducing funding costs as a critical part of business objectives.

asset liability management in banks: Asset and Liability Management Handbook G. Mitra, K.
Schwaiger, 2011-03-29 Recent years have shown an increase in development and acceptance of
quantitative methods for asset and liability management strategies. This book presents state of the
art quantitative decision models for three sectors: pension funds, insurance companies and banks,
taking into account new regulations and the industries risks.

asset liability management in banks: Bank Asset Liability Management Best Practice Polina
Bardaeva, 2021-04-19 As bankers incorporate more and more complicated and precise calculations
and models, a solely mathematical approach will fail to confirm the viability of their business. This
book explains how to combine ALM concepts with the emotional intelligence of managers in order to
maintain the financial health of a bank, and quickly react to external environment challenges and
banks’ microclimate changes. ALM embraces not only balance sheet targets setting, instruments and
methodologies to achieve the targets, but also the correct and holistic understanding of processes
that should be set up in a bank to prove its prudency and compliance with internal and external
constraints, requirements and limitations and the ongoing continuity of its operations. Bank Asset
Liability Management Best Practice delves into the philosophy of ALM, discusses the interrelation of
processes inside the bank, and argues that every little change in one aspect of the bank processes
has an impact on its other parts. The author discusses the changing role of ALM and its historical
and current concepts, its strengths and weaknesses, and future threats and opportunities.

asset liability management in banks: Asset and Liability Management for Banks and
Insurance Companies Marine Corlosquet-Habart, William Gehin, Jacques Janssen, Raimondo
Manca, 2015-08-05 This book introduces ALM in the context of banks and insurance companies.
Although this strategy has a core of fundamental frameworks, models may vary between banks and
insurance companies because of the different risks and goals involved. The authors compare and
contrast these methodologies to draw parallels between the commonalities and divergences of these
two services and thereby provide a deeper understanding of ALM in general.

asset liability management in banks: Asset Liability Management Optimisation Beata
Lubinska, 2020-02-24 An advanced method for financial institutions to optimize Asset Liability
Management for maximized return and minimized risk Financial institutions today are facing
daunting regulatory and economic challenges. As they manage bank regulation and competition,
institutions are also optimizing their Asset Liability Management (ALM) operations. The function of
the ALM unit today goes beyond risk management related to the banking book into managing
regulatory capital and positioning the balance sheet to maximize profit. Asset Liability Management
Optimization: A Practitioner's Guide to Balance Sheet Management and Remodelling offers a
step-by-step process for modeling and reshaping a bank's balance sheet. Based on the author's
extensive research, it describes how to apply a quantifiable optimization method to help maximize
asset return and minimize funding cost in the banking book. ALM ranks as a key component of any
financial institution's overall operating strategy. Now, financial professionals can use an advanced
solution for optimizing ALM. This book takes a closer look at the evolving role of the ALM function
and the target position of the banking book. It provides strategies for active management,
structuring, and hedging of a bank balance sheet, while also exploring additional topics related to
ALM. A description of the Funds Transfer Pricing (FTP) process related to a bank’s target position
Detailed examinations of interest rate risk in the banking book (IRRBB) Discussion of Basel III
regulatory requirements and maturity gap analysis Overview of customer behavior, along with its
impact on interest rate and liquidity risk Practical spreadsheet models (NII sensitivity and EVE
volatility IRRBB model, simplified optimization model for minimization of average funding cost for a
bank and an example of behavioral model for Non-Maturing Deposits) Explorations of model risk,
sensitivity analysis, and case studies The optimization techniques found in Asset Liability
Management Optimization can prove vital to financial professionals who are tasked with maximizing
asset return and reducing funding costs as a critical part of business objectives.



asset liability management in banks: Asset and Liability Management for Banks and
Insurance Companies Marine Corlosquet-Habart, William Gehin, Jacques Janssen, Raimondo Manca,
2015-09-21 This book introduces ALM in the context of banks and insurance companies. Although
this strategy has a core of fundamental frameworks, models may vary between banks and insurance
companies because of the different risks and goals involved. The authors compare and contrast
these methodologies to draw parallels between the commonalities and divergences of these two
services and thereby provide a deeper understanding of ALM in general.

asset liability management in banks: Asset and Liability Management Jean Dermine, Youssef
F. Bissada, 2007 Written for a general business audiance, this is the first book on asset and liability
management that emphasises both value creation and risk control.

asset liability management in banks: Successful Bank Asset/Liability Management John
W. Bitner, Robert A. Goddard, 1992-08-04 Two virtuosos of risk management show you how to close
up theholes in your gap defenses--before the regulators call! BankersMonthly dubbed them virtuosos
of risk management.[who have] raisedA/L. management to an art. And this hands-on approach
toasset/liability management from Bitner and Goddard is exactly whatyou'd expect from such
banking leaders. It's the first true actionbook in the field moving beyond simple gap analysis, theory,
andfundamentals to show you how to apply the full range of today'ssophisticated A/L. management
techniques--and comply with the latestbanking regulations. You'll find. * Full discussions of interest
rate exposures not measured by gap,but of vital interest to institutions and regulators alike:
basisrisk (the difference in the change of interest rates betweeninstruments of identical maturities)
and imbedded options (loanpayoffs and early deposit withdrawals) * Helpful and informative insights
from leading A/L managementpractitioners, consultants, and software developers Whether you're
involved with a commercial bank, savings and loanassociation, or credit union, you can't afford to
ignore the gap inyour institution's risk defenses any longer. Put the virtuosos ofrisk management to
work today.

asset liability management in banks: Asset & Liability Management Jean Dermine,
Youssef F. Bissada, 2002 As institutional shareholders increase pressure on value creation and as
central banks around the world are forcing banks to improve their ALM capabilities, the time has
come for every banker to master the tools of Asset and Liability Management, and the control of
value creation and risk. Written for a general business audience by Jean Dermine, an INSEAD
expert, Asset and Liability Management is a complete toolbox for those wishing to get to grips with
the subject. Unique in its concise, clear and accessible presentation of the concepts, the book steers
clear of complex mathematics and presents the tools in an intuitive and simple way by using modern,
visual, educational techniques. The book sheds light on questions such as: how do the various pieces
of the bank puzzle fit with one another? how does each piece of the bank contribute to value
creation? how does one ensure that risks are being controlled? how do you evaluate performances
on a risk-adjusted basis? how do you price loans to secure the creation of value? It also includes
discussions on profit-center management, pricing credit risk and loan provisioning, and the
management of interest rate and liquidity risks. Threading through the book are a set of exercises
with solutions to measure understanding of the concepts as they build on each other. Packaged with
the book is a step-by-step tutorial CD-ROM that focuses on visuals, and exercises with built-in
solutions. This can be used as a stand-alone self-learning device or as a tool after reading the book to
test and reinforce the concepts learnt.

asset liability management in banks: Interest Rate Risk in the Banking Book Beata
Lubinska, 2021-11-01 Introduces practical approaches for optimizing management and hedging of
Interest Rate Risk in the Banking Book (IRRBB) driven by fast evolving regulatory landscape and
market expectations. Interest rate risk in the banking book (IRRBB) gained its importance through
the regulatory requirements that have been growing and guiding the banking industry for the last
couple of years. The importance of IRRBB is shifting for banks, away from ‘just’ a regulatory
requirement to having an impact on the overall profitability of a financial institution. Interest Rate
Risk in the Banking Book sheds light on the best practices for managing this importance risk



category and provides detailed analysis of the hedging strategies, practical examples, and case
studies based on the author’s experience. This handbook is rich in practical insights on
methodological approach and contents of ALCO report, IRRBB policy, ICAAP, Risk Appetite
Statement (RAS) and model documentation. It is intended for the Treasury, Risk and Finance
department and is helpful in improving and optimizing their IRRBB framework and strategy. By the
end of this IRRBB journey, the reader will be equipped with all the necessary tools to build a
proactive and compliant framework within a financial institution. Gain an updated understanding of
the evolving regulatory landscape for IRRBB Learn to apply maturity gap analysis, sensitivity
analysis, and the hedging strategy in banking contexts * Understand how customer behavior impacts
interest rate risk and how to manage the consequences Examine case studies illustrating key IRRBB
exposures and their implications Written by London market risk expert Beata Lubinska, Interest
Rate Risk in the Banking Book is the authoritative resource on this evolving topic.

asset liability management in banks: Handbook of Asset and Liability Management
Alexandre Adam, 2008-03-11 In the Handbook of Asset and Liability Management: From Models to
Optimal Return Strategies, Alexandre Adam presents a comprehensive guide to Asset and Liability
Management. Written from a quantitative perspective with economic explanations, this book will
appeal to both mathematicians and non-mathematicians alike as it gives an operational view on the
business. Well structured, this book includes essential information on Balance Sheet Items and
Products Modeling, Tools for Asset and Liability Managers, as well as Optimal Returns Strategies.
Explaining, in detail, all the written and unwritten rules of Asset Liability Management, using
up-to-date models and the latest findings, the Handbook of Asset and Liability Management is an
essential tool for Asset and Liability Managers both for the present day and the future.

asset liability management in banks: Asset-Liability and Liquidity Management Pooya
Farahvash, 2020-06-16 Asset-Liability and Liquidity Management distils the author’s extensive
experience in the financial industry, and ALM in particular, into concise and comprehensive lessons.
Each of the topics are covered with a focus on real-world applications, based on the author’s own
experience in the industry. The author is the Vice President of Treasury Modeling and Analytics at
American Express. He is also an adjunct Professor at New York University, teaching a variety of
analytical courses. Learn from the best as Dr. Farahvash takes you through basic and advanced
topics, including: The fundamentals of analytical finance Detailed explanations of financial valuation
models for a variety of products The principle of economic value of equity and value-at-risk The
principle of net interest income and earnings-at-risk Liquidity risk Funds transfer pricing A detailed
Appendix at the end of the book helps novice users with basic probability and statistics concepts
used in financial analytics.

asset liability management in banks: Strategic Bank Asset Liability Management Dieter
Langen, 1989 Since the mid 70s and 80s, the banking environment has become more and more
complex resulting in some serious difficulties at certain banks, partly because the instruments for
sufficient strategic planning basically were not able to adapt to the changing environment. This work
tries to build a global bank management approach for high-level strategic planning which takes care
of today's urgent quantitative bank planning problems, objectives and constraints. The different
bank objectives are coordinated in a way which is consistent with an overall, flexible bank strategy
by using current OR-methods and advanced computational techniques and by considering forecasts
of important economic influencing factors.

asset liability management in banks: Managing Financial Institutions Mona ]J. Gardner,
Dixie L. Mills, 1988

asset liability management in banks: Handbook of ALM in Banking Andreas Bohn, Marije
Elkenbracht-Huizing, 2014 In recent years, there has been increased focus on the universal banking
model as well as new regulations focusing on asset and liability management (ALM) practices. In an
environment of low interest rates and expansionary monetary policy, there is increased competition
around loan and deposit businesses, as well as moves to integrate trading book assets and liabilities
into the ALM framework. Consequently, ALM is at the top of banks agendas. Edited by industry



experts Andreas Bohn and Marije Elkenbracht-Huizing, The Handbook of ALM in Banking brings
together key contributions from those implementing new ALM frameworks in light of these latest
developments. The book examines the intricacies of loans and deposits in the context of revisions to
statutory deposit protection schemes. It also assesses the demands on banks liquidity reserves and
collateral, as well as funding implications. The increased regulatory focus on earnings at risk and on
capital and balance sheet consumption is also under the spotlight, with the book clarifying issues on
funds transfer pricing, capital management and balance sheet requirements. The Handbook of ALM
in Banking provides a full overview of methods and methodologies being applied in cutting-edge
ALM management. This book is a must-read for ALM managers, risk managers, balance sheet
managers, accountants, treasurers.

asset liability management in banks: Goal Programming Techniques for Bank Asset
Liability Management Kyriaki Kosmidou, Constantin Zopounidis, 2006-04-18 Other publications
that exist on this topic, are mainly focused on the general aspects and methodologies of the field and
do not refer extensively to bank ALM. On the other hand the existing books on goal programming
techniques do not involve the ALM problem and more specifically the bank ALM one. Therefore,
there is a lack in the existing literature of a comprehensive text book that combines both the
concepts of bank ALM and goal programming techniques and illustrates the contribution of goal
programming techniques to bank ALM. This is the major contributing feature of this book and its
distinguishing characteristic as opposed to the existing literature. This volume would be suitable for
academics and practitioners in operations research, management scientists, financial managers,
bank managers, economists and risk analysts. The book can also be used as a textbook for graduate
courses of asset liability management, financial risk management and banking risks.

asset liability management in banks: Asset and Liability Management by Banks Ajay
Pathak, Sourendra Nath Ghosal, 2007 The core business of banks is maturity transformation and
balancing maturity periods of deposits and loans. In fact, liquidity risk is primarily to be taken care
of in this process. ALM has become a key driver for profit for banks. ALM models so far devel

asset liability management in banks: Goal Programming Techniques for Bank Asset
Liability Management Kyriaki Kosmidou, Constantin Zopounidis, 2004-07-21 Other publications
that exist on this topic, are mainly focused on the general aspects and methodologies of the field and
do not refer extensively to bank ALM. On the other hand the existing books on goal programming
techniques do not involve the ALM problem and more specifically the bank ALM one. Therefore,
there is a lack in the existing literature of a comprehensive text book that combines both the
concepts of bank ALM and goal programming techniques and illustrates the contribution of goal
programming techniques to bank ALM. This is the major contributing feature of this book and its
distinguishing characteristic as opposed to the existing literature. This volume would be suitable for
academics and practitioners in operations research, management scientists, financial managers,
bank managers, economists and risk analysts. The book can also be used as a textbook for graduate
courses of asset liability management, financial risk management and banking risks.

asset liability management in banks: Financial Risk Management in Banking Dennis
Uyemura, Uyemura Dennis, Gelder Joni Van, 1992-11 Presents an in-depth review of the tremendous
risk and volatility in bank financial management. This book provides a comprehensive overview of
aggressive asset and liability management (ALM) and demonstrates how ALM can strengthen the
capital position of a financial institution.

asset liability management in banks: The Handbook of Asset/Liability Management:
State-of-Art Investment Strategies, Risk Controls and Regulatory Required Frank Fabozzi,
Atuso Konishi, 1995-10-01 Completely revised and updated, the Handbook of Assetiability
Management helps you keep your protfolio in line and market risk under control. This reference
includes; The benefits from risk management; Asset securitization; Measuring interest rate and yield
curve risk; Using OAS to implement value at risk balance sheet management; Hedging with
derivatives; Implementing controls for managing derivative positions.

asset liability management in banks: International Convergence of Capital



Measurement and Capital Standards , 2004

asset liability management in banks: Financial Risk Management Jimmy Skoglund, Wei
Chen, 2015-09-04 A global banking risk management guide geared toward the practitioner Financial
Risk Management presents an in-depth look at banking risk on a global scale, including
comprehensive examination of the U.S. Comprehensive Capital Analysis and Review, and the
European Banking Authority stress tests. Written by the leaders of global banking risk products and
management at SAS, this book provides the most up-to-date information and expert insight into real
risk management. The discussion begins with an overview of methods for computing and managing a
variety of risk, then moves into a review of the economic foundation of modern risk management and
the growing importance of model risk management. Market risk, portfolio credit risk, counterparty
credit risk, liquidity risk, profitability analysis, stress testing, and others are dissected and
examined, arming you with the strategies you need to construct a robust risk management system.
The book takes readers through a journey from basic market risk analysis to major recent advances
in all financial risk disciplines seen in the banking industry. The quantitative methodologies are
developed with ample business case discussions and examples illustrating how they are used in
practice. Chapters devoted to firmwide risk and stress testing cross reference the different
methodologies developed for the specific risk areas and explain how they work together at firmwide
level. Since risk regulations have driven a lot of the recent practices, the book also relates to the
current global regulations in the financial risk areas. Risk management is one of the fastest growing
segments of the banking industry, fueled by banks' fundamental intermediary role in the global
economy and the industry's profit-driven increase in risk-seeking behavior. This book is the product
of the authors' experience in developing and implementing risk analytics in banks around the globe,
giving you a comprehensive, quantitative-oriented risk management guide specifically for the
practitioner. Compute and manage market, credit, asset, and liability risk Perform macroeconomic
stress testing and act on the results Get up to date on regulatory practices and model risk
management Examine the structure and construction of financial risk systems Delve into funds
transfer pricing, profitability analysis, and more Quantitative capability is increasing with lightning
speed, both methodologically and technologically. Risk professionals must keep pace with the
changes, and exploit every tool at their disposal. Financial Risk Management is the practitioner's
guide to anticipating, mitigating, and preventing risk in the modern banking industry.

asset liability management in banks: Asset/liability Management of Financial
Institutions Leo M. Tilman, 2003 As a guide to Assel/Liability Management (ALM) across financial
institutions, this book is useful in developing consistent frameworks for risk management.

asset liability management in banks: Contracts and Deals in Islamic Finance Hussein
Kureshi, Mohsin Hayat, 2014-12-29 A very accessible and concise guide to Islamic finance Contracts
and Deals in Islamic Finance provides a clear breakdown of Islamic financial contracts and deal
structures for beginners. The embedded requirements within selected Islamic financial contracts,
such as risk weightage, capital structures, creations of cash flows, and balance sheets, are explained
fully to provide a solid understanding of the backbone of the industry. Aimed primarily at beginners
and those with a background in conventional banking, this book guides readers through the major
contracts, how they're applied, and how to discern a contract's legitimacy. Case studies and
interviews with bankers and global regulators provide real-life examples of contract application, and
the author's own experiences provide deep insight into the everyday issues that arise. Ancillary
instructor's materials include PowerPoint slides and lecture notes that facilitate use in the
classroom. Literature describing the application of Islamic financial contracts is few and far
between, and those providing a basic breakdown of these contracts and questioning their validity
are rarer still. This book is the first of its kind, offering a basic approach to understanding Islamic
contracts, designed for the true beginner. Understand the current contracts applied in Islamic
banking Learn how contracts are applied across different jurisdictions Identify illegitimate contracts
and those not in the spirit of Shariah law Examine the current economic realities surrounding
Islamic finance By highlighting the underlying themes in Islamic finance and assessing the current



practices, this book gives readers the solid understanding and up-to-date perspective that form a
solid foundation upon which successful Islamic finance is practiced. For a solid introduction to the
Islamic finance industry, Contracts and Deals in Islamic Finance is an accessible, practical guide.

asset liability management in banks: Bank Asset/liability Management Hazel J. Johnson,
1994

asset liability management in banks: Asset Liability Management T. Ravi Kumar, 2005-03
The face of Indian financial sector changed forever with the initiation of economic reforms in 1991.
Deregulation and integration has led Indian banks and financial institutions into competition both on
the assets side as well as the liabilities side of the balance sheet, forcing them to assume greater and
newer risks in their quest for higher returns. Accordingly, the need for bankers to be familiar with
the risks to which they are exposed and the tools available for managing such risks assumes vital
significance. The US savings and loan crisis in the early 1980s and the Asian crisis of the late 1990s
strongly underscored the dangers confronting banks and financial institutions which choose to
ignore the implications of interest rate risk and liquidity risk. Asset-liability management (ALM)
provides a macro-level framework and a sophisticated tool for modern risk management in banks.
This is an authoritative work on the fundamentals of ALM. The book commences with an
introduction to the types of risks confronting banks and goes on to describe the concept, rationale
and implementation of asset-liability management

asset liability management in banks: Asset-Liability Management for Financial Institutions
Bob Swarup, 2012-05-24 Effective asset-liability management (ALM) of a financial institution
requires making informed strategic and operational decisions. Ever more important in the wake of
the corporate bailouts and collapses of the financial crisis, ALM encompasses the formulation,
implementation, monitoring, and revision of strategies, often on a daily basis due to the fast-moving
nature of the related risks and constraints. This approachable book features up-to-date practitioner
and academic perspectives to provide you with the knowledge you need. Key foundation information
is backed up by the latest research and thought leadership to form a comprehensive guide to ALM
for today and into the future, with case studies and worked examples. Detailed coverage includes: *
Successful risk management frameworks * Coherent stress-testing * Modeling market risk *
Derivatives and ALM * Contingency funding to manage liquidity risks * Basel III capital adequacy
standard * Investment management for insurers * Property and casualty portfolio management *
Funds transfer pricing * Problem loan modeling

asset liability management in banks: Managing Risks in Commercial and Retail
Banking Amalendu Ghosh, 2012-02-28 A practical guide to the practices and procedures of
effectively managing banking risks Managing Risks in Commercial and Retail Banking takes an
in-depth, logical look at dealing with all aspects of risk management within the banking sector. It
presents complex processes in a simplified way by providing real-life situations and examples. The
book examines all dimensions of the risks that banks face—both the financial risks—credit, market,
and operational—and the non-financial risks—money laundering, information technology, business
strategy, legal, and reputational. Focusing on methods and models for identifying, measuring,
monitoring, and controlling risks, it provides practical advice backed up by solid theories, without
resorting to the use of complicated mathematical and statistical formulas. Author Amalendu Ghosh
exposes topics that are usually absent in books on managing banking risk—such as design of control
framework, risk management architecture, credit risk rating, risk-based loan pricing, portfolio
analysis, business continuity planning, and corporate governance. Author has extensive experience
with a variety of major banks and institutions worldwide and brings a fresh perspective in the wake
of the global finance crisis Presents a novel approach using models of the credit risk rating of
different types of borrowers, the methodology for assigning weights for deriving the rating, and the
scoring process Covers the essentials of corporate governance and options for credit risk
assessment in line with the recommendations made in the New Basel Capital Accord Explains the
methodology of risk-based internal audit, including techniques to enable bank branches to switch
over from the old transaction-based audit methods With its logical sequence of the aspects of risk



management, the book's layout is ideal for presentations, making it a handy tool for risk
management training

asset liability management in banks: The Moorad Choudhry Anthology, + Website Moorad
Choudhry, 2018-07-18 The definitive and timeless guide to the principles of banking and finance,
addressing and meeting the challenges of competition, strategy, regulation and the digital age.
Moorad Choudhry Anthology compiles the best of renowned author Professor Moorad Choudhry's
incisive writings on financial markets and bank risk management, together with new material that
reflects the legislative changes in the post-crisis world of finance and the impact of digitization and
global competition. Covering the developments and principles of banking from the 1950s to today,
this unique book outlines the author's recommended best practices in all aspects of bank strategy,
governance and risk management, including asset-liability management, liquidity risk management,
capital planning, Treasury risk, and corporate framework, and describes a vision of the future with
respect to a sustainable bank business model. You will gain the insight of a global authority on topics
essential to retail, corporate, and investment/wholesale banking, including strategy, risk appetite,
funding policies, regulatory requirements, valuation, and much more. The companion website is a
goldmine for senior practitioners that provides templates that can applied in virtually any bank,
including policy documents, pricing models, committee terms of reference, teaching aids and
learning tools including PowerPoint slides and spreadsheet models. These facilitate a deeper
understanding of the subject and the requirements of the senior executive, making this book an ideal
companion for practitioners, graduate students and professional students alike. The intense demand
for knowledge and expertise in asset-liability management, liquidity, and capital management has
been driven by the regulatory challenges of Basel III, the European Union’s CRDIV, the Volcker
Rule, Dodd-Frank Act, and a myriad of other new regulations. This book meets that need by
providing you with a complete background and modern insight on every aspect of bank risk
management. Re-engage with timeless principles of finance that apply in every market and which
are the drivers of principles of risk management Learn strategic asset liability management
practices that suit today's economic environment Adopt new best practices for liquidity models and
choosing the appropriate liquidity risk management framework Examine optimum capital and
funding model recommendations for corporate, retail, and investment/wholesale banks Dig deeper
into derivatives risk management, balance sheet capital management, funding policy, and more
Apply best-practice corporate governance frameworks that ensure a perpetual and viable robust
balance sheet Adopt strategy formulation principles that reflect the long-term imperative of the
banking business In the 21st century more than ever banks need to re-learn traditional risk
management principles and apply them every day. Every bank in the world needs to be up to speed
on these issues, and Anthology from Professor Moorad Choudhry is the answer to this new global
policy response.

asset liability management in banks: Handbook of Asset and Liability Management
Stavros A. Zenios, William T. Ziemba, 2007-08-08 The Handbooks in Finance are intended to be a
definitive source for comprehensive and accessible information in the field of finance. Each
individual volume in the series presents an accurate self-contained survey of a sub-field of finance,
suitable for use by finance and economics professors and lecturers, professional researchers,
graduate students and as a teaching supplement. It is fitting that the series Handbooks in Finance
devotes a handbook to Asset and Liability Management. Volume 2 focuses on applications and case
studies in asset and liability management.The growth in knowledge about practical asset and
liability modeling has followed the popularity of these models in diverse business settings. This
volume portrays ALM in practice, in contrast to Volume 1, which addresses the theories and
methodologies behind these models. In original articles practitioners and scholars describe and
analyze models used in banking, insurance, money management, individual investor financial
planning, pension funds, and social security. They put the traditional purpose of ALM, to control
interest rate and liquidity risks, into rich and broad-minded frameworks. Readers interested in other
business settings will find their discussions of financial institutions both instructive and revealing.*




Focuses on pragmatic applications * Relevant to a variety of risk-management industries* Analyzes
models used in most financial sectors

asset liability management in banks: Asset and Liability Management by Banks Richard L.
Harrington, Organisation for Economic Co-operation and Development, 1987

asset liability management in banks: Effective Asset/liability Management for the
Community Bank Denise Markovich, 1988 Contents: Introduction; Events Change the Banking
Environment; How to Use Basic Information More Effectively; How to Devise a Balance Sheet
Strategy; Asset/Liability Management: Concepts and Theory; Interest-rate Risk and Gap
Management Manual; How to Implement an Asset/Liability Management System; How to Select
Asset/Liability Software; Appendixes; Bibliography; Index. This is a guide to improving profits and
maintaining earnings through effective management programs. Charts/graphs.

asset liability management in banks: An Introduction to Banking Moorad Choudhry,
2011-09-07 A great write-up on the art of banking. Essential reading for anyone working in finance.
Dan Cunningham, Senior Euro Cash & OBS Dealer, KBC Bank NV, London Focused and succinct
review of the key issues in bank risk management. Graeme Wolvaardt, Head of Market Risk Control,
Europe Arab Bank plc, London The importance of banks to the world's economic system cannot be
overstated. The foundation of consistently successful banking practice remains efficient
asset-liability management and liquidity risk management. This book introduces the key concepts of
banking, concentrating on the application of robust risk management principles from a practitioner
viewpoint, and how to incorporate these principles into bank strategy. Detailed coverage includes:
Bank strategy and capital Understanding the yield curve Principles of asset-liability management
Effective liquidity risk management The role of the bank ALM committee Written in the author's
trademark accessible style, this book is a succinct and focused analysis of the core principles of good
banking practice.

asset liability management in banks: An Introduction to Banking Moorad Choudhry,
2018-05-29 A practical primer to the modern banking operation Introduction to Banking, Second
Edition is a comprehensive and jargon-free guide to the banking operation. Written at the
foundational level, this book provides a broad overview of banking to give you an all-around
understanding that allows you to put your specialty work into context within the larger picture of
your organization. With a specific focus on risk components, this second edition covers all key
elements with new chapters on reputational risk, credit risk, stress testing and customer service,
including an updated chapter on sustainability. Practical material includes important topics such as
the yield curve, trading and hedging, asset liability management, loan origination, product
marketing, reputational risk and regulatory capital. This book gives you the context you need to
understand how modern banks are run, and the key points operation at all levels. Learn the critical
elements of a well-structured banking operation Examine the risk components inherent in banking
Understand operational topics including sustainability and stress testing Explore service-end areas
including product marketing and customer service Banks continue to be the heart of the modern
economy, despite the global financial crisis —they have however become more complex. Multiple
layers and a myriad of functions contribute to the running of today's banks, and it's critical for new
and aspiring bankers to understand the full breadth of the operation and where their work fits in.
Introduction to Banking, Second Edition provides an accessible yet complete primer, with emphasis
on the areas that have become central to sustainable banking operation.

asset liability management in banks: Risk Management in Banking Jo€l Bessis, 2015-04-30
The seminal guide to risk management, streamlined and updated Risk Management in Banking is a
comprehensive reference for the risk management industry, covering all aspects of the field. Now in
its fourth edition, this useful guide has been updated with the latest information on ALM, Basel 3,
derivatives, liquidity analysis, market risk, structured products, credit risk, securitizations, and
more. The new companion website features slides, worked examples, a solutions manual, and the
new streamlined, modular approach allows readers to easily find the information they need.
Coverage includes asset liability management, risk-based capital, value at risk, loan portfolio



management, capital allocation, and other vital topics, concluding with an examination of the
financial crisis through the utilisation of new views such as behavioural finance and nonlinearity of
risk. Considered a seminal industry reference since the first edition's release, Risk Management in
Banking has been streamlined for easy navigation and updated to reflect the changes in the field,
while remaining comprehensive and detailed in approach and coverage. Students and professionals
alike will appreciate the extended scope and expert guidance as they: Find all need-to-know risk
management topics in a single text Discover the latest research and the new practices Understand
all aspects of risk management and banking management See the recent crises - and the lessons
learned - from a new perspective Risk management is becoming increasingly vital to the banking
industry even as it grows more complex. New developments and advancing technology continue to
push the field forward, and professionals need to stay up-to-date with in-depth information on the
latest practices. Risk Management in Banking provides a comprehensive reference to the most
current state of the industry, with complete information and expert guidance.

asset liability management in banks: The Principles of Banking Moorad Choudhry,
2022-09-22 A timely and robust discussion of responsible bank stewardship and practice. The
Second Edition of The Principles of Banking offers banking professionals, regulators, and students
from a variety of backgrounds an authoritative and practical discussion of the foundations of modern
banking and good banking practice. In the book, you'll find a comprehensive roadmap to a more
sustainable business model for your banking organization. The author draws on his many years'
experience as a commercial and investment banker as he explains the original principles of
banking—including sound lending policy, capital management, and liquidity risk management—as
well as new material covering the impact of COVID-19 on banks, risk management, and balance
sheet management. The Principles of Banking also provides recommendations for bank asset-liability
management best practices that enable banks to deliver optimized balance sheets for the benefit of
all stakeholders. It also includes new chapters in market risk management, foreign exchange risk
management, interest rate risk, and credit risk policy and management. An essential update to a
widely read and taught banking text, The Principles of Banking, Second Edition is an indispensable
resource for banking professionals and students everywhere.

asset liability management in banks: Bond Portfolio Management Frank J. Fabozzi,
2001-11-09 In Bond Portfolio Management, Frank Fabozzi, the leading expert in fixed income
securities, explains the latest strategies for maximizing bond portfolio returns. Through in-depth
discussions on different types of bonds, valuation principles, and a wide range of strategies, Bond
Portfolio Management will prepare you for virtually any bond related event-whether your working on
a pension fund or at an insurance company. Key topics include investment objectives of institutional
investors, general principles of bond valuation, measuring interest rate risk, and evaluating
performance. Bond Portfolio Management is an excellent resource for anyone looking to master one
of the world's largest markets, and is a perfect companion to Fabozzi's successful guide-The
Handbook of Fixed-Income Securities.

asset liability management in banks: Sovereign Asset-Liability Management - Guidance
for Resource-Rich Economies International Monetary Fund, 2014-11-06 Ample natural resource
revenues create both opportunities and challenges for a sovereign to transform its natural resources
into well-managed financial assets. Hence, inter-temporal smoothing of revenue and
consumption/investment moves to the center stage of macroeconomic policies. The questions arising
from natural resource wealth accumulation are becoming more pressing for many countries, given
the need to achieve intergenerational equity in a context where commodity prices may not continue
their upward trajectory of the past decade. Addressing these questions requires a flexible sovereign
asset-liability management (SALM) framework that integrates various macroeconomic and financial
trade-offs with the aim of containing financial risk to the sovereign balance sheet. The framework
and policy advice aims to guide policymakers across different institutions in weighing those
trade-offs.
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