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Abstract

L ipardaliny metmagesrnenl (8 o Jeprariann g rilffumfﬂrum\em:nr Liepuichity risks are privvavily loked to the agtre of the asseis and
Sinbiliies of the bank. It originates from arismalches in the matwrity paitern of assels and Nabilives Liguicing rick monmgement is
ssually foltowed through fimdamernal and fechnical approaches, The former aien al ensuring the Rguidity for long rum sustenaree of
the bk, wlile the latfer approack targe s the ligpidity fn the shaors ries, The beo approaches supplement oach orher, Assel managearent
anered Sinbility momagement are the fwo allernatives avallable o contrel liguidity exposire. Warking Fund Approsch and Cash Flow

ipproach are the ather two methods to assess tve Fquidity position. Liguidity vivk oviginates from the mivaratches in the moturily
pattern of assels and labilines. Maturity Gap conespit s emploved to estimate the lgwidity risk of a bank

The awerall position af the K10 Bank that s Indicates traugh the siatnrity gap over the period from 200 0-01 1o 200 4= 15 shows dhar
the Bonkk Ner fnterest Inconve (N ix megaiive. There is need for veducing the gop betw een rale sensiiive assets ol ride sensinive

Habilires gheen a cortain level af Fisk and te avold Nguidin problert
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Intreduction

The core netiviny of a bank is ataining proficability throwgh fund
maenagementd. [Linvelves acquisition and deployment of fimangind
resouroes, Liquidity manngement i an important pan of fusd
management, [E relates primarily to the dependability of cash
flows — both inflows and outflows and dhe abdlity of the bank 1o
miest maturing labilities and customer demands for cush within
the basie pricing policy framework. Liquicity risk therefore
originates fnom the potential inakility of a bonk to genersie cash
e cops with any decline in liabilities or an increase inassels.
Liguidity risks are primariky finked fo ihe nsiure of the asseis
and lokslities of the bank. It originates froan mismatches in the
prturity pattern of msets and liabifities. Bank therefore should
continuously monitor the lguidity position i ibe bong run and
alsn o i oy -lo-day bisi

Management of Liquidity Risk

Liguidity risk manpgement i3 usually followed throumh twa
strategic approgches vie fundomental approach and technical
approsch. These two methods dstnguish om each ather in heir
strategic approsch to eliminoie lguidity risk. The fundamemal
approwch aims st ensuring the lguidiny oo long run sustenance of
the bank. The technical approach targets the liquidity in the shont
run. These two approsches supplement each other in eliminiting
the liquadity visk and ensaring profitability. Lomg nim susterance
b the driving fastor in the fundamental approach, Hence, the bank
wies o tackle or eliminate e liquidity risk in the long run by
basically controlling Hs asset linhility pesition, Two alizmatives
svatlable o control the Hguidity expesure wnder this appronch
gre asset management and [fability mansgement. This implies
that liquidity can be imparied indo the sysiem sither by Tmability
crestion o by assel liquidation whichever suits the sination.
Technical spproach focuses on the liquidity postion of the bank
im the short ron wiich ig |:|'i|11arj|_'.r linked 1o cash lews ansing due
1o pperalional transactions. When technical approach is adopled
o eliminate quadity nsk o is the cash flows positeon thal needs
i b tackbed, The bank showld Know fis cash requiremenis and
the cash inflows and adjust these twie (o ensure & sale level or its

[quidiny position. “Working Funds Appreach” and " Cash Flow
Approach”™ are the two methods to assess the higuidity position in
the shart run. Working Funds Approach concemrated on the actual
cash posiion and depending on the fctunl dats i forecosts the
cosh flows e estimates, any change in the depositwithulrawals!
credit aeepmimodatiog, ee.

Developing a Structure for Managing Liguidity - Basel

Committee's Suggestions

Eeeping in view the Fguidity risk and the need for proper

monapsment of the lguidity of bunks the Basel Connsittée on

banking supervision has sdentified the following principles viz,

I. Eoch bank should have an agreed stratégy for the day-
treday memagement of ligquidity, This strategy should be
communicated troughoul the organisaion,

2, Avbank™s Board of Directors should opprove the strategy and
slgnificamt policies relsted 1o the management of liquidity,
e Bosard should also ensure ihat senior management fakes
the steps neceadary o mionibor and eomtrol Hagudity risk. The
Biosrd shouldd be mformed reguluely of the liguidite situation
wfthe bank and immedintely i Uhere pre any material changes
in the bank’s current or prospective liquidity position;

3. Each bank should have o management structiure in place
e exevute sllectively the liguidity strategy. This structure
should include the ongoing involvement of members of
sENiH manigement. Senior mamagement must ensure that
Hguidhty ks elTectively manpged, md thint sppropriate policies
and procedures are catablished 10 control and Timit Siquidiy
risk, [Banks should set and reguarly review limits on the size
of thedr liguidiy positions over pariiculor tlme horizons,

4. A bank must have sdequate information sysiems for
|:||1.':L-:|.|ri|r|.!, mmlih:ring. u:lnlm"'mg amdl r|:|1|.1rlin3 |i|.|u|rJ:i[_'-
risk, Reports should be provided on o timely bazis fo the
hank's Beard of Directors, senlor management and ofler
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