Chapter 14
Funding-Liquidity Risk in ALM




Introduction

e Funding-liquidity risk (cash-crisis risk) iIs caused
from mismatches between the assets and liabilities

e This risk arises because banks generally fund
themselves with liabilities that have very short
contractual maturity and undertake long-maturity
Investments

e “run on the bank” (# % ). rumor causes the demand
of withdraw, therefore creating a liquidity problem
and increasing the rumors
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+ Reputation issue: if a bank is seen scrambling for funds, other
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Measurement of Liquidity Risk

e The use and sources (outflows and inflows) of funds
of banks
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. Expected Funding Requirement
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2. Unusual Funding Requirement
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3. Crisis Funding Requirement and Economic Capital
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Liquidity-Risk Management

e Liquidity risk management (4= @ =< 3 liquidity risk)

n & Forw kbond (GiEe L) F & R sz‘j—é -y b
a‘n M 4F) 0 itk CrisisE 4 BF oo fn o A BAE o R
SR R SANCE S RIETEY

n FEREAFNEE IR FIFET O

n A HNER BT ERERF o = 24 liquidity risk
e R R PR (LM 2 vyield

n R M4 liabilitysR 2 s i o B L F R P RS T
Tz 0 AP HP o R Aok B fE 5 2 penalty
PINFERL > gRRAT AT UAE 0 DAL R

m o

10



