BANK MANAGEMENT

MUST ACTIVELY MANAGE

ASSETS, LIABILITIES AND CAPITAL

GOAL = MAXIMIZE SHAREHOLDER WEALTH

LIQUIDITY MANAGEMENT

BALANCE SOLVENCY WITH PROFITABILITY

FOCUS ON ASSET OR LIABILITY MANAGEMENT

· ASSET MANAGEMENT:CERTAIN ASSETS MORE LIQUID THAN OTHERS

· LIABILITY MANAGEMENT:  USE LIABILITIES FOR LIQUIDITY

DEPOSITS

DEMAND

INTEREST-BEARING

RETAIL CDs AND TDs

WHOLESALE CDs

LOANS

LARGEST FUNDS COMMITMENT

TYPES OF LOANS

LOAN POLICIES

VOLUME

MIX

CHARGES

STRUCTURES

PROCEDURES

CREDIT CRITERIA

LOAN LOSSES

PRICING

GOVERNMENT RESTRICTIONS

DEFAULT RISK

CAPITAL

FOUR FUNCTIONS

PRIMARY CAPITAL

SECONDARY CAPITAL

BASEL ACCORD

FDIC

MANAGING INTEREST RATE RISK

TWO KEY TOOLS - GAP AND DURATION

GAP MEASUREMENT = RSA – RSL

GAP RATIO = RSA ÷ RSL

DURATION = WEIGHTED AVG NUMBER OF YEARS UNTIL PV OF EACH CF IS RECEIVED

LONGER DURATION, MORE SENSITIVE TO RATE CHANGES, MORE INTEREST RATE RISK

WAYS TO REDUCE INTEREST RATE RISK

MATCH MATURITIES

USE FLOATING RATE LOANS

USE INTEREST RATE FUTURES CONTRACTS

USE INTEREST RATE SWAPS

USE INTEREST RATE CAPS

SECURITIZATION

