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RISK MANAGEMENT



{ a. Managing risk P

Risk

b Reporting %
_ exposures ) |

{ c. Evaluating }

_RM process

Risk

Specific
risks

._governance
- Centralized system (ERM)

!

Decentralized system

~ Micro factors (firm specific)
|~ Macro factors (market related)
Forms | .
———+— Exposures to interest spread changes

- Inefficiently immunized liabilities

_Financial
risks

~Settlement risk, Operations risk, Model risk, Regulatory risk,
Others (political, tax, accounting, legal)

- Non-financial risks

- Both financial and non-financial components

_Financial risks

. Non-financial risks

- Breakdowns in the firm's operating or monitoring systems

— Market risk, Liquidity risk, Credit risk

— Sovereign risk

~ a RM system
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_results



) Credit VAR

i Evaluating 1| o ~ Forward contract
: credit risk / . Creditrisk of | Swap
Option
“Risk budgeting
| Position limits
| Liquidity limits
/ j.- Managing || Performance stopouts
- marketrisk | |
|\_Risk factor limits
“‘ _Scenario analysis limits
Leverage limits
Limiting exposures
| Marking to market
39.2. Risk
Management | Collateral
(cont.) ' k. Managing | |
cred|t risk

" |. Measuring
risk-adjusted
_ performance

|\_ Netting arrangements

_ Credit standards

Credit derivatives

_Sharpe ratio

Risk-adjusted return on capital (RAROC)

% Return over maximum drawdown (RoMAD)

_Sortino ratio

Nominal position limits

5“ ’ VAR-based position limits

" m. Setting capital
~ requirements

Maximum loss limit

I

|\ Internal capital requirements and regulatory capital requirements

_Behavioral conflicts




{ a. Hedging }
_ the principal

{ b. Minimum %
_ Variance Hedge

{ c. Basis %
! risk

{ d. Contract %
terms

multiple

" e. Hedging

Risk

40. Currency |
Management

" f. Currency
_ options

+ g. Currency }
_ delta hedging

~ h. Indirect |
currency }
_ hedging
Balance
~mandate
| Currency
i. Currency | overlay
~ management |
\‘ i Separate
asset

_allocation

_ currencies



{ Warm-up: Futures & Forwards }

Duration

{ Futures
_contract | Yield

“aAdustng | Therede
the portfolio % —ISALPBTEEl.

_ beta
) Index multipliers &
_ synthetic positions
{ b. Synthetic }
~stock index fund

41. RM

Applications  — c. Synthetic cash }
Of Forward ‘

& Futures
Strategies
Target
" d. Adjusting the %
~ portfolio allocation Non-zero

Changing equity
’ allocations

{ e. Adjusting the %
~equity allocation | Pre-investing

~rate risk

Hedging
~ market risk
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limitations | | Hedging

\_ currency risk



! Warm-up: Basics of put
_ options & call options

Covered calls

a.
+—}— \_ Protective puts
Bull call spread

| Bear call spread

| Butterfly spread with calls

| Butterfly spread with puts

" b.Option
spread
. strategies
— |\ Put-call parity
fﬁx
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H H I
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Of Option I
. |
Strategies I
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Box spread strategy
Interest call

7

{ c. IR P

Caps

{m\ | Floors

\_Collars

' e. Delta hedging |

{ f. The second-order %
_ gamma effect




a Using swaps to convert
_ loans from fixed to floating

{ b. Duration of an i/r swap }

, Market value risk

| c.Risks oF risk

" d. Using swaps to
, _ change duration
43. RM |

Applications
Of Swap
Strategies

\+ e. Issue loan/bond
-+ currency swap

foreign cash

Ot Converting r
. receipts

{ g. Equity swaps }

~ Payer swaption

{ h. I/R swaptions %

. Receiver swaption
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