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Policy

Environmental factors (1) drive the nature of financial services

Framework

products (2). Firms determine which risks to transfer or avoid (3). The
last step in the process is to establish a substantial risk management
process for those areas of risk the firm intends to actively manage (4)
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Schematic presentation, by categories, of | seee
: e00
the risk exposures. oo
(need to made comprehensively disclosed Risks in Pillar 3 )
One can these multiple
dimensions of risk SO
L pecific !
PSR fmmmmmmoo s , | Risk” |
-ommm----omg [T FBauityRisk b ——sinading Riski—  CTTTTTTTT
Cdmarkerrisk || geeeene e | oo [ General
STmTmTTTmT SSIIIIiiiiiin b GapRisk ! ! Risk 1
"7 °"% [ Currency Risk ! Lo . bommmmmmmm-
| ,! CreditRisk - lebetetatatebeipupetetets
e '| —*1Commodity Riskt .
____________ . T iCounterparty:
B ! , Operational ! - . e Risk :
: 1 1 Risk | 1 I
‘ S et ' —», Transaction Risk\— |  ___________ .
Risks i | Business ! || tTTtTooooo--- » Issuer Risk !
ST ' L___Risk__ ! Portfolio : it '
: Concer_1tration : e
\Reputation & ! Rk L, IssueRisk !
Strategic risks;
*For more details, see “Essentials of Risk Management”
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* by Crouhy, Galai and Mark (McGraw Hill)



Firm-wide Approach to Risk

Management

Assets

Liabilities + Equity

Risky Assets

Riskless Assets

Debt

Equity

Total Assets

¥

\ 4

Business Risk

» demand/supply

» competition

« efficiency of
factors of
production

\ 4

- FX

Market Risk
» stocks
* bonds

» commodities

\ 4

\ 4

\ 4

Total Liabilities + Equity
g

Credit Risk

* loans

* counter party
* guarantees

Market Risk

* interest rate
* FX

* Inflation

» Stock Market

Operational
Risk

* human

« technology
* model

Liquidity Risk
« efficiency of
markets
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1. U.S. Real GDP
Quarteriy 9% Change
2000 — 2002
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Descriptive Statistics
Minimum Maximum Mean Std.
Deviation
Rs 3.3 114 7437 2.3680
Rl 3.65 11.60 7.7328 2.2698
Rm 422 12.44 8. 4669 2.1344
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FiG. 2—Thke difference between yvields on the homd and the (hiqnd assets. This figare shows the level of the difference (in percentzge) between
the yield on Makam (hqud) and the anmal mterest on NIS 50,000-100,000 deposits (1lhqud) rates (D) and the difference (in percentage) between
the vield on Makam rates and the mterest on NIS 100,000-500,000 deposits (D) dunng the period Febmuary 2, 1999 to November 8, 2002 (182

weekly observatons). The graph illustrates that D) 15 always poative and I, 15 mostly posihve. -
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