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What is Risk?

A The Chinese give a more appropriate
description of risk

A Intraditional terms, risk is viewed as a
6negatived ?E&* *

T Websterés dictionary, for
defines risk as fiexposing
hazardo

A The first element is the symbol for
fdangero

A The second element is the symbol for
fopportunityo , making risk a
danger and opportunity
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Risk Management

A Risk management is present in all aspects of life

T It is about the everyday trade-off between an expected reward an a potential danger

A Inthe business world, risk is often associated with some variability in financial

outcomes

T However, the notion of risk is much larger. It is universal, in the sense that it refers to human
behaviour in the decision making process

A Risk management is an attempt to identify, to measure, to monitor and to manage

uncertainty
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Bank Portfolio along Organizational Dimensions

Business )
Poles l

Commercial

Banking

Business Lines

Retail Financial Services

Corporate—Middle Market

Lending and collecting deposits
Individuals and small
businesses

Large Corporate

Identified borrowers and
relationship banking

Investment
Banking

Advisory Services

Mergers & Acquisitions

LBO ..

Banks & Financial Firms

Assets Financing
(Aircrafts ...)

Commodities

Securitization

'Structured
Finance'

Trading

Derivatives

Equity

Fixed Income

Traded Instruments

Private
Banking

Assets Management

Others ...

!

Custody ...
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Main Risks in a Financial Institution

Banking
Risks

Income statement and earnings /

Interest margin plus fees
Capital gains and losses
—Operating costs
=Operating income (EBTD)?
—Depreciation

—Provisions

—Tax

=Net income

2EBTD = Earnings Before Tax and Depreciation/

Simplified balance sheet

Assets Equity and liabilities
Cash Short-term debt
Lending Deposits
Financial assets Financial assets
Fixed assets Long-term debt
Equity
Off-balance sheet (contingencies Off-balance sheet (contingencies
received) given)
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Credit

Interest rate

Market

Liquidity

Operational

Foreign exchange

[LLL

Other risks: country
risk, settlement risk,
performance risk ...




Classification of Risks in a Financial Institution

Credit risk Counterparty / default risk
Market risk Equity risk
Operational risk’ Country and transfer risk
Liquidity risk Securitization risk
Interest rate risk in the banking book Credit risk concentrations
Other risks - Residual risk arising from credit risk
mitigation techniques'
' In general, legal risks fall into the category of
operational risk. However, legal risks arnsing from
transactions intended to reduce credit risk are Market risks in the trading book
explicitly defined as a subtype of credit risk (residual —
risks ariiing from credit risk mitigation techniques). FOI’GiQ’l exm risk in the bBI'IlﬂI'Iﬂ
Strategic risk
Reputation risk
Capital risk
Eamings risk
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Risk Management with Business Lines and Central Functions

>
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