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Introduction 

Risk management in banking is a set of policies and practices put in place to alleviate impact of 

crisis that may come from different sector of the business. Any management tools and techniques 

that measure, monitor and control risks is part of risk management. Different models and 

processes arc adapted according to the type of risk, which can be catcgorized as follows: credit 

ri sk, market risk, intercst rate ri sk, liquidity risk and operational risk. These are the major type of 

risks. Gcncrally risk is defined as any uncertainty that might cause !osses. Therefore liquidity 

risk is the probability of tosses that might arise due to shortfall in the management of liquidity. 

The economie meltdown, the Leman Brother collapse, the Enron closure, the Northem Rock 

Bank run down and other financial crisis have proven that the management of liquidity risk 

should be central in any business or organization. Nowadays, managers are conscious that 

profitability and capital are no defences against liquidity crisis. This cornes as a result of the 

dcvelopment of the market which is becoming more complcx and unpredictable. So many 

financial products arc created especially in the developed countries but sometimcs their nature 

and control are not mastered by the stakcholders. On top of that systemic crisis are always 

rocking the financial stability of the world economy. 

What can wc do to improve the resilience of our bank?- First and foremost we must understand 

the market and our business in dcpth in order to bctter assess the liquidity risk we might face and 

from there we would be able to strategize for a sound liquidity management. 

In the thcsis we embark on, we firstly analyze liquidity risk generally speaking, then secondly we 

design a specifie liquidity risk management for Guaranty Trust bank. 

In the balance of Part I, we expand on the fundamentals of liquidity risk, firstly in Chapter 1, we 

consider the scopc of liquidity management, and secondly, in Chapter 2 we will examine 

liquidity risk problems and solutions. 

ln Patt II we will focus on Guaranty Trust bank liquidity management constraints and solutions. 

ln Chapter 3 we wi ll examine Guaranty Trust bank liquidity risk, and in Chapter 4, wc will 

explore the challenges of putting in place an Asset and liability committce and a liquidity crisis 

management team. 

AOANGWU George Richard, MBF, CESAG, lO•h Batch Page 1 

CESAG - BIBLIOTHEQUE



1 
1 

1 
1 
1 
1 
1 
1 

1 
1 
1 

1 

1 

Asscssment and management of liquidity risk: GTBANK case study 

Part 1: Fundamentals of liquidity risle scope, problems and 

solutions 
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Chapitre 1 Scope of liquidity management 

As cvcry industry is different in nature and situation, each industry will take a different approach 

to the liquidity risk analysis and management process. Tt is tempting to say that liquidity ri sk 

management is the most important function in financial institutions. Tt is true, because financia l 

institutions are liquidity suppl icrs to ali other industries and are subject to more systemic 

pressures. Neverthcless, Jiquidity problem can be destructive for firms in non-financial 

industries. 

Dcspile that we concentrate our study in the liquidity risk for financial institutions; the principles 

are appropriate and app licable to corporate treasurers and CFOs running non-financial service 

and industrial companies, and also to government officiais managing department/municipal 

moncy. The ncccssity for an adequate supply of cash resources is needed in any institution that 

dcals with cash. In this chaptcr, we will focus on liqu idity across industries and sources of 

liquidity. 
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l. l. L iquidity and risk 

Liquidity is generally defined as the availability of cash or equivalent resources. Liquidity 

cnables the business to settle expccted and unexpectcd obligations so that dai ly operation 1lows 

without any interruption. Lack of sufficient cash resources compromises business activities; 

notably, the likelihood of encountering more severe financial problems increases. 

1.1.1. Definition of liq uidity 

American Academy of Actua rics (USA) 

Liquidity is the ability to meet expected and unexpected demands for cash. Specifically, it is a 

company's ability to meet the cash demands of its policy and contract holders without suffering 

any (or a very minimal) loss. The liquidity profile of a company is a function of bath its asscts 

and liabilitics. Liquidity risk is inherent in the financial services industry and one must 

understand, measurc, monitor, and manage this risk. 

(AAA, 2000, p. 4) 

Bank for In ternationa l Settlements (Supranational) 

A liquid market is a market where participants can rapidly execute large volume transactions 

with a small impact on priees. 

(81S,2000.p. 5) 

These two definitions are enough to illustrate that liquidity is the lifeblood of the economy. 

Without liquidity contracts are broken, losscs multiply and stakeholders are demoralized. 

1.1.2. Type of risl<s 

Fifteen sources of risk can be identified in banking. They can be grouped into four major 

categories: market, credit, liquidity, and operational risks. Table l. l shows the groups an sub 

group risks. 

Although, wc classified risks in different categories, they are interrelated. That is one type of risk 

can transform quickly to another one. 
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Credit Risi< Market Risk Liquidity Risk Operational Risk 

Retail and Corporate Interest Rate Risk Execution Risk 

Credit Risk 

Counterparty Risk Foreign Exchange Risk Mode! Risk 

Settlement Risk Equities Fraud 

Environmental Risk Commodities Legal Risk 

Country Risk 

T able 1.1 Fifteen risks 

Examplel: 

-when great number of customers in a bank are defaulting (retail credit risk) the bank may 

encounter problem of liquidity (liquidity risk). 

Examplc 2: 

-the court may order to pay to a customer buge amount (legal risk) of money, straining the 

liquidity of the bank (liquidity risk). 

1.1.3. Liquidity risk 

If liquidity is dciined as the availability of cash or equivalents, then we conclude that liquidity 

risk as the risk of loss arising from a shortage of cash or its equivalent or, more specifically, the 

risk of loss coming up from an inabil ity to obtain funding at economically reasonable levels, or 

sell or pledge an asset at can-ying priees, in order to cover an expectcd or unexpected obligation. 

Fundamental ly, liquid ity risk is the r isk of economie Joss undergone in attempting to acquire the 

cash thal is so vital for the business operations. 

More granularities can be found in liquidity risk. Tt is helpfu l to differentiate funding (or liability) 

liquidity, and assct liquidity. Funding liquidity centers on the accessibility ofunsecured liabilities 

(not backed by security) that can be drawn on to crcate cash, including short-term and long-tcnn 

debt facilities. Consequently Funding liquidity risk is the risk of Joss coming from the incapacity 

to gct unsecured funding sources at an economically reasonable cost. 

Asset liquidity centers on the accessibility of assets, such as marketable securities, inventories, 

rcceivables, and plant and equipment, which can be sold or pledged to generate cash. Asset 
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liquidity risk is thus the risk of Joss arising from an inability to exchange assets into cash in order 

to meet obligations. 

liquidity ri sk 

Asset Jiquidity Funding liquidity 

(Source: Erik Banks, Liquidity risk) 

Figure 1.2 Two type of liquidity 

1.2. Liquidity ac ross industries 

The intensity of liquidity risk differs from industries. We reflect on sorne of the general features 

of liquidity and liquidity risk in three different sectors: financial institutions, non-financial 

institution, and capital intensive companies. At first sight, government institutions followed by 

capital intensive companies have the lowest liquidity risk because they have small cash flow 

uncertainty. Figure 1.2 pictures the level of liquidity across institutions. 

Government institution 
Capital-intensive Company 
Services 
Jnsurance 
Bank 
Securities firms 

Leve] of liquidity risk and unpredictable cash flow 
++++++ 
++++++++++++ 
++++++++++++++++ 
1 1 1 1 1 1 1 1 1 1+++++++++++++ 
++++++++++++++++++++++++++++++ 
+++++++++++-+++++++++++++++t-+++++1+++ 

(Source: author's chart) 

Figure 1.2 Leve] of 1 iquidity risk in different sectors 

1.2.1. Financial institution 

Banks, insurance companies, investment funds and securities firms, are financial institutions. 

They are aH involved in supplying investment, financial, and risk management services. Most of 

thcir activitics carry an element of liquidity risk. Every financial transaction performed by, or 

passing through a financial institution carries sorne element of liquidity risk. With their 

intcrmediation responsibility, financial institutions match depositors' money with borrowers' 

loan, and invcstors with capital markets borrowers. 
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FINANCIAL INSTITUTION 

1 

LOANS ._.. 
DEPOSITS 

CAPITAL MARKETS ._. INVESTORS 

(Source: Baritsch Vincent, Bank Treasury management) 

Figure 1.3 Role of financial institution 

We will dwell in the function of banks and the liquidity apprehension they face. Bank assets are 

financial claims issued by borrowers, such as households, governrnents, and corporate firms. 

Bank liabilities are savings, dcposits. deposits, lerm deposits, subordinated debt (Joan capital), or 

equity shares (see Table1.2). The five functions of bank are: 

undcrwriting and placement 

portfolio management 

payment mechanism 

monitoring and information-related services 

risk-sharing service 
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As sets Liabilities and Shareholders' Equity 

Reserves in Central Bank account Retai l 1 Corporate Oeposits 

Demand deposits 

Retail 1 Corporate Loans Savings deposits 

Term deposits 

1 ntcrbank Loans 

Tnterbank Deposits 

Govcrnmcnt Bonds 

Subordinated Debt 

Fixed asscts 

Equity 

(Source: Bessis Joel, Risk management in Banking) 

Table 1.2 Bank IJalance sheet 

The third function performed by financial markets is the management of the payment system, i.e. 

to facilitate and kecp track of transfers of wealth among individuals. Also, banks perform a 

useful function in reducing the costs of screening and monitoring borrowcrs. Finally, Banks 

share risk by taking the responsibi lity to be the provider of moncy transfer across states of the 

world. 

Ali of thcse functions make liquidity management central for banks. A more detailed analysis of 

the bank balance shcct reveals that many liquid ity pressmcs can happen at any point in type if 

the bank does not have a proper liquidity risk management. 

Banks collect deposits on the retail and corporate markets. The maturitics of deposits are said to 

be 'undelined', as deposits could stay in the bank for an ovemight or fcw years. The undcfined 

maturity creates a specifie problem to measure the liquidity risks. 
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1.2.2. No n-financial institu tion 

A great number of non-financial service companies are seriously exposed to liquidity risk - Jess 

than most financial service firms, but often more than the average industrial company. Non

financial service companies, including thosc from retailing, beverages, foodstuffs, hospitality, 

consulting, computer services, pharmaceuticals, and so on, oftcn obtain a great deal of funding 

from short and medium-term facilities, payables, and revolving credit facilities. Some of thesc 

facilities can be volatile, especially in period of market stress or deterioration of credit quality. 

1.2.3. Capital intensive companies 

Companies in capital-intensive industries use a great amount of their resources to produce or 

refine resources, produce hard assets, or create durable goods. Obviously, they invest primarily 

in plant, property, and cquipmcnt, including depreciable assets with lives of 10, 15, 30 or more 

ycars. Since thcsc assets are long-term in nature, they are onen funded with long-term capital; 

short-terrn liabilities arc uscd primarily to balance or cover short-term activities, such as 

rcceivables and inventories. 

Liquid assets in a capital-intensive company (also big industry) represcnt 10 to 30 percent 

(comparcd to 80 percent plus fo r a bank, and 60 percent for a medium sizc non-financial 

business). 

1.3. Sources of assct liquidity 

The balance sheet is a snapshot reflecting the financial structure of a firm' s business. Likc wc 

said earlier, an industrial finn typically has a larger amount of fixed assets and a smaller amount 

ofliquid assets than a financial or non-financia l service firm. 

Fixed asscts are less liquid than short-term sccurities inventories, it does not mean that the 

industrial firrn has a greater arnount of liquidity risk; as we noted in the last chaptcr, the typical 

industrial company is likely to match its long-term fixed assets with long-term liabilities, and 

must thereforc only balance short-term asscts and 1 iabilities to ens ure a proper liquidity position. 
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1 
INDUSTRIAL COMPANY MATCHES 

1 

1 

1 1 

LONG TERM ASSETS LONG TERM LIABILITIES 

(Source: author's chart) 

Figure 1.4 lndustrial Company challenges 

Similarly, although a bank or service company might have a grcatcr percentage of its assets in 

liquid form, it is likely to have a largcr amount of short-Lerm or uncertain liabilities and 

contingencies, and must thcrefore be even more acutely aware of its liquidity position. The 

following !ines will shed more light on the sources of liquidity. Figure 1.5 depicts them as they 

position in the balance sheet. 

1.3.1. Liquid assets 

Bank liquid asset includes: reserves with central bank, retai l loans corporate loans, interbank 

loans and govcrnment bonds while corporate balance sheet comprises: cash and marketable 

securitics, rcccivab les, inventories. 

Reserves with Central Banks 

They are a cushion that can help m case of financial distrcss. Central bank can impose a 

percentage of depositors' funds to be kept in its vault. The bank is under liquidity pressure if it 

does not fu i fil the requirement. ln that case it will resort to the intcrbank. 

Retail Loans 

Retail loans arc liquid asset for the bank. The loans must be backed by a security othcrwise the 

customcr will dcfault casily. Proper documentation is also nccdcd to be able to call for the 

security whcn the customer is unable to pa y., Another problem for the banks is that most of the 

collaterals arc not easily saleable, therefore. retail loans is not as liquid as reserves. 

Corporatc Loans 

The same principles in retail loans are appl icable here. The difference is that consequences of a 

default wi ll impact drastically on the bank liquidity as amounts involved are generally very 

significant. 
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Intcrbank Loans 

Just likc the Central bank reserves interbank asset, they are risk free and are good investment for 

the bank. 

Govcrnmcnt Bonds 

Treasury bills and bonds are much securcd investment product. Instcad of !etting the money 

lying uselessly in the vault or reserves of the bank, it is better to invested in TB or bonds. lt is 

also cal led '·near cash'' 

Cash and markctablc sccuritics 

Cash and near-cash instruments are the most liquid assets in the corporate portfolio. Cash is held 

to mcct cxpected and unexpected payments. Nonetheless, knowing that cash is a non-eaming 

asset, companies should improve their liquidity risk!retum trade-off by minimizing their pure 

cash holdings. It is better to keep sorne amount of cash in the "near cash" category earning 

instruments that can be sold immcdiately at the carrying priee (investmcnt in TB or securities) 

Rcccivables 

They represent credit extended by a company to its customers. The delayed payments must 

generate implicit interest for the firm. transforming that reccivablc into simply short-term, 

unsccurcd loans to customers. Receivables represent future cash intlows to the finn; they are 

valuable assets that can be liquefied at an appropriate di scount. (E.g. factoring) 

Inventories 

Inventory is generally classificd as stock, raw materials, work in progrcss, or finished goods, 

each with its own value and value-added elements. lnventory is ranked below rcceivables in 

arder of liquidity and potential for conversion into cash. 

1.3.2. F ixcd asscts 

They include the means of production of companies in the industrial scctor. They are important 

to revenue generation as financial assets are to banks. 

Plant and cquipmcnt used to transform raw materials into finished goods must be avoided to be 

plcdgcd or sold. In practice. long-term fixed assets are financed with long-term capital, including 

equity and long-term debt. The dcbt supporting plant and equipment might or might not be 

secured, depending on the credit strength of the company and the nature and !ife of the asset. The 
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strongest credits (international big firm) do not usually pledge fixcd assets m support of 

borrowings, whilc those of medium and low quality typically must. 

1.3.3. Intangible asscts 

Intangibles arc assets that generate value but have no physical or tangible qualities. They cannot 

be considercd as a potcntial source of liquidity. The primary intangible of the corporate world is 

goodwill - the (reputation, branding, and intellectual prope1ty of a firm) Goodwill has value to a 

company and marketplacc - but not nccessarily a value that can be immediately converted into 

cash. 

1.4. Sources of funding liquidi ty 

Funding is the first li ne of defence in raising cash to meet payments; only when funding has been 

exhausted or proves too expensive that a company is obliged to pledge or sell assets in order to 

supplement the cash needcd. Companies employa range of liabilities, including: 

short-term financing fac ilities 

medium/long-term facilities 

Sorne firms, may also have access to intra-company cash; provided other group members have 

exccss liquidity. and provided no rcgulatory and legal restrictions exist regarding intra-company 

flow of funds. Otherwise, this can be considcred another source offinancing. 

Mixing short versus mcdium/long-tcrm does not help; it cannot indicate a firm's relative leve! of 

liquidity. Even if a firm has most of its funding obligations maturing in two years may have 

fewer immediate funding pressures, it might sti Jl be subject to liquidity risk if it is short of 

immediate access to cash to meet urgent payment. 

1.4.1. Short-tcrm fundin g market 

Short-tcrm funding markets include the following financial instruments: 
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Commercial paper
1 

The commercial paper (CP) markets are a fashionable source of short-lerm 

unsccured funding for crcditworthy companies. Ilowever, these products arc not ava ilable in The 

Gambia. 

Short-term bank facilities 

Corporations regularly utilizc short-term credit facili ties availed by banks to, covcr seasonal or 

cmcrgency requircmcnts. Those facilities offered can be as revolvers or fixed-term loans; have 

maturities ranging from 6 to 24 months. They constitute a relatively stable source of funding 

during the period stipulatcd in the contract. 

Payables 

Payables are important form of short-term funding, mainly for non-financial service and 

industrial companics. Just as a company grants credit to its clients by allowing delayed payment 

on invoices, it accepts credit from suppliers by utilizing delayed payment terms. In fact, 

companics oftcn scck to cxtcnd their payables to the last possible moment in order to enjoy 

funding access. Payables, like receivables, carry an implicit interest rate with is a cost born by 

the firm. 

Deposits and repurchase agreements 

For financial institutions dcposits and repurchase agreements fonn the two primary sources of 

short-tcrm; these liabilitics tend to be very liquid, with maturities ranging from overnight to 

severa! weeks, months or years. 

Intcrbank deposits arc funds accepted by banks from other banks; most mature in 1 to 30 days 

and may be denominated in any one of severa! reserve currencies. Conscqucntly, deposit takers 

must be prepared to fill the gap when funds disappear or the offer priee turns out to be too large. 

1.4.2. Medium and long-term funding marl<et 

Many of the medium/long-term funding products arc not in existence in The Gambia and in 

Afl·ica gcnerally. However, medium- and long-lerm loans are available. 

1 ln the global market commercial paper is an unsecured promissory note with amxed maturiry of 1 10 270 days. CP 

is money market security sold by large banks and corporations to get liquidity to meet short term obligation. 
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Mcdium-term notcs2 and Euronote3 facilities 

Companies in Europe regularly aeeess funding through medium-term notes (MTNs), Euro MTNs 

and Euronotes. 

Funding agreements and GICs~ 

lnsurance companies in industrialized countries rely heavily on funding agreements and GICs to 

finance portions of the ir insu rance and investment management activities. 

Long-tcrm bonds 

Long-tem1 bond provides corporate financing in the 10 to 30 year sector. Long-tcrm bonds are 

issucd in the US and Euro markets, as well as in the domestic markets of other advanced national 

systems but not yet in the Gambia. 

Loans 

Medium- and long-term loans are one of the famous form of financing for a number of 

companies and are, certain ly, the most stable form of debt capital. Even whcn the public debt 

sccurities markets arc in turmoil and the abil ity to issue is limited, companies are generally able 

to access the bank Joan markets. Obviously, this relates, of course, to documcntcd credit facilities 

for which a borrower pays commitment and borrowing fees. ln a period of trouble those facilities 

thal arc merely advised or undocumented cannot be regarded as reliable or dependable. 

1.4.3. Equity capital 

Equi ty capital supports the assets and liabi lities of the firm. Equity capital includes paid-in 

capital. retained earnings, and capital although extrcmely decisive to the solvency of the 

., 
-A mcdium-term note (MT ) is a liability that usually matures in 5 to 10 years, but the term may be Jess than one 

ycar or as long as 50 years. They can be issued on a fixed or floating coupon basis. 

3 A flexible medium-lerm dcbt instrument that is issued and traded outside of Canada and the United States and 

rcquires fïxed dollar paymcnts. EMTNs are issued directly to the market with matmities of Jess than (ive years and 

arc o!Tcrcd continuously rather than ali at once like a bond issue. 

4 A Guarantced Invcstmcnt Certificate (GIC) is a secure investment that guarantees 100% of the original amount 

that you invested. Y our investment eams interest, at either a fixed or a variable rate, or based on a pre-determined 

formula. 
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Asscssmcnt and manngcmcnt of liquidity risk: GTBANK case study 

company and protection against unexpected !osses, is not typically viewed as a short-term source 

of liquidity. Equity capital is also more expensive than general debt financing, and thus not a 

rational way of attempting to maximize enterprise value. lt is then better to exclude equity capital 

accounts from the source of liquidity. 

1.5. Sources of off-balance shect liq uidity 

The importance of off-balance sheet transactions has increase drastically over the last three 

decades and is now an important elemental of financial and corporate risk management. As the 

name implies, off-balance sheet transactions are outside the corporate balance, and are 

characterize by unccrtain value. 

1.5.1. Sccuritization5 

Securitization helps to transfcr risk and generales liquidity. rn a standard securitization a firm 

sell s a portfolio of assets into a conduit (generally a trust or special purpose entity (SPE)), 

engendering a cash inflow. Securitization is yet to be available in our country although the 

potcntial is here. Oeveloping a stock exchange and securitization bouse will make the financial 

market more fluid . 

1.5.2. Contingent fïnancing 

Contingent !inancings are an extremely popular form of liquidity for institutions. The finn will 

paya fee for the facility (that is, a commitment or arrangement fee), it will pay an issuance fee at 

the time it needs the facility. 

Contingent (inancings are presented m different fo rms, including revolving !ines of credit 

(known al so as a li ne of credit, revolver, or loan commitment), direct pay letters of credit, backup 

5 
Securitizat ion is the financial practice of poo ling various types of contractual debt su ch as residential mortgages, 

commercial mortgages, auto loans or credit card debt obligations and sel ling said consolidated debt as bonds, pass

through securitics, or collateralized mortgage obligation (CMOs), to various investors. The principal and interest on 

the debt, underlying the sccuriry, is paid back to the various investors regularly. Securities backed by mortgage 

rcceivablcs arc cal led mortgage-backed securities (MBS), while those backed by other types of 

Receivables are assct- backed securities (ABS). 
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A-;scssmcnt and management of liquidity risk: GTBANK case stud) 

!ines, and swing !ines. Access to funds may be direct, as in a draw-down of a credit line, or 

indirect. 

J .5.3. Lcascs 

Lease contraets can be another source of off-balance sheet liquidity for comparues which prefer 

to lease, rather than purchase sorne kind of assets. Opcrating leases enable the lessee to use an 

asset without having to fu nd the principal element of the acquisition cost. The fact that the lessee 

does not own or fund the underlying asset creates a cash flow that can be used for other 

purposes, including the establishment of a liquidity buffcr for the payment of obligations. 
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Assessment and management of liquidity risk: GTBANK case study 

BALANCE SII EET 

AS SETS LIABILITIES 

Liquid Assets Shot1 term funding 

• Cash and market securities • Commercial papers 

• Receivables • Short-term bank faci lities 

• Inventories • Payables 

• Deposits and repurchase 

agreements 

Fixed assets and intangibles Medium 1 Long term funding 

• Fixed assets • Medium term notes and Euronotes 

• Intangibles • Funding agreement & GICs 

• Long-term bonds 

• Loans 

1 Equity 

OFF BALANCE SHEET 

Securitization 

Contingent financing 

Lease 

(Source: Erik Banks, Liquidity risk) 

Figure 1.5 Sources of liquidity 
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Chapitre 2 : Liquidity risk problems and solutions 

The particularities of the developed financial markets is that in times of market stress sorne 

sources of liquidity, such as, payables, or uncommitted facilitics, might disappear, creating a 

shortfall whcn weigh against the theoretical source we cnumerate just above. 

Though not ali types of asset, funding, and off-balance sheet liquidity are accessible to ali 

companies at all times, many of them arc available most of the time. If companies seek to 

manage thcir liquidity profiles cfficiently, they have to makc as many as possible ex ante 

arrangements (before the need arises). Although this implies a cost, it can help curtail the 

probability of liquidity-induced !osses, particularly those that might appear during difficult 

market conditions. 
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.i\ssessment and management of liquidity risk: GTBANK case study 

2.1 . Asscts liquidity problems 

Unexpected demand for cash is at the heart of asset liquidity risk, but becomes more serious 

concern once unsecured funding (i.e. funds without security) alternatives have been exhausted. 

Obligations that are anticipated can generally be accommodate within the funding plan. But 

sudden demand for cash - caused by the unpredictable cash flows, unfavourable legal, 

regulatory, or financial mismanagement6, or negative market perceptions cannot be met by a 

firm's normal and contingency financing plans. Exogenous factors that consume available 

funding thus fuel asset pressures 

2.1.1. Exogcnous considerations 

A firm can manage its asset liquidity in a cautious manner, but still come across problems related 

to external effects and actions. This is most often expressed in terms of marketability, 

concentration, and misvaluation. If the market rejects a company' s asset for any reasons (priee, 

qual ity . .. ) Market conditions impact on the liquidity of the company. 

Concentration in one type of financial asset, or portfolio can turn to be devastating because 

tension in the financial system can erase the entire group of assets. 

A firm might bclicvc that its portfolios of receivables are marketable, but stress within the 

economie system might cause demand for such assets to disappear. 

2.1.2. The nature of asset problem 

In case a firm cannot economically access enough unsecured funds to meet obligations, it must 

depend on its asset portfolio to make up for the shortfall. The focal point turns to: 

pledging unencumbered assets (not given as security) to secure loans 

selling liquid assets from the liquidity warehouse(securities, receivables, and inventories) 

securitizing assets 

selling add itional illiquid assets, including fixed assets and business units. 

In many cases these solutions can be implemented successfully; although they might lead to 

sorne Joss of flexibility and economie value. There are :five problems corn mon to asset: 

6Financial mismanagement has been at the center stage of corporate problems over the past few years, including 

those associated with Enron, Tyco, WorldCom, Swissair, and many others. Many problems ultimately manifested 

themselves in the form of severe liquidity pressure. 
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Assessmcnt and management of liquidity risk: GTBANK case study 

Jack of asset marketability: large amount ofurunarketable assets creatc asset liquidity risk. 

Jack of uncncumbcred assets: reduces fmancial flexibility by reducing borrowing capacity. 

excessive concentrations obstruct the company to sell at carrying value when forced disposai is 

required. 

misvalued assets make realizable priee from pledging or disposai to fa ll short of expectation 

insullicient collateralization limit borrowing from banks. 

Sources of asset liquidity ri sk 

Unprcdictable Cash 
flow 

Mismanagement Negative 
perceptions 

Unfavorable legal or 
regulation decisions 

Lack of asset 
marketability 

1 Asset liquidity risk problem 
1 

Lack of Insufficient Excessive 
unencumbered collateral conccntrati ons 
As sets 

Economie Joss Lack of financial 
flexibili ty 

\ 1 
Financial distress 

(Source: Erik Banks, Liquidity risk) 

Figure 2. 1 Asset liquidity ri sk 
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Assessment and management of liquidity risk: GTBANK case study 

2.1.3. The effect of asset liquidity risk 

In a normal situation, business will be able to manage its expected and unexpected obligations 

without difficulty. If it cannet, it turns primarily to its unsecured funding program, gaining 

resources through the acquisition of liabilities. However, in situation where cash flow surprises 

are so significant that they overcome the firm's ability to meet the excess with unsecured funding 

(or when such funding becomes prohibitively expensive), asset liquidity pressures move to the 

forefront. The intensity of these pressures will depend Jargely on the company's actions and the 

presence of external forces. 

2.2. Funding liquidity problems 

Unexpected claim for cash is at the genesis of funding liquidity risk. When obligations are 

predicted the bank wi ll contain them without trouble, since they are part of the bank plans and 

forecasts. 

Tf the obligations are not anticipated, they will be difficultly incorporate in a risk management 

plan, although sorne amount of contingent funding can be established to manage "surprises". 

Unexpected demand for liquidity can come from various sources: 

negative perceptions/market actions. 

unfavorable legal or regulatory judgments 

mismanagement 

unpredictable cash flows 

2.2.1. The nature of funding problcms 

One of the reasons cited above can increase liquidity difficulties. In the normal course of affairs, 

obligations can be met without difficulty. Access to incrementai or rollover liquidity is gained 

through one or more of the liability sources, necessary payments are made, and the firm 

continues to operate as it normally would. 

There are, however, instances when the funding program does not function as it should. There 

are various reasons why access to funding might be temporarily or pe1manently affected: 

rollover problems, 

commitment withdrawal, 

excessive concentrations, 

Jack of market access. 
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While cach one of these difficulties IS m general endogenous, they can occasionally be 

1 aggravated by exogenous forces. 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

Unpredictable 
Cash flow 

Lack of market 
access 

1 

Origine of funding liquidity risk 

Mi smanagement Negative 
perceptions 

Funding liquidity risk 

Roi lover Commitment 
problems withdrawal 

1 

Economie Joss Lack of financial 
flexibility 

Financial distress 

(Source: Erik Banks, Liquidity risk) 

Figure 2.2 Asset liquidity risk 

2.2.2. The effect of funding liquidity risk 

Unfavorable legal or 
regulation decisions 

Excessive 
concentrations 

The effects of fund ing liquidity risk are severely fe lt by financial firms operating in the "high 

liquidity risk". While a financial firm might appear to have sufficient liquidity based on normal 

market conditions, that liquidity could evaporate almost instantly. Banks must have sufficient 

contingency plan to face any future liquidity pressures. 
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Assessment and management of liquidity ri sk: GTBANK case study 

2.2.3. Liquidity spira ls 

The onset of a funding liquidity problem can lead to actions within the asset portfolio that can 

actually create more constraints, difficulties, and !osses. Joint asset/funding problems might be 

contained when the crisis is in the early stages and management deals aggressively with 

mounting problems. While the initial reasons for liquidity problems might be totally endogenous 

(cash flow surprises, mismanagement of a liquidity facility, unexpected disbursement, and so 

on), the accelerating spiral might be a mix of exogenous and endogenous factors, based on both 

loss of stakeholder confidence and management inability to respond to the crisis. Loss of 

confidence can appear in investors, depositors, bankers, and rating agencies. 

2.3. Mcasuring liquidity risk 

In the above !ines we have seen why liquidity is so vital to corporate operations and illustrated 

what can go wrong. The degree of financial damage that can happen differ. Sometimes it may be 

limited to !osses from asset disposais at priees below carrying value; in other cases it may be 

more serious, extending to case of financial distress and bankruptcy. Businesses exposed to 

liquidity risk must therefore attempt to avoid damage through a liquidity risk management 

process. Proper measurement of the liquidity is needed in order to set limits and controls. 

2.3.1. Common liquidity mcasurcs 

Measuring liquidity risk can be challenging, because the underlying variables that drive 

exposures can be dynarnic and unpredictable. Liquidity risk is considered to be more difficult to 

measure than other dimensions of financials. 

Despite the challenges, sorne attempt must be made to estimate the relative magnitude of risk. 

After that the next step in the process will be to control risk through li mit mechanisms. 

2.3.2. Liquidity r atios 

There are many types of liquidity ratios that corporate and banks can use to measure their 

liquidity. Ratios are more useful when they are compared with historical data or competitors 

results. However, relevant ratio can be oftremendous help especially the liquidity coverage ratio 

to determine the liquidity leve! of the bank. The following table 2.1 illustrates ratios used by 

corporates. 
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Asscssmcnt and management ofl iquidit) risk: GTBANK case study 

LlQUIDITY RATIOS 

Current Assets = Cash + Marketable Securities + Receivables + Inventories 

Current Liabilities = Short-Term Debt Obligations + Current Portion of Long-Term Debt + 

Payables 

Liquidity Coverage Ratio (Current Assets - Inventories)/Average Daily Operating 

Ex penses 

Average Payables Matu rity (days) = (365 *Average Payables)/Purchases 

Receivables Turnover = Sales/ Average Annual Receivables 

Table 2. 1 Corporate liquid ity r a tios 

Financial institutions also use various liquidi ty ratios that are standardized to their operations. 

Table 2.2 features sorne of them. 

FINANCIAL INSTITUTION LIQUIDITY RATIOS 

Borrowing Ratio = Total Deposits/Borrowed Funds 

Loan to Deposit Ratio = Tolal Loans/Total Deposits 

Cash Liquidity Ratio = Cash/Total Assets 

Gap Ratio= Rate Sensitive Assets/Rate Sensitive Liabilities 

Liquidity coverage ratio = Cash Jnflows/Cash Outflows 

Table 2.2 Financial ins titution liquidity rat ios 

For financial institutions the most important measures are based on the li ability accounts. 

Borrowing ratios. sueh as total deposits divided by borrowed funds, measure a bank's need to 

use volatile borrowings to support business, and the degree to which cash and equivalents can be 

used to repay '·hot money"(Jnterbank money) that might be presented for repayment on very 

short notice. 
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The Joan to deposit r atio, or total loans divided by total deposits, indicatcs the degree to which 

a bank can support its core lcnding business with deposits. 

Bank cash liquidity ratio which is cash divided by total assets; indicates how weil a bank can 

meet hot money calls without curtailing credit business. 

Cover age r atio informs the bank whether the borrower will be able to mcct his payments from 

the projected balance shcct, incarne statement and cash flow projections. The banker should use 

the assumptions of the customer to build the la ter. 

2.3.3. Cash flow gap 

1 Wcll-run banks manage liquidity risk with dynamic forward-looking tools. such as cash flow 

reports. Those tools allow bankers to project funding needs reasonably and identify sources. 

Many banks still rely on static Jiquidity measures, such as balance sheet ratios. Static balance 

1 

1 
1 
1 
1 
1 
1 
1 
1 
1 

sheet ratios are point-in-time indicators, but not rel iable risk measures. Cash Dow or ftmding 

GAP7 reports are excellent risk tools, when prepared properly. ALM models can be helpful m 

that regard. The following !ines will shed more light on cash flow gaps. 

Cash inflows from: 

Operations 

Maturing assets 

Early assets retirement 

Assets pledgcd/sales 

Credit draw-down 

Off balance sheet ac ti vi ti es 

7 GAP reports will be used to measure risk to net interest income arising from the repricing of assets and liabilities 

ovcr ti me. Wh ile the GAP reports will be used to indicatc the timing and sources of intcrest rate risk, it is understood 

that maintaining a balanced position for ali time periods in a GAP report does not ensure immunity from interest rate 

risk. The Bank will takc into account the following limitations of GAP reporting: 

1. lntcrest rates on assets and liabil ities do not always move in the same magnitude or velocity 

2. Significant risk may be hidden in the repricing time frames of the GAP repo11 

3. Option features of many dcposit instruments and loans are not readily determinable 

4. Exposures arising from new business generally are not capturcd. 

S. Repriceable investments/funds may roll off at rates signiticantly different from current rates 
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Less 

Cash outflows due to: 

- Operations 

- Maturing liabi lities 

- Early liabilities retirement 

- Off balance sheet activities 

= Net funding Requirement (NFR) 

Figure 2.3 Calculation of the NFR 

2.4. ALM and liquidity gap 

Asset Liability Management (ALM) is in charge of managing the Interest Rate Risk8 (IRR) and 

the liquidity of the bank. It focuses essentially on the commercial banking domain. In the 

following line, we will focus mainly on the liquidity management and will not elaborate on IRR 

in arder not to divert from our objective. 

2.4.1. Liquidity gap and balance sheet analysis 

Asset-liability gaps are important in the effective management of liquidity risk (and aspects of 

market risk). A firm might have stable funding and/or asset liquidity sources, but it must still 

manage the gap between the two if it is to create a robust liquidity plan. Firms often measure 

cash flow mismatches because any gap that leads to a funding deficit will place demands on the 

firm's liquidity program; it is therefore important to consider just how severe such deficits can 

become and whether cash cushions should be accumulated in advance. Equally, any mismatch 

that creates a surplus can be utilized to reinforce the liquidity buffer in anticipation of future 

deficits or emergencies. Liquidity gaps are differences between the outstanding balances of 

assets and liabilities, or between their changes over time. 

8 lt is the policy of the Bank to measure and manage its rate sensitivity position to ensure the long run earning power 

of the bank. ln addressing this challenge, the ratios of rate sensitive assets 

to rate sensitive liabilities and gap to equity, as weil as gap to total assets will be reviewed based on 30, 60, 90, 180, 

and 365-day, 1-2 year, and greater than 2 year definitions. More importantly, however, special emphasis is to be 

placed on the change in net interest income that will result from possible fluctuations in interest rates. 
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2.4.2. Maturities and volumes matches 

Cash matching is a fundamcntaJ notion for the management of liquidity and intcrcst rate risks. 

The company assets should be matcrung with its liabilities. For the bank the volume of deposits 

should match with that of loans. Mismatching asset and liability is crucial especially with the 

foreign currency, bccausc any deviation from the cash matching benchmark generates interest 

rate risk. unless the bank had set up hedges to minimize lasses. We wi ll talk about it again when 

wc shall talk about solution to GTBank constraints in the next chapter. 

For banks and securities firms, the gap ratio mcntioncd above can be extcnded to each individual 

maturity/duration buckct to provide a more meaningful assessment of cash surpluses/deficits 

arising from mismatchcs. 

Table 2.3 reflects a matrix of cash sources and uses against a time horizon based on simple 

maturity or more precise durations. The final goal is to measure the net cash balance requiring 

funding in the near future. The granularity of time horizons must be considered carefully. 

Cash flow 1 2 3 4 5 2 3 1 2 3 

Sources/ uses day day day day day week week mon th mon th mon th 

Assets 

-
-
-
Liabilities 

-
-

-

Off-balance 

-
NFR 

1 Table 2.3 Cash flow sources/uses by maturity bucket or du ration 

1 
1 
1 
1 

ABANGWU George Richard, MBF', CESAG, 10'h Batch Page 27 

CESAG - BIBLIOTHEQUE



1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

Assessment and management of liquidity risk: GTBANK case study 

2.4.3. Bcnctït of matching 

The benefits of matching are many. First, with cash matching, liquidity gaps are equal to zero. 

Secondly, matching both cash and interest rate locks in the interest incarne. Therefore, the 

margins between the interest rate paid and received are maintained despise the variation of 

interest rate. 

In banking cash matching is only a reference as deposits do not match loans. Both depend on the 

customers' behaviour. However, it is possible to structure the financial debt in arder to resolve 

the assets' time and volume profile. 

2.5. Controlling liquidity risk 

The ALCO should be the operating arm of the board on all matters relating to liquidity. lt should 

include senior representatives from relevant disciplines, including business units, finance, 

treasury, and risk management. 

The duties of the executive team and the ALCO must be very clearly defined, and the audit 

committee should regularly review their functions. They must have a specifie plan of action, and 

an efficient financial and human resource. The duties and responsibilities of each membcr should 

be clearly stated in a document signed. 

2.5.1. Liquidity risk controls and limits 

Liquidity9 procedures give details on how to execute the liquidity policy. An efficient set of 

procedures, based on limit controls and other safeguards, constrains exposures, reduces surprises 

and errors, and build up a valuable audit trail. 

9 Liquidity is measured by our ability to accommodate decreases in deposits and other purchased liabilities, and 

fund increascs in asscts. ln assessing the bank's liquidity position, consideration shall be given to: (1) present and 

anticipated asset quality (2) present and fun1re earnings capacity (3) historical funding requirements (4) CUITent 

Jiquidity position (5) anticipated future funding needs, and (6) sources of funds. The committee will monitor the 

Bank's Jiquidity position by reviewing the following measures: 

1. Loans/Deposits Less than ___ % 

2. Jnvestments/Deposits Less than ___ % 

3. Loans/capital Less than ___ % 

4. Net Fed Funds Purchased/ Loans Less than % 

5. Dependency ratio Less than ___ % 
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Controls can be applied to minimize liquidity risk in the foHowing areas: 

asset liquidity controls 

funding liquidity contrais 

off-balance shcct liquidity controls 

Liquid and fixed asset li mils 

Asset liquidity should be limited. A percentage of each item in the Asset side should be put in 

place to monitor and control the excess or the deficit. ln terms of concentration the corporate 

should have ex ante ratio limit. The maturities should be under controlled. The liquid assets 

should have different maturities so that the cash is always available. A certain amount of best 

credit quality must be maintained. The plan should set a target of a number of credit qualities the 

bank should try to obtain. The plan ought to put limits on complex financial product. These 

products are not available in our country but, in the future when our local banks will invest in the 

trading market offuture, derivative, gold market. .. they should apply sorne limits. 

The age of our assets should be und er control if the company doesn 't want to gct a great number 

of outdated or obsolete assets which will be impossible to exchange or scll in the market. 

lnteresting asscts must be in the assets side to create interest from market at ali time. 

There must be limits to the collateral pledged. Since pledging assets for cash is often preferable 

to total disposai, a firm must avoid a situation where ali of its assets have been pledged in 

support of other funding facilit ies. A li mit structure can cap the maximum amount of assets that 

can be pledged, in support of fundi ng. 

F unding liquidity limits 

The establishment of maximum amounts that can be drawn from any deposit, loan, or bond 

markets is fundamcntal. Limits can be established in percentage terms or in value. 

The value or percentage of the funding portfolio can be limited by product type. A composition 

can be for example: deposit 20% capita150%, investors20, debt 10%. 

The maturity of liabilities in the different contracts must be constrained so that a Iirm does not 

face an excessive rcpayment or rollover burden in a point intime. Limits on funding maturities 

(durations) should be considered in relation with asset maturities. 

Limits that constrain the type of contingent funding commitment drawn from the Joan markets 

represent another form of control. It is essential for a firm relying on bank !ines to be confident 

that facilities will be available precisely when they are needed; this means explicitly limiting or 
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Assessment and management ofliquidity risk: GTBANK case study 

minimizing those that might not be available under stress situation. Advised facilities can be 

withdrawn at the first instance of internai or external difficulty, meaning a source of funding will 

be lost. The firm should be using them hardly ever. A greater amount of a firm' s diversified loan 

program should be based committed facilities. They are more binding than Advised facility and 

are more robust and dependable. 

Off-balance sheet controls 

Since loan participations, revolving credit agreements, letters of credit, leases and guarantees 

absorb cash, they must be explicitly controlled. This can be done through limits on forward 

commitments and contingencies. 

2.5.2. Other safeguards 

Firms can use other tools to manage their liquidity exposures. The most useful are: reserves, , 

penalties, and external relationship management. 

Reserves are certainly the most famous solution to preserve a firm against a liquidity risk. A 

company might decide to put in reserve a percentage of its income while bank can put in reserve 

at central bank a percentage of total deposit. 

Penalties serve as deterrent to the staff or team for exceeding the set limits or control. 

Smoothening the relationship with the lenders and investors is key to solid business. Getting 

them informed and showing them as important partners are crucial to increase their confidence in 

the business. 

2.5.3. Liquidity r isk monitoring 

The contrais and limits presented above are only possible with suitable monitoring. Indeed, there 

is no point in attempting to manage liquidity risk if no mechanisms are not in place to monitor 

and report on the results. The ALCO will be in charge of distributing the monitoring roles but 

most of them is concentrated in the Treasury department. 

Proper technological infrastructure is necessary to monitor and report liquidity risks especially in 

large organization. Liquidity risks that can appear across business, product, legal, and/or 

geographie divisions must be captured within a reliable data management and technology setting. 

This requires the aptitude to use that infom1ation to gauge risks and plan stress scenarios. 

Specifie computerized programs are needed to report on ledger balances, cash inflows and 

outflows, loans, placements, and other funding activity. 
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Part 2: Guaranty Trust bank liquidity management: constraints and 

solutions. 
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Chapitre 3 : The Basel Committee, the Central Bank of the Gambia 

and Guaranty Trust bank on liquidity risk management. 

The importance of liquidity risk management cannot be overemphasized. Liquidity crisis is 

confirmed to be the leading factor of bank bankruptcy and in a macro-economie levet the main 

reason or linancial crisis. The Base! committee concurred to strengthen the bank liquidity 

management by putting in place the "principle for sound liquidity risk management and 

supervision" as weil as the counter cyclical buffer. 

Bank around the world are encouraged to apply those principles. The CBG in its governing 

principle, written in the CBG Act 2005, can intervene to solve any unusual movement in the 

liquidity of the country and must ensure supervision of the banks. Bascd on its regulations banks 

must maintain certain ratio in term of deposit, and send the periodic returns as slated. 

The GTBank treasury department complies with the CBG rules and has even put in place an 

ALM unit to be more pro active. 
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3.1. The Basci Committee on Jiquidity risk 

The Basel accords Basci 1, Basci II, Basci III) arc formulated in responsc to the shortcomings in 

the financial regulations observed so far. The mcmbers of the Basci Committee on Banking 

Supervision agrccd to put in place Base! III in 2010-11 to standard ize global regulation with 

respect to capital adequacy10
• stress testing 11 and market liquidity. 

3.1.1. Base) III on liquidi ty risk 

Basel III reinforces bank capital requirement and bring in new regulatory requirements on bank 

liquidity. For the liquidity, the Base! Committee has issued the "principles for sound liquidity 

risk management and supervision". 

The principles underscorc the importance of cstablishing a robust liquidity risk management 

framework that is wcll integrated into the bank-wide risk management process. The First 

10 The Bank will maintain a primary capital to asset ratio of not less than 7% and an equity capital to asset ratio of 

not less than 6%. Funher, the ALCO Cornminee will ensure that the Bank's capital levels based on Risk-Based 

Capital guidel ines will be maintained at a minimum of 10% of risk-weighted assets. The Committee shall use its 

best efforts to ensure thal the Bank's Total Risk Based Capital ratio, Tier 1 Risk Based Capital ratio and Ticr 

Leveragc Ratio arc maintaincd atlevels which will afford the Bank "Weil Capitalized" status. 

11 The focus of simulation is to measure risk to net income by projecting the future composition of the bank and 

applying different interest rate scenarios. Simulation modeling will be incorporated to run "what if' analyses to 

determine the effect of different strategies on the bank's risk profile and profitability. 

ln using simulation, the Bank will consider the varying intercst rate spreads (Basis Risk) between deposits, CD rates, 

loans, investments, etc. The impact of prepayment rates on loans and mortgage securities, interest rate caps and 

lloors, and other options will also be taken into account. Further, management wi ll carcfully assess and document 

the assomptions undcrlying the simulations including anticipated management reaction to arise or decline in interest 

rates or changes in the yield curve. 

Wh ile simulation can adequately assess short term ( 1-2 years) interest rate risk, the Bank will not rely on this 

analysis to capture and isolate the risks associated with longer term repricing imbalances. Subjective analysis of the 

balanec sheet and duration analysis of the investment portfolio will be utilized to cvaluate long term fixed-rate 

positions. 
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objective of this guidance is to boost up resilience of banks to liquidity difficulties. Among other 

things, the principles try to improve the standards in the following areas: 

governance of liquidity risk tolerance; 

liquidity risk measurement; 

stress tests resulting to a development of effective contingency funding plans: 

strong management of intraday liquidity risks and collateral positions; 

- maintenance of a robust cushion of unencumbered, high quality liquid assets to be in a 

position to survive prolonged periods of liquidity pressure; 

regular public disclosurcs of bank's liquidity risk profile and management; 

the need for supervisors to intervene in a timely manner to address deficiencies and the 

importance of communication with other supervisors and public authorities, both within 

and across national borders. 

3.1.2. T he countcr cyclical buffer 

Banks are very sensitive to liquidity crises, a liquidity pressure caused by massive withdrawal 

can result in continuous slippage. To alleviate or counter this phenomenon Base! III introduces 

among other the counter cyclical buffer. Mainly, it is a provision suggcsted to be 2.5% every 

year to add up to the capital requirement. Knowing that capital is the primary protection against 

!osses, in the long run, the counter cyclical buffcr will strengthen the resilience of the banking 

sector. The counter cyclical buffer will: 

- diminish excessive reliance on the minimum capital requirement; 

- encourage more forward looking provisions; 

- conserve strong capital to build buffers at individual banks and the banking sector 

in general thal can be used in financial stress periods; and protect the banking 

sector against credit growth collapse and lack of liquidity. 
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3.2. CBG regula tion on liquidity risk 

The Central bank regulation is based on the provisions of the CBG Act 2005. Tt should be noted 

that since then many adjustments had been made but it stiJl remains fundamcntal text. Therefore, 

in our study, we refer to it when talking about CBG regulation. 

According tc the Act, the main function of the CBG is to achieve and maintain priee and 

exchange stability, promote a sound financial system and contribute to the achievement and 

maintenance of sustainablc economie development. In order not to deviate from our topic let us 

consider what are the provisions concerning liquidity management. There arc general directives 

with respect to macro-economie leve! and specifie provisions for the bank and financial 

institutions supervision. 

3.2.1. Banking act and liquidity risk 

The CBG Act 2005 givcs mandate tc the CBG to control the movement of supply of money in 

othcr words the liquidity of the country. This can be done by controlling the balance of payment 

of the country to ensure that the country has the potential to export and have a positive balance of 

payment. 

In an open economy the creation or the destruction of money results from the change in the net 

foreign assets and in the domestic credit to public (net) and private sectors. 

/ -... 

;("blicand 
/--

'""" Foreign Priva te ( Creation or 
\ 

) 
Assets / Dornes tic Destruction 

credit 
/ ....... / --

(Source: Gilles Morisson, Macro-economie and Macro-financial Equilibrium) 
Figure 3.1 National Money stock 

At the risk of perpetuating disequilibrium the centra l bank can neutralize the expansive effect on 

the moncy supply by increasing reserves through sclling or issuing bonds in the interbank money 

market. Tt can case or cancel the depressive effect on the money supply by dccreasing reserves 

through buying or repurchasing bonds. 
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(Source: Gilles Morisson, Macro-economie and Macro-financial Equilibrium) 
Figure 3.2 Monetary policy 

CBG exercises monetary and fiscal policies to control inflation, encourage investments or 

promote savings. Chapter 62 of CBG Act 2005 stipulates that CBG must monitor banks and 

financial institutions. Chapter 63 elaborates more on the need fo r the CBG to ensure the 

maintenance of required reserves against depos it and ether similar li abilities. The required 

reserve must be maintained in cash holding with financial institution or in the current account 

with CBG or both. 

These and ether prescriptions issued by CBG are subject to changes. I lowever, presently banks 

must adhere to a 12% Cash Reserve Requiremcnt and must meet the present Statutory Capital 

which is 200 million Oalasis (equivalent to 6.67 million USD). Bank that fails to meet the 

required reserves faces a penal interest of 5% above CBG rate as long as the deficiency 

continues. Ilowever, CBG will apply interest paid at such rate whenever it thinks fit. 

3.2.2. T he Cash Reserves Requirement (CRR) 

The Cash Reserve Requirement is one of the CBG return that bank must submit every week. The 

actual CRR is 12%. This means that 12% of the weekly deposits must be kept in reserve. 

From the 12%, 80% must be in the CBG account of the bank white 20% is held in the bank vault. 

As an example, let's assume that 5 million of deposits are registered in the bank this week. 

It means that the CRR equals to: 

CRR= 5MM *12%=600,000 

CBG accOtmt= 600,000* 80%=480,000 
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Bank Vault= 600,000*20%= 120.000 

Apart from the CRR, there are many other central bank regulatory requirements vital to liquidity 

management, like: 

the consolidatcd interim Profit and loss Statcment(quarterly), 

the interim change in reserves accounts and allowances for credit statement(quarterly), 

the capital adequacy ratio of 10% (quarterly), 

The statement of liquid assets (biweekly), 

The liquid ratio which is the totalliquid asset over the total deposit liability should not be less 

than 30% for two consecutive periods. Otherwise penalty will be appl ied. 

Regulators are central in providing sound liquidity in the macroeconomie level. Banks should 

adjust their interest according to the CBG prime rates and abide by the regulation put in place to 

promote prudential practicc. More contrais will be even welcomed to improve the resilience of 

the banks. Ratios like: so lvency ratio, portfolio structure ratio, borrowing ratio as weil as the 

obl igation to create an ALCO in each bank will further strengthen the banking system. In trying 

to do so, CBG will need to computerize the reporting system. Banks will only be required to 

inscrt data in a CD or in a webpage and sentit to CBG. The report processing can be automatcd 

and consequently ti me and resource will be spa red. Problem of staff to co ver central bank on site 

visit will be solved ultimately. 

3.3. GTBank ALM and Liquidity management 

GTBank hasan ALM unit in the treasury departmcnt. It is a new unit as it came into existence in 

2008. The ALM and Financial Institution group manage the liquidity. The group is in constant 

contacts with others banks, central bank of the Gambia and international banks. They monitor 

various Gtbank accounts in local banks as weil as in international banks. 

Furthcrmore, the group is responsible of buying and selling foreign currency locally and 

intcrnationally (immediate value, shipment, swaps). They are aware of the change of position 

(short or long) of the bank and based on that they can make projections for the following weeks 

or days. 
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From the database of the bank, the group knows exact! y how much amount is needed to fulfil the 

CBG's CRR requirement. 

3.3.1. Structure 

Treasury and Financial Institutions group is the most important Lmit of GTBank because of the 

income they generates but also because of their central position in the management of liquidity 

risk and management. The group frequently realizes in terms of profit, one third of the bank 

total, due to its marketing function of dealing with financial institutions and being also the hub 

for any currency trading. 

The treasury Department is composed oftwo groups: ALM and Financial Institution group and 

the currency trading and Financial Institution retail group. WhiJe the Currency and FinanciaJ 

Institution retail group deals with the trading of currency ALM and Financial Institution group 

treats with local banks central bank as well as foreign banks. 

TREASURY AND FINANCIAL 
INSTITUTIONS GROUP 

1 

1 1 

ALM AND FINANCIAL INSTITUTITIONS CURRENCY TRADING 

Figure 3.3 Composition of treasury management 

The later monitor the position of the bank and make projections in terms of transactions. An 

automated template should be developed to forecast projections more accurately using historical 

data as well as computerized calculations. This is in fact, the wish of the present treasurer. A 

precise and concise projection reduces the likelihood of making wrong budget. It will also ena ble 

the team to forecast on the bank asset and liability and create a match. Thus, cost of borrowing 
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in the interbank market will drop significantly. The template will also allow the group to set 

limits and control them. 

Electronic forms should be sent to the marketing tcams who will fill in thcir request and return 

them to treasury. Treasury will match those one with the historical data to find the average. Then 

it wi ll be a matter of matching the assets and the liabilities efficiently. 

3.3.2. Mechanism 

As the function of ALM is to deal with Central bank, il must ensure to scnd daily report to CBG 

notifying them on their liquidity position as weil as their CRR. The main objective of the unit is 

to fulfil regulatory requircment and to meet operational needs. 

Fulfilmcnt of regulatory rcquirement 

One of the most important CBG return to controlliquidity is the CRR (Cash Requirement Ratio) 

which was previously 8% but now it is 12% of the total deposits made by customers. 

From the 12%, 80% should be kept in central bank and 20% in the bank vault at ali time. As a 

rcsult the bank can only use 88% of it deposit to finance loans. Failure to meet this requirement 

results in penalties. The charge will depend on the amount concem and the lime of violation. 

Opcrational needs 

As it is a necessity to mcct regulatory and operational requirements, ALM has to ensure proper 

liquidity management by projecting for the following week. Here again cornes the necessity of 

the template talked about previously. As for now, ALM uses previous week average to project 

the current weck with sorne transactions that were luckily spotted. The projection will be 

distorted as sorne unexpected events may appear. ln addition, ALM caters for the operational 

needs that come up as a rcsult of withdrawal and drawdown from facilities. 

3.4. GTBank sources of liquidity 

Just like, any other corporatc, GTbank has its source of liquidity in the asset side of the balance 

sheet as well as in the liability side. As bank has a greater percentage of its assets in liquid form , 
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it is likely to have a largcr amount of short-term liabilities, and contingencies, and must therefore 

be even more acutely aware of its liquidity position. Different products arc offcrcd by GTBank 

and cach of them can present sorne liquidity risi<. 

3.4.1. Source of assct liquidity 

As we noted earlier the excess of funds is invested in Treasury Bills, Banker"s Acceptancc, 

Usances (loan in foreign currency), Placements (trading in foreign currency), Time/Term loan, 

Overdraft, Jnterbank (asset), and Lease Finance. 

Reserves in the CBG arc primary source of asset liquidity in case of liquidity constraints. 

TB (Trcasury Bills) are one of the must secure investment. However, the bond and security 

market is not weil developed. The bank could have discounted them to meet urgent payment or 

to alleviate Iiquidity pressures. 

BA (Bank Acccptancc) asscts is another asset of the bank but they cannot be resold or pledged 

in the market. lt must be recalled that our market is not very liquid. Certain products cannot be 

discounted in the market because they are not popular. 

Usances (loan in fore ign currency) are excellent product for exporters. They generate lots of 

income for the bank as exchange income and interest paid will be collected. But, like the 

previous in case of liquidity problern, GTBank won't be able to resell them. 

Placements (trading in foreign currency/overnight placement) can be done only abroad. The 

bank can use its deposits in corresponding bank to invest in FX. This requires that the bank 

mastcrs the trading gain or loss parameters. 

Timefferm loans rcprcscnt important portion of the asset total. Therefore, they must be 

cfficiently monitored and controlled, knowing that the bank cannot sell them to a factoring firm 

and that they can turn to be bad loans and !osses. 

Ovcrdraft facilities are very short loans. Only big customer requesting for huge withdrawal can 

crea te liquidity pressure. ln that case the branches might have a problem of float (cash floating) 

to meet payment. Unsccure overdraft facilities are hotcake for bank brigands (people fund of 

taking loans and refusing to pay). The bank cannot sell or pledge thi s asset neither. 
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1 ntcrbank (asset) is "hot mo ney" and contributes to the financial sec tor stability as bank support 

cach other. The risk of dcfault is also very minimal. In case of liquidity pressure the bank can go 

to the money market (interbank liability) to secure a fast loan for 1 to 30 days. 

3.4.2. Source of liability liquidity 

Generally. banks collect deposits which are liabilities and give the moncy to creditors as loans 

which constitute assets. In our environment, we have seen in the previous section that most of the 

bank assets cannot be sold to meet urgent disbursement. Therefore, it is critical to manage 

efficient! y source of funding. 

BA (Bank Acceptancc) liabilitics could be an interesting source of funding. But, the bank must 

ensure that it has exhausted ali the sources of cheap fund before turning to BA. The best practice 

is to match maturities and volumes but it is very difficult to achieve the goal of matching. 

FX dcposit (cali account) Businesses are most of time in need of foreign currency. Cali 

accounts remain limited in volume because the uses are more than the sources. The banks and 

the CBG are avoiding engaging to much in it because of the instable nature of FX trading. The 

banks want to minimize any loss due to exchange rate risk. However this is without counting on 

the enormous income generated by the FX exchange. Furthermore hedging strategy can be 

adapted. 

lnterbank (liability/taking), as stated previously, can provide "hot money" to fill up a liquidi ty 

gap. 

Fixcd dcposit and savings are crucial for banks. Savings generate cheap funds for the bank. Ali 

deposits cannet be demanded simultaneously. Theoretically, there will be always sorne float. The 

bank should continuously look for these types of funds in order to expand. 

Current accounts aren' t stable source of money but they create tloat for the bank for its daily 

transactions. They match with overdrafts. 

The otbcr sources of liquidity are off-balance sheet activities: letter of credit, bond guaranty, 

bank guaranty, advancc payment guaranty, shipment, and international money transfcr. They are 

not in the normal balance sheet of bank and that 's why they are called off-balance sheet. 
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Nowadays, banks live by those products because lots of incomes are obtained from them. As an 

cxample, GTBank collcctcd 70% of its revenue from off-balance sheet items fees. 

Meanwhile, they can create serious 1iquidity pressure, and consequently enter the balance sheet. 

Besicles, none of them can be pledged or sold to generate liquidity in case of pressing need. 

Proper scrutiny of the contract and transaction are needed to avoid propelling them into the bank 

liability or Joss accounts. 

3.5. GTBank liquidity risk problems and solu tions 

After we have seen the different items influcncing the bank liquid ity in the balance sheet, 

cspecially the one that can generate substantial liquid ity stress in case of difficulty, we will sec 

how the bank is managing the liquidity. Most specifically we wi ll dwell in the ALM structure of 

the bank to see what is done? and what could be done? 

3.5.1. Management techniques 

GTBank has put in place different techniques to monitor the liquidity risk of the bank. A sound 

liquidity management will improve the bank profitability and sustainability. The management of 

assct and liabilities is the spinal cord of the bank. 

Management of the balance sheet 

ln managing the balance sheet the bank uses, mainly: 

Funding gap (control loans volumes and maturities to match fixcd dcposits volumes and 

maturities) 

Management of Foreign Currency 

Foreign currcncy is at the heart of Garnbia ban king system because if the bank must have enough 

FX to be able to sell dollars to businesses, finance their LC and transfer their money abroad. 

Otherwise, busincsscs will go to another bank. The bank tries to have an appropriate answer to 
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the unpredictablc foreign currency market by establishing some instruments to control the 

position: 

Currency position (d ifference between FX sales and FX purchases) 

Revaluation gain or loss (Using the mid rate to revaluate the currency position) 

Management of requirements (CBG Returns, open position limits) 

Projection table (The table monitors: total deposit , the global CRR, the CBG CRR, the 

Net Clearing, Interbank placement, interbank taking, treasury bill invested, TB invested 

from Primary Dealers, Treasury Bills rediscounted, TB maturing, TB from Primary 

Dealers maturing ... among others) 

Open position limits ( 25% of core capital of the bank should not be in foreign currency 

trading) 

Management oflnterest rate 

CBG prime lending rate (directive rate giving by CBG from it the bank adda margin) 

ALMAC (Asset and Liability Management Committee is another name like ALCO) 

3.5.2. Assessment 

ALCOTeam 

A stronger 1\sset and liability Committec should be put in place. ln the next chapter we see in 

depth what the requisite for an efficient ALCO team are? In thi s regard, the ALCO will help to 

limit, control and monitor liquidity risk. 

Trading Room 

ALCO will work on the foreign currency risk appetite and can even put in place a trading room. 

Tt will be an opportunity to have fast and voluminous FX trading. lt will also give us a proper 
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view of the world market options to buy or sel! any financial product. Finally the trading room 

can be utilized to buy and sell companies' shares. This activity will generate incarne for us and 

liquidity for the companies. 

Incrcasing foreign currcncy supply 

Thcre is insufficient FX to meet the need of our customer and this is a loss of opportunity. The 

bank can manage to have FX loan from its parent company or create a line with its 

corresponding banks or any offshore bank. Hedging techniques are not foster right now. But if 

applied, they possibly wi ll reduce risks (hedge Dollars against Euros = 2 opposite currencies). 

Furthcrmore there is no proper budgeting based on marketing teams projection and previous year 

request (historical data) to forecast the FX demand for letter of credit, import payments, and 

shipment. In conclusion, the bank treasury is risk avert, it is leaving tremendous opportunities to 

go unexploited. Knowing that banking is a business of taking risk, risk appetite must be put 

forward to increase bank profitability but needs to be follow and manage as weil. 

Chcap Funds 

nank-assurance is an innovating product that cnables banks to have supplcmentary cheap funds 

and is also an opportunity to diversify their products. 
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Chapitre 4 : The ALCO and LCMT challenge 

IIaving seen ali the implications of a sound liquidity management in a banking system, we deem 

it necessary to revisit the basis of a proper control. Without a doubt, putting in place a committee 

in charge of liquidity risks management is necessary. The ALCO will put limits and controls in 

place. assign responsibil itics to specifie staff and monitor results. In times of serious crisis, a 

Liquidity Crisis Management Team (LCMT) will be formed, according to principle set ex ante. 
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4.1. ALCO formation and perspective 

Creating an effective risk governance structure is the first thing to do if the bank wants to control 

liquidity. The decision to create an ALCO must corne from the Board of Directors. 

BOARD OF 
DIRECTORS 
request executive 
team to crcatc an 
ALCO 

EXECUTIVE 
TEAM 
authorizes an 
ALCO 

(Source: author's chart) 
Figure 4.1 Process of ALCO formation 

ALCO TEAM- SENIOR 
REPRESENTATIVES from 
marketing finance, treasury, risk 
management. department or unit 

Asset liability cornmittee (ALCO) oversees the implementation of liquidity risk management12 

process. ALCO is the operating arrn of the board on ali matters relating to liquidity. 

Treasury duty is to manage daily balance sheet funding and short-term liquidity risks, while 

ALCO function is long-tcrm liquidity risks. Therefore close cooperation must be fostercd 

between the two groups. To a void conflict, the duties of the executive team and the ALCO must 

be clearly specified. 

12 The assets and liabilities shall be managed to attemptlo achieve the following minimum objectives: 

1 . A return on assets above %. 

2. A return on equity above __ %. 

3. An equity capital-to-assets ratio above _ _ %. 

4. A risk-based capital ratio of _ %. 
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4.1.1. Responsibilities13 

ALCO should be responsible for: 

defining the firm 's liquidity risk mandate 

developing a business and liquidity risk strategy based on the liquidity risk mandate 

creating a liquidity crisis management program 

putting in place appropriate risk measures 

evaluating the liquidity impact of new products 

delegating duties and authorities related to the management of liquidity risk to the 

business units or sta1T 

reviewing for the board and semer executives the status of liquidity risks and 

recommending periodic adjustments 

As part of the management group, senior executives should be responsible for: 

ensuring prudent daily management of the firm's liquidity process, 

allocating and directing resources in support of a sound liquidity 

- making certain that new products, strategies, and business !ines with liquidity risk 

implications are submitted to the liquidity committee for deliberation 

testing the liquidity crisis management program and invoking and directing it when 

needed. 

13 
Dutics 

At its quarterly meeting the ALCO shall review the following: 

1. Local and national economie forecasts 2. lnterest rate forccasts and spreads including a consensus interest rate 

forecasl for the Bank developed by Bank management 3. Internai cost of funds (recent pricing) 

4. Mismatches in the balance shcet 5. Year-to-date opcrating results 6. Anticipated funding needs 

7. Anticipated loan demands 8. Liquidity position 9. Maturity distribution of certificates of deposit of e.g. $100,000 

10. (GAP) Rate Sensitivity mcasures Il. Net lnterest Margin/lnterest Rate Risk Measures 12. Simulation 

13. Capital Positions 14. Ratio of Joan loss reserves to outstanding risk loans 15. Tax position 16. Investment 

portfolio 17. Current loan investmcnt and funding strategies 18. An explanation of any known exceptions to this 

policy as weil as an action plan and timetable to bring the bank into compliance with such policy limits. 
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4.1.2. Execution 

T n general, it is good to have sorne degree of local/business flexibility is important, as it permits 

those with the best knowledge of a region, market, or product to take appropriate actions in 

managing daily liquidity needs. 

Also, a firm's risk governance structure must ensure that the liquidity risk management process 

is robust, weil designed, and capable of minimizing liquidity induced problems. If the ALCO 

team efficiently synchronizes their efforts the bank will certainly gain in terms of liquidity and 

the unexpected liquidity pressures will be dealt more without difficulty. 

4.2. P utting in place an LCMT 

ln normal conditions the bank will be able to rely on its mandate, policies and limits to control 

the liquidity exposure inherent to its transactions. Nonetheless, there may still be instances when 

endogenous or exogenous factors overcome the firm, deepening greater financial problems and 

even creating of financial d i stress. In such event the bank must immediately put into operation a 

liqu idi ty crisis management program. A good program wi ll allow the bank to go beyond the 

crisis stage and normal ize its operations avoiding further compl ication, spirals and insolvency. 

4.2.1. Scopc and focus 

Although liquidity crisis management can differ from one bank to the other, crisis programs 

typically have the same end goals: ensuring sufficiency of cash, and limiting reputational and 

economie damage so thal operations can be regularized rapidly. In most cases crisis program 

focuses on three broad areas: 

- ex ante market access; 

- defensive measures; 

- communications. 

ln practice, a bank may concentrate authority in a liquidity crisis management team (LCMT), 

compriscd of the: 

- CEO (chief executive officer) or COO (chief financial officer) 

- CFO (chief financial officer) 

- treasurer 
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- head of risk management 

- head of operations/settlements 

- Alco team 

This small team should be able to meet quickly, and coordinate ali necessary actions. Certainly. 

the LCMT must arrange time-table that addresses in order of priority, the specifie tasks that need 

to be performed: 

those that must be completed within 24; 

those that must be completed within 48 hour; 

those that must be completed within one week; 

those that must be completed within two wceks, and so forth. 

With information on anticipated cash flows in hand, a prioritized action plan can be developed 

and put into motion. An example might be as follows: 

1. Modifying liabi lities (such as drawing down bank tines, changing maturitics). 

2. Suspcnding non-essential cash outflows. 

3. Pledging assets from the liquidity warehouse. 

4. Neutralizing other financial risks through hedging. 

5. Selling marketable assets from the liquidity warehouse (receivable, TB, and inventory). 

6. Reducing other assets (for example, slowing new business and shrinking the balance sheet). 

8. Selling hold-to-maturity investments, fixed assets, and business units. 

4.2.2. Communication 

Negative information can be extremely damaging for the bank and even worsen a negative 

situation, meaning external and internai communications are vital. 

• Externa t communications 

From an extemal viewpoint, stakeholders need to be kept apprised of dcvcloping events in the 

bank, its financial condition, and future prospects. This is even more necessary when the spectre 
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of default is increasing. Conscquently, the contingency prograrn must comprise robust and 

effective external communication instrument. Management must take stcps to ensure a regular 

flow of information to dcbt and equity investors, tenders, regulators, credit rating agencies, and 

the financial media at large. Particular attention must be paid to regulatory queries. 

• Internai communications 

Communicating internally is evenly important. Staff and managers that drive a firm 's business 

do not want to learn about potential problems through rumours. They must be given relevant 

information about the state of affairs during the crisis period. Communication must flow towards 

management as weil. Managers operating business units or marketing unit oftcn have valuable 

and unique information regarding the bank's condition in their vested arcas. Mechanism like 

daily conference calls or message (using social media, intranet) ensure that the flow of 

information is timely and efficient. 

4.3. Defensive mcasurcs 

To copc with a liquidity crisis first of ail the management should be recentralized. Then other 

measure can help to reduce the pressure these techniques cali for a change in the management of 

the as sets of the bank as weil as i ts liabilities. 

4.3. 1. Rcccntralization 

The authority is recentralized in time of crisis management mode. Ail delegated authorities to 

manage a department, product, or region; should be temporarily annullcd so that actions can be 

properly coordinated from the center. They can still be part of the crisis management process. as 

they are likely to be intimately farniliar with certain questions that can impact the fum's 

liquidity. But their responsibility must temporarily be limited to one of communication and 

guidance rather than action or decision making. 
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4.3.2. Funding and assct management 

• Funding management 

The LCMT turns to the funding program as a priority; because the liability portfolio always 

provides the first line of dcfence in gcncrati ng cash (apart from cash tlows generated by 

operations). Crisis-based funding management centers on: 

prioritizing draw-downs, 

cxtcnding funding maturities, and 

suspending non-cssential cash flows. 

Prioritizing funding draw-downs: The bank or the firm must determine which facilities to acccss, 

when, and in what amount, in order to secure the cash it necds. 

Extending liability maturitics mcans replacing short-term, credit and market sensitive liabilities 

with longer term funding. 

Suspending non essential cash flows without damaging enterprisc value or reputation is another 

defensive measure. During the pre-crisis planning stage, the LCMT should obtain information on 

discretionary payments that can safely be eliminated, postponed, or reduced in stress period. 

• Assct management 

Despite that the bank or the firm in is in a crisis mode, it still nccds to fund its assets in order to 

continue operation. Therefore, the program must centre on opportunities to decreasc the amount 

of assets rcquiring funding: that is, reducing the balance sheet. 

White liquid assets that are coming due can be allowed to roll off, sold at carrying value, or 

pledgcd against new funding, and are thus unlikely to present a problem, less liquid assets that 

are only marginally productive might represent an unnecessary burden asset. A company should 

identify, on an ex ante basis, assets that can be sold during a crisis phase in order to relieve 

associated financing pressure. Assets can be reacquired once the crisis has passed and the firm is 

in a bcttcr position to finance its portfolio of less liquid, or illiquid, assets. 

The priee of asset in the bank especially the FX, bond and marketable securities is subject to 

interest rate, exchange rate, credit and market risks. Crisis management program must neutralize, 

or minimize those risks. reducing the chance that the bank liquidity profi le be further pressured 
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in the event of new or incrementai risk challenges. The LCMT must hedge the different risk by 

o1Tsetting transactions or derivatives in order to ease cash flow pressures. 

4.4. Jnvoking and tcrmina ting the program 

The LCMT as we have said earlier is set when liquidity crisis appear. Certain indicators must 

trigger its formation. Later, when the program has becn successfully implemented, management 

should terrninate the LCTM program. 

4.4.1. Invoking the program 

The bank or firm must identify measures that reflect changing liquidity circumstances; these 

should be supplemented by evidence from the marketplace and management's interpretation of 

such facts (such as difficulties with rollovers, widening spreads, reluctance by lenders to renew 

long-term facilities, increased reliance on brokers to source funds). Measurcs should be agreed in 

advance by executives and the financial contro ll ers responsible for compiling statistics, and 

should forrn part of the regular monitoring process. When the objective measures are triggered, 

or reach pre-defined warning thresholds, the LCMT must quickly obtain additional qualitative 

information from the marketplace on the nature of the liquidity disorder or pressure. The 

combination of objective and subjective inputs should be satisfactory for authorized parties to 

determine the need to invoke the program. It is important that the process be sufficiently 

automated so that response can be quick, but not so mechanical, or full of partisanship, which it 

is subject to misinterprctation or misuse. 

4.4.2. Terminating the program 

Ex ante measures developed by the LCMT should be use as indicators that the firm has retumed 

to a normal operating condition. Therefore, it can safely hand over duties back to the managers, 

restore business, refill the liquidity warehouse, redcsign funding maturities, and so forth. The 

procedure can again consist of objective measurement, such as a return to the liquidity risk 

measures that existed bcfore the crisis, accompanied with subjective opinions and analysis from 

market sources, investors, and Jenders. 

Most of the time it takc one or two quarters to regain; lenders and investors confidence as 

reflected through credit spread movements, ease of rollovcrs, and access to fresh funds. It is 
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unlikely to occur in a malter of days or weeks, particularly if the firm has been through a difficult 

episode. 

Once terminated, the ALCO and internal/external auditors should examine the crisis program in 

detail to find out whether there is any weakness or areas to improve. Necessary adjustment 

should be made immediately after the termination of the pro gram. 

4.5. Summary of the best practice 

This last section is a kind of summary of the best practice. The micro role focuses on the key 

principles cutting across ali corporate liquidity management. The macro role addresses to 

macroeconomie authorities and regulators. 

4.5. 1. What banks can do 

Proccsses that are effective for one company can be of limited use to another, those that are best 

suited for normal market conditions can be unsuitable for a crisis, and so fo11h. Hence, the 

theoretical foundation for managing liquidity is universal and opened. llowevcr, it is possible to 

dcvelop a micro-leve! summary of best practices, applicable across firms and market conditions. 

This summary can be crystallized in 4 points: 

Creating a sound govemance framework 

Implementing proper measures and reporting 

Using tactical controls 

Developing a crisis management process 

Creating a sound governance framework is a prerequisite to a proper liquidity management. The 

sctting of the ALCO, with its mandate, policy, and limit and monüoring system is vital to any 

liquidity management. 

The ALCO will put in place efficient measurement tools and system to report. Thus, it will be on 

alert of any significant change of the company liquidity. The committee will use tactical contrais 

and limits to compare its liquidity exposure with its liquidity mandate. 

Finally, the ALCO must put in place a crisis management program, tests it often and 

programming the indicators for its invoking as weil as its termination. 
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4.5.2. What regulators cao do 

Macro bodies have a role to play in preserving a sound liquidity management in the country or 

and in the world. Any regime or government that encourages system-wide liquidity helps 

individual institutions and banks to cope with their own liquidity. The impact is even more 

important as global asset and funding markets become more intricately related and dependent. 

The world has become one big market: effective funding, trading, financing, investing, hedging, 

and speculating require systemic stability. 

Unfortunately, sorne companies may decide to ignore their risk because of market share or 

profitability. As a result entire sectors may misprice or ignore their risks, which can add to 

systemic instability. 

Accordingly, it is for regulators to consider mechanisms that can help promote and expand 

stability. The following activities should be carried by regulators: 

conducting regular inspections, 

promoting competition, 

minimizing costs, 

harmonizing accounting treatment, 

reinforcing proper capital allocations, and 

providing selective lender of last resort support. 

Regular inspection should be conducted to examine the liquidity practices of institutions. The 

inspection must focus on measurement, monitoring and management. 

Competition must be promoted because more participants wi ll make the bid-offer spreads 

tightened and volume increased. Thus an additional participant cornes in, and like a vicious cycle 

the market develops. 

Reducing the cost of participating in a trading, investment or funding market lead to an increase 

in financial activities, thus in liquidity. 
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The best and up-to-datc accounting rules should be adopted by the entire participants enabling 

the regulators and ali the stakeholders to have a clear picture of the market and company 

position. 

Lastly, providing a tender of last resort especial ly for financial institution is without a doubt a 

necessity, knowing the impact that banking or financial market crisis can have. 
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Conclusion 

Our objective was to reflect on liquidity risk management and to propose a sound management 

of it to GTBank as a case study. lmproving liquidity risk management signifies greater 

profitability and sustenance for the bank. We look into the tools by focusing first in the sources 

of liquidity. We discover that the assets have their own source, the liabilities their own spring 

and the off-balance sheet item also. Then, we realized that there are specifie liquidity problems 

related to each of them. 

Severa! measurements including: liquidity ratios, cash flow gap, matching of volumes and 

maturities of ALM were examined. Different solutions are put forward in arder to overcome 

liquidity pressures. We come to the conclusion that to manage efficiently liquidity we need to 

control , limit and monitor ali the items in the balance sheet and off-balance sheet. 

We have also revisited the Base! committee, the CBG and GTBank on liquidity risk. Focusing on 

GTBank, and specifically on the balance sheet, we assessed the liquidity risks that are concealed 

behind each item. Problems are detected and solutions are given. More importantly, we come to 

the conclusion that GTBank must put in place an ALCO to be more efficient in the management 

of its liquidity risk. This is in line in fact with the latest best practices that are yet to come in the 

rules and regulations of CBG. 

The bases are given to put in place an ALCO as weil as an LTCM. The ALCO will also improve 

1 the FX liquidity as it is a recurrent issue in the banlc The FX risk and currency risk will be 

hedged and profit from International trade will sky rocket. 

1 We would like to stress on certain aspect of liquidity like the one associated with the bond 

market and the money market. But unfortunately, in The Gambia, those products are not 

1 available. So, it is an opportunities for we, financiers and bankers to come forward and initiate a 

secondary market 14
• 

1 
1 
1 
1 
1 
1 

Moreover, the discussion could have been centred in bank only but we deliberately incorporate 

the non-financial aspect of it to be more complete and be able to use this study whether we are in 

financial institution or in corporate. 

14 Tt is a market wherc investors purchase securities or assets from other investors, rather than from issu ing 
companies, Central bank or state. The national exchanges - such as the New York Stock Exchange and the 
NASDAQ are example of secondary markets. 

ABANGWU George Richard, MBF, CESAG, 10'" Batch Page 56 

CESAG - BIBLIOTHEQUE



1 

1 
1 
1 
1 
1 

1 

1 
1 

1 
1 
1 

Assessmcnt and management ofliquidity risk: GTBANK case study 

Finally, we wish to reiterate again that in an era of financial uncertainty, a firm must manage its 

liquidity diligently, through a combination of internai best practices and external support. CBG 

and macro-economie authorities must be part of the process. The end goal should be to 

minimize. or avoid, the likel ihood of disrupting access to cash resources which is so vital to the 

development of the nation. The bank must ultimately seek to maintain its business despite the 

most severe financial stresses. It must rcmain intact to continue prospering. Prudent, and 

proactive, liquidity risk management makes this goal attainable. 
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