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FOREWORD 

 
The development of the banking system is always associated with the contemporary changes 

in the economy. The Indian banking industry particularly Regional Rural Banks has 

undergone a metamorphosis in the last two decades due to changes in the political, 

economic, financial, social, legal and technological environments. The significant advances 

in technology and deregulation of financial markets across the countries created new 

opportunities, encouraging banks to enter every business that had been thrown open. The 

banks are now moving towards universal banking concepts, while adding new channels and 

a series of innovative product offerings catering to various segments at an attractive price. 

This makes it imperative for the banks to adopt sophisticated risk management techniques 

and to establish a link between risk exposures and capital. Effective management of risk has 

always been the focus area for banks owing to the increasing sophistication in the product 

range and services and the complex channels that deliver them. 

 
The challenge for the banks is to put in place a risk control system that minimizes the 

volatility in profit and engenders risk consciousness across the rank and file of the 

organization. Sound risk management will ensure a healthy bottom line for the bank as risk 

taken by the bank will be commensurate with return and will be within an approved risk 

management policy. As all transactions of the banks revolve around raising and deploying 

the funds, Asset-Liability Management (ALM) gains more significance as an initiative 

towards the risk management practices by the Indian banks. The introduction of ALM in 

RRBs with a focus on a continuous rearrangement of assets and liabilities of the balance 

sheet so as to maintain the profit, minimise interest rate risk and provide adequate liquidity 

is a step in this direction to address the challenge. In order to assess the impact of ALM 

training programme for RRBs conducted during last 2-3 years, it was felt by BIRD to 

conduct a study. 

 
BIRD conducted a study covering 16 RRBs, 36 officers trained by BIRD in 10 States. The 

study brings out the fact that implementation of ALM in RRBs in the form of constitution 

of ALCO, periodicity of ALCO meeting and number of items in the agenda and tools of 

ALM was in a sub-optimal stage. A few policy pointers on redesigning the ALM training 

module in the form of suggestions/feedbacks from trainee officers of RRBs included latest 

ALM tools & techniques (Duration Gap Analysis, Simulation and Value at Risk (VaR), use 

of software package(CLORET,ASCROM,ALMAN, FINACLE, etc), sessions by 

professionals handling ALM desk and capacity building of support staffs. 

 
The study has further suggested that there is a need to adopt ALM as a critical exercise of 

balancing the risk profile due to financial intermediation with the long/short term profits as 

well as its long-run sustenance. 

 
I am sure that the study findings will be useful to bankers, academicians, policy makers and 

other stake-holders in initiating follow-up actions. 
 

 
 

Shri K K Gupta 

Director 

BIRD, Lucknow 

21.10.2014 
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Executive Summary 
 

 

Asset Liability Management Policy aims to lay down the ALM structure, define the role of 

identified individuals or committees and the top management, measure and manage the asset 

liability related risks facing the bank by setting down various risk limits and lay down the 

MIS process to keep the various levels of management including the top management 

informed to enable them take appropriate decision in a timely manner. The assets and 

liabilities of the bank have to be managed to maximize profitability and enhance capital 

thereby increasing shareholders’ value and also to protect the organization from financial 

stress arising out of adverse movement in market rates and thereby continue to serve the 

customers and community more effectively. 
 
 

The major objective of the study was to assess the impact of ALM Programmes conducted 

by BIRD for Regional Rural Banks. The specific Terms of Reference (ToR) of the study 

were to critically review the progress of ALM policy formulation with focus on 

bottlenecks/constraints in the implementation of the ALM and to estimate the effectiveness 

of liquidity & interest risk management and pricing of loan product. 

 
During the study a survey was conducted to find out the training effectiveness. 

Questionnaire was used to collect data/feedback/input from respondents. Respondents were 

officials of RRBs. From the study it was found that in all respects the training programs 

were successful and for majority of the respondents the training program met their needs 

and expectations. Some suggestions like incorporation of latest ALM tools and techniques 

in the training modules and designing the training programme keeping in view the jobs 

assigned or to be assigned merit consideration. 

 
Major findings/observation from the study are as under : 

 
(i) The respondents were able to understand various types of risks like Liquidity Risk(94%), 

Interest Rate Risk(91%), Credit Risk(88%) and Operational Risk (77%) after attending the 

ALM programme. 

 
(ii) 83% of the respondents came to know about the financial market instruments and terms 

like SEBI, OTCEI, NSE, FIMMDA etc., after attending the programme. Remaining officers 

knew about these terms even before attending the programme. 56% of the respondents had 

knowledge/experience in ALM before the training indicating strong entry– level behavior. 

 
(iii) Majority of the respondents had indicated that the course material provided during the 

training was useful. 22 % of the respondents have not been posted in ALM desk despite 

receiving training. Further, 8% of the respondents felt that there was no scope for use of 

knowledge gained during the training in their day-to-day functioning. 

 
(iv) Majority of the respondents indicated that their banks have formulated ALM policy 

approved by Board. Further,78% of the respondents indicated that training programme at 

BIRD helped in formulation/refinement of the policy in their bank. 
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(v) In percentage terms, officials from RRBs indicated that training programme at BIRD 

helped in constitution of ALCO(16.7 %), in finalizing agenda items for ALCO(77.8 %), 

in understanding interest rate movements & expected spreads(86.1 %), mismatches in 

maturity pattern(75 %), pricing of loan products/ risk mitigating measures for liquidity & 

interest rate risks(91.7 %), operational issues & difficulties associated in implementation 

of the ALM(88.9  %), discussions on investment portfolio(83.3%). Further, majority of 

the respondents agreed that training programme at BIRD helped in areas for further 

improvement. 

 
(vi) Majority of the respondents indicated that training programme at BIRD helped in using 

some of the ALM tools. To be specific, 83.3 % of the respondents indicated that training 

programme at BIRD helped in understanding impact of interest rate movement on Net 

Interest Margin (NIM) and gap statement to measure Interest Rate Risk(77.8 %). 

 
(vii) As regards mitigation of liquidity risk, 94.4 % of the respondents mentioned that their 

banks are putting assets and liabilities in different time buckets, 52.8 % responded 

affirmatively on preparing Structural Liquidity statement, 61.1 % on preparing Dynamic 

Liquidity statement and 47.2 % on preparing both Dynamic Liquidity statement and 

Structural Liquidity statement. Only 5.6 % of the respondents indicated that they are 

preparing neither Dynamic Liquidity statement nor Structural Liquidity statement. 

 
(vii) 78 % of the respondents indicated that the profitability of the bank has improved after 

implementation of ALM concept in the bank. In terms of percentage contribution in 

improving financial position of the bank, they have ranked Dynamic Liquidity Ladder (94.4 

%), Gap Statement to measure interest rate risk (80.6 %) and Duration concept (25 %). 

 
(viii) As regards suggestions to bring about improvement in the training programme on 

ALM conducted by BIRD, 83.3 % of the respondents indicated that the programme does 

not need any changes and may continue to be conducted in the present format. However, 

11.1% felt that the contents of the programme were inadequate and needed to be up-graded, 

while remaining respondents could not comment on the issue as they were not presently 

working on the ALM desk (5.6 %). 

 
(ix) Mean Net Interest Margin (NIM) of the two categories (RRB officers who attended 

ALM training conducted by BIRD and those who did not attend is different. If all other 

variables are held constant, it may be partially concluded that there is a significant 

difference in the NIM level of the two categories (sample RRB - 0.96 and other RRBs – 

0.91). Further, one percentage increase in number of ALM training programme for RRBs 
may lead to percentage increase in NIM by 13 basis points (0.13). 

 
(x) Relevant items in the agenda of ALCO - NAI1 (0.4329) as a whole influenced 

significantly the Net Interest Margin compared to other variables, i.e. ALM Policy & 

Constitution of ALCO (0.1339) and Periodicity of meeting (0.2142) clearly indicating the 

importance of interest rate sensitivity on NIM variability, structural/dynamic liquid 

statement, duration analysis as an agenda items in ALCO meeting. 
 
 
 

1 NAI – Number of Relevant Items in Agenda. 
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Conclusion and Policy Issues 

 
Asset Liability Management is a risk management technique and an on-going process of 

formulating, implementing, monitoring, and revising strategies related to assets and liabilities 

in an attempt to achieve financial objectives for a given set of risk tolerances and constraints. 

Thus a general perspective of ALM as per study team may be laid out as - ALM is a hierarchy 

(to execute the process), a process (to track, report and monitor risk management), a tool (to 

analyze relevant data), a technique (to measure risk and suggest alternatives) and a repository 

(a versatile data warehouse). The study team is of the opinion that since interest rate risk and 

liquidity risks are significant risks in a bank’s balance sheet, they should be regularly 

monitored and managed. These two aspects should be a key input in business planning 

process of a bank. Banks should make sure that increased balance sheet size should not result 

in excessive asset liability mismatch resulting in volatility in earnings. There should be 

proper limit structures, which should be monitored by Asset Liability Management 

Committee (ALCO) on a regular basis. The effectiveness of ALM system should be 

improved with a good Fund Transfer Pricing system by involving all ALCO members in 

decisions, as ALM sheet item granularity depends on distribution of time buckets of short-

duration. Further, the study brings out the fact that implementation of ALM in RRBs in the 

form of constitution of ALCO, periodicity of ALCO meeting and number of items in the 

agenda and tools of ALM was in a sub-optimal stage. 
 
 

Based on the feedbacks/suggestion/inputs received on training effectiveness on ALM 

programme for RRBs, the study team is of the opinion that in all respects the training 

programs were successful and for majority of the respondents the training program met their 

needs and expectations. However it was found that there should be more on the job support 

to encourage employees to practice what they learnt. A few policy pointers on redesigning 

the ALM training module in the form of  suggestions/feedbacks from trainee officers of 

RRBs included coverage on latest ALM tools & techniques (Duration Gap Analysis, 

Simulation and Value at Risk (VaR), use of software 

package(CLORET2,ASCROM,ALMAN3, FINACLE4, etc), sessions by professionals 

handling ALM desk and capacity building of support staff. 
 
 
 
 
 
 
 
 
 
 
 
 
 

2   CLORET menu option will generate GLMAS.txt and PLMAS.txt which will be copied / imported to PC where cloret software is 

installed. Please take care that GLMAS.TXT is generated for 01st April of Calendar Year and PLMAS.TXT is generated for 31st March 
Calendar Year. 

 
3  Batch job is set for ALMAN Download in CSOLOP. It generates file named XXXXXXFD.DDMMYYYY is generated. Where the 
XXXXXX is the branch ALPHA and DDMMYYYY is the date of download for which it is created. This file is available in the directory of 

the user who has done CSOLOP for that day. This file is created in UNIX; therefore we have to bring it to PC to copy on floppy so that 

the data can be uploaded in ALMAN package. 

 
4  FINACLE–Core Banking System. All transactions are accounted in FINACLE on daily basis. ASCROM–Advances Monitoring 
System Data from FINACLE uploaded to ASCROM and Reports generated for Advances Monitoring. CLORET–Closing Return 
System. Data from FINACLE uploaded to CLORET and Final Financials and Schedules generated from CLORET. 


