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So how to make sure the institution will survive? 

- Full and complete picture of all activities and exposures of the institution

- Clear understanding of each of the risks:

- What is their impact on the business?

- How do they interact?

- Full understanding of the dynamics of the market:

- Strong interdependencies (systemic risk) => nobody can stay on the sideline

- What if “Bussiness as usual”, but also

- What if a Crisis occurs => be prepared for the worst: Stress Testing

- Business Planning and Forecasting: make sure you have the decision making tools 

- to find a winning business strategy

- to optimally use your capital
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Risk Solution Vendors: Ranking Nov-2011
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So how do we address this?

Step 1: Get a complete picture of all activities/data within the institution

Step 2: Provide a complete view of the current situation

• Comprehensive summary view 

• Full drill down functionalities

Step 3: look at historical evolution to identify trends 

Step 4: Evaluate “Risk” versus “Return” over time

Step 5: Check the Risk/Return not only for “business as usual” but also in “crisis”

Step 6: Optimization Analysis: how can we increase risk/Return

Step 7: Forecast the result of strategic decisions 
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1. Comprehensive view of the current situation of the bank (CEO Dashboard)

Concentration by Sector

Exposure by rating 

for the different 

Amortization types

Concentration by region,

Concentration by business line,

….

“Strong concentration in 3 sectors:

- Financials

- Materials

- Industrials”

“High exposure to Fixed Bonds.”
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2. Historical views are provided to evaluate trends
(CEO Dashboard)

Trends in key Risk Indicators (Economic Capital components)

“Historical data can show trends that put current results in perspective: mainly the  Credit 

Component within the Economical Capital calculation has been increasing  over the last months.”
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2.A. Historical trends: Drilling down into Credit Risk (CEO Dashboard)

Trend  analysis of the 

Credit Portfolio:

“The portfolio has been 

moving towards higher 

quality counterparties, and 

this in relative as well as 

absolute terms.”
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2.B. Historical trends: Drilling down into Market Risk (CEO Dashboard)

Trend  analysis of the 

Market Risk:

“Clear increase of VaR 

values, as well as 

volatility  of the VaR 

figures (spread min. 

versus max.):

- More volatile market.

- More position taking / 

shifting of positions.”
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3.A. Drill down into the Risk/Return (CEO Dashboard) 

Risk/Return Analysis based on RAROC:

“Capital consumption is clearly concentrated in 2 industries: 

energy and Consumer Discretionary.

While on gross basis all counterparties seem profitable, on net 

basis (after costs: green and orange bars) only the high quality 

counterparties are profitable.”

RAROC for A rated 

counterparties

RAROC for BB Rated 

counterparties

Distribution of full economic capital by sector
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3.B. Drill down into the Risk/Return (CEO Dashboard) 

“Yet when drilling down into the energy sector, we can see that it is profitable in terms of RAROC.”

Risk/Return analysis for the Energy sector.
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4.A. Spot the main business concerns (CEO Watch-List) 

“The risk and return profile are clearly different for the different industries. Health Care is the worst 

performer and therefore the exposure has been strongly reduced. Energy and Consumer Discretionary need 

special attention: they are taking a large part of the Capital Consumption while their return is not excelling.”

CEO watch-list report 
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4.B. Integrated Stress Testing – Risk Appetite and Profitability

“And what happens in case of an escalation of the  European Debt Crisis? What if 3 countries default? Our Credit VaR would increase with 72% 

leading to an increase in Regulatory and Economic Capital of about 50%. All this will lead to a breach of the Liquidity Ratio (below 100%) and a 

Tier 1 Minimum capital Ration bearly above 6%.  
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4. Optimization Process

“Algo Strategic Business Planning” not only identifies a winning strategy but will also provide insight into the portfolio changes that will lead to an 

optimal use of economic capital.

The RAROC Optimization Matrix will show the projected effect on overall RAROC of “swapping” out of some portfolios (shown in red for intuitive 

clarity), and into those shown in green.

In this case the CRO might find that divesting from the consumer discretionary sector with healthcare and some energy and utilities portfolios, and 

expanding more into some industrials and financials portfolios, would improve profitability.

RAROC Optimization matrix
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5. Forecasting and Planning
Granular view of portfolio growth scenarios

“Let’s now use the results of the optimization analysis to evaluate certain business strategies. Starting from the following rules for the 

lending policy in the next 3 years:

- we grow exposures in two to three years’ time in line with the optimization results (see above) and 

- we maintain the current full economic capital levels

- while we continually improving return and RAROC. 

What growth rates can we expect in the different sectors?”
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Forecasting, Planning, Risk-based Limits and Impact Assessment
Projected impact of portfolio changes, based on the same business strategies. 

“based on our business strategy Economic Capital stays steady while Capital Adequacy improves year after year: 

RAROC grows from 20 to 80% in 3 years and revenue grows healthily. 

Concentration grows in terms of exposures, but when default rates and correlations are considered there is no 

significant increase, and diversification actually improves through the re-balancing of the portfolio.”
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Stress Testing

Projected impacts under Stess scenarios

“And what happens in case of a potential for 

a double dip recession and commodity 

bubble burst? 

The effect on liquidity ratios would now also 

be considered. The combination of both 

scenarios might produce undesired results, 

such as the concentration in commodity-

related trading and lending activities hitting 

profitability, capital adequacy, liquidity and 

breaking risk-based limits on full economic 

capital.”



© 2011 IBM Corporation23

So how to make sure the institution will survive? 

- Full and complete picture of all activities and exposures of the institution

- Clear understanding of each of the risks:

- What is their impact on the business?

- How do they interact?

- Full understanding of the dynamics of the market:

- Strong interdependencies (systemic risk) => nobody can stay on the sideline

- What if “Bussiness as usual”, but also

- What if a Crisis occurs => be prepared for the worst: Stress Testing

- Business Planning and Forecasting: make sure you have the decision making tools 

- to find a winning business strategy

- to optimally use your capital
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The Question? 

Algo Strategic Business Planning enables banks to:

• A. Monitor risk-set limits at multiple levels across the organization

• B. Perform risk/return analysis at for your trading book.

• C. Forecast capital adequacy requirements and profitability for your bank-wide strategic 

decisions
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Legal Disclaimer

• © IBM Corporation 2011. All Rights Reserved.

• The information contained in this publication is provided for informational purposes only. While efforts were made to verify the completeness and accuracy of the information contained 

in this publication, it is provided AS IS without warranty of any kind, express or implied. In addition, this information is based on IBM’s current product plans and strategy, which are 

subject to change by IBM without notice. IBM shall not be responsible for any damages arising out of the use of, or otherwise related to, this publication or any other materials. Nothing 

contained in this publication is intended to, nor shall have the effect of, creating any warranties or representations from IBM or its suppliers or licensors, or altering the terms and 

conditions of the applicable license agreement governing the use of IBM software.

• References in this presentation to IBM products, programs, or services do not imply that they will be available in all countries in which IBM operates. Product release dates and/or 

capabilities referenced in this presentation may change at any time at IBM’s sole discretion based on market opportunities or other factors, and are not intended to be a commitment to 

future product or feature availability in any way.  Nothing contained in these materials is intended to, nor shall have the effect of, stating or implying that any activities undertaken by 

you will result in any specific sales, revenue growth or other results. 

• If the text contains performance statistics or references to benchmarks, insert the following language; otherwise delete:

Performance is based on measurements and projections using standard IBM benchmarks in a controlled environment.  The actual throughput or performance that any user will 

experience will vary depending upon many factors, including considerations such as the amount of multiprogramming in the user's job stream, the I/O configuration, the storage 

configuration, and the workload processed.  Therefore, no assurance can be given that an individual user will achieve results similar to those stated here.

• If the text includes any customer examples, please confirm we have prior written approval from such customer and insert the following language; otherwise delete:

All customer examples described are presented as illustrations of how those customers have used IBM products and the results they may have achieved.  Actual environmental costs 

and performance characteristics may vary by customer.

• Please review text for proper trademark attribution of IBM products.  At first use, each product name must be the full name and include appropriate trademark symbols (e.g., IBM 

Lotus® Sametime® Unyte™).  Subsequent references can drop “IBM” but should include the proper branding (e.g., Lotus Sametime Gateway, or WebSphere Application Server).  

Please refer to http://www.ibm.com/legal/copytrade.shtml for guidance on which trademarks require the ® or ™ symbol.  Do not use abbreviations for IBM product names in your 

presentation. All product names must be used as adjectives rather than nouns.  Please list all of the trademarks that you use in your presentation as follows; delete any not included in 

your presentation. IBM, the IBM logo, Lotus, Lotus Notes, Notes, Domino, Quickr, Sametime, WebSphere, UC2,  PartnerWorld and Lotusphere are trademarks of International 

Business Machines Corporation in the United States, other countries, or both.   Unyte is a trademark of WebDialogs, Inc., in the United States, other countries, or both.

• If you reference Adobe® in the text, please mark the first use and include the following; otherwise delete:

Adobe, the Adobe logo, PostScript, and the PostScript logo are either registered trademarks or trademarks of Adobe Systems Incorporated in the United States, and/or other countries.

• If you reference Java™ in the text, please mark the first use and include the following; otherwise delete:

Java and all Java-based trademarks are trademarks of Sun Microsystems, Inc. in the United States, other countries, or both.

• If you reference Microsoft® and/or Windows® in the text, please mark the first use and include the following, as applicable; otherwise delete:

Microsoft and Windows are trademarks of Microsoft Corporation in the United States, other countries, or both.

• If you reference Intel® and/or any of the following Intel products in the text, please mark the first use and include those that you use as follows; otherwise delete:

Intel, Intel Centrino, Celeron, Intel Xeon, Intel SpeedStep, Itanium, and Pentium are trademarks or registered trademarks of Intel Corporation or its subsidiaries in the United States and 

other countries.

• If you reference UNIX® in the text, please mark the first use and include the following; otherwise delete:

UNIX is a registered trademark of The Open Group in the United States and other countries.

• If you reference Linux® in your presentation, please mark the first use and include the following; otherwise delete:

Linux is a registered trademark of Linus Torvalds in the United States, other countries, or both. Other company, product, or service names may be trademarks or service marks of 

others.

• If the text/graphics include screenshots, no actual IBM employee names may be used (even your own), if your screenshots include fictitious company names (e.g., Renovations, Zeta 

Bank, Acme) please update and insert the following; otherwise delete: All references to [insert fictitious company name] refer to a fictitious company and are used for illustration 

purposes only.
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