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 Abstract: 

The Asset-Liability-Management (ALM) framework is a dynamic and all-inclusive tool for 

assessing, tracking, and controlling a bank's market risk. It involves managing the asset-liability 

portion of the balance sheet in a way that optimizes net interest income while staying within the 

banks' overall risk tolerance (both current and prospective). Using the gap analysis technique, 

this study looked at the impact of asset-liability-management (ALM) on the profitability of 

commercial banks in the Indian financial market. It considered two banks: Union Bank of India, 

a public sector bank, and ICCI Bank, a private sector bank. This study aims to evaluate the 

interest rate risk to which both banks are exposed over the course of 2009–2014.  
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Introduction: 

In essence, asset and liability management is 

the process via which an organization 

maintains its balance sheet to accommodate 

various scenarios including interest rates and 

liquidity. Regardless of their size, banks and 

other financial institutions offer services that 

put them at risk for a variety of issues, 

including credit, interest, and liquidity risks. 

The financial standing of the financial 

institution may be impacted if the risk is not 

identified. Asset Liability Management is one 

risk management technique used to evaluate 

this kind of risk (ALM). In order to help 

banks reduce the risk associated with this 

gap, namely interest rate risk and liquidity, 

ALM aims to examine the difference between 

assets and liabilities in terms of their 

maturities and interest rate sensitivities. 

Need For ALM in Banks: 

Due to the recent changes in the Indian 

financial markets, the increasing integration 

of the home and foreign markets, and the 

increased complexity and size of the risks 

involved in bank operations, there is an 

increasing need for strategic management in 

handling these complexities. Banks must now 

independently set the interest rates on 

deposits and advances in both local and 

foreign currencies on a dynamic basis in a 

comparatively unregulated market. Strong 

rivalry for business involving both assets and 

liabilities, coupled with rising volatility in 

both domestic and foreign interest rates, has 

put pressure on bank management to keep 

spreads, profitability, and long-term viability 

in balance. Incompetent liquidity 
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management techniques might jeopardize a 

bank's earnings and reputation, necessitating 

planned, thorough steps rather than reactive 

ones. Credit risk, interest rate risk, foreign 

exchange risk, equity/commodity price risk, 

liquidity risk, and operational risk are among 

the many hazards to which banks are 

exposed. As a result, the banks must 

implement efficient risk management systems 

that tackle the underlying problems. Under 

these conditions, banks must upgrade their 

risk management and use more thorough 

ALM processes than they have in the past in 

order to address these risks in an organized 

manner.  

 

Review of the Literature: 

 

A substantial amount of research and 

literature on asset-liability management in 

banks are available. The Basel committee on 

banking supervision (2001) put forward the 

general framework for supervision as well as 

the rules that must be followed in order to 

incorporate best practices into the banking 

system's supervision mechanism. Because 

they have studied asset liability management 

in a variety of settings, researchers have 

made important contributions to the area. 

 

According to Kajal Chaudhary and Monika 

Sharma (2011), public banks need to be 

mindful of how they operate. These banks 

ought to choose their borrowers carefully, 

and publicly traded institutions ought to 

lower their NPA ratio. The risk profile of 

banks is occasionally defined from the 

management's point of view, which further 

influences the trade-off between liquidity and 

profitability.  

Dr. Anurag B. Singh and Ms. Priyanka 

Tandon (2012) discovered the significance of 

managing interest rate and liquidity risk, as 

well as the different approaches to 

quantifying these risks and the difficulties 

Indian banks encounter in doing so. 

 

According to Prathap (2013), the ownership 

and organizational makeup of the banks do 

play a significant role in the ALM process. 

Furthermore, the best correlation is 

established between SBI and its Associates, 

suggesting the optimal asset-liability maturity 

pattern. Because they all borrow from the 

money market to cover their maturing 

liabilities, the majority of Indian banks, in 

contrast to foreign banks, are liability-

managed banks. The private banks use short-

term capital for long-term investments and 

are quite active in generating profits. 

 

 

According to research by Amit Kumar Meena 

and JoydipDhar (2014), banks' overall 

liquidity structures are stable in India, but the 

quantity of cash they hold on hand may cause 

issues down the road because it is eroding 

their earnings. 

The study's objectives  

1. To comprehend the strategic asset liability 

management's pivotal policy choice. 

2. To comprehend asset liability management 

in relation to financial institutions.  

Methods of Research: 

 

Type of study: Since it entails gathering 

information through fact-finding inquiries 

and reporting on past and present events, the 

research approach is descriptive in nature. 
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Data Collection: The analysis has made use 

of secondary data. 

 

The secondary data's source is: One public 

sector bank, Union Bank of India, and one 

private sector bank, ICICI Bank, were both 

included in the study. The primary financial 

information (balance sheets, annual reports) 

of the sample banks and the RBI website, 

www.rbi.org, are the sources of the study's 

data. The primary source of data for the 

research is secondary data; the study is 

carried out using the Asset-Liability 

guidelines that the RBI has sent to individual 

banks.  

 

AnalysisofAsset–LiabilityManagement 

The study on the analysis of short term liquidity for the two banks is done for a period of 5 

years(2009-2014)byusingGapanalysismodelforrespectivebank 

 

Table:1 ResidualMaturityfortheyear2009-10(Rs.inCrores) 

  

MaturityGap 1-14days 15-28days 29days-3m 3m-6m 6m-1year 

ICICIBank -83,449.60 32,542.90 -115,699.30 -42,658.30 -8,009.70 

Union Bank  Of 

India 

1,135.76 3,196.72 4,535.74 1,510.61 -12,507.52 

 

Source:AnnualReportsofICICIBankandUnionBankofIndia(2009-10). 

 

 

.Sl.No GAP 

Position 

ChangeinInterestR

ate(∆r) 
ChangeinNet 

InterestIncome(∆N
II) 

1 RSA=RSLs Increase Nochange 

2 RSA=RSLs Decrease Nochange 

3 RSAs≥RSLs Increase NIIincreases 

4 RSAs≥RSLs Decrease NIIdecreases 

5 RSAs≤RSLs Increase NIIdecreases 

6 RSAs≤RSLs Decrease NIIincreases 
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The bucket-wise distributions of maturity gaps show that ICICI Bank is using a negative gap 

strategy for time buckets up to one year, and Union Bank of India is using a negative gap 

strategy for time buckets ranging from six months to a year. This suggests that short-term 

liabilities exceed short-term assets. In the bucket of fifteen to twenty days, ICICI Bank appears 

to have a positive gap. This demonstrates that these banks' short-term assets outweigh their 

liabilities. These banks' substantial credit card lending could be the cause of this. Nonetheless, a 

favorable gap can be observed in India's scheduled commercial banks during a one-year period, 

regardless of the bank group.  

Table:2:ResidualMaturityfortheyear2010-11(Rs.inCrores)  

MaturityGap 1-14 

days 

15-28days 29days-3m 3m-6m 6m-1year 

ICICIBank -23,253.20 30,902.90 -58,991.60 -19,806.40 -131,956.00 

Union Bank Of 

India 

428.54 -471.87 7,425.04 -852.56 -14,699.75 

Source:AnnualReportsofICICIBankandUnionBankofIndia(2010-11). 

Fig-2 

The bucket-wise distributions of maturity gaps show that ICICI Bank is using a negative gap 

strategy for time buckets up to one year, indicating that short-term liabilities exceed short-term 

assets. Union Bank of India has a negative gap in the time buckets of 15 to 28 days, 3 months to 
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6 months, and 6 months to 1 year. In the bucket of fifteen to twenty days, ICICI Bank appears to 

have a positive gap. This demonstrates that these banks' short-term assets outweigh their 

liabilities. These banks' substantial credit card lending could be the cause of this. But regardless 

of the bank group, we observe favorable gaps in the time buckets spanning a year. 

 

Table:3 - ResidualMaturityfortheyear2011-12(Rs.inCrores) 

MaturityGap 1-14days 15-28days 29days-3m 3m-6m 6m-1year 

ICICIBank 5,408.90 10,749.40 -134,467.70 -153,404.70 -189,889.10 

Union Bank  Of 

India 

-2,394.93 474.04 5,790.01 1,995.08 -4,961.67 

Source:Annual Report of ICICI Bank and Union Bank of India(2011-12) 

 

 

The bucket-wise distributions of maturity 

gaps show that ICICI Bank is using a 

negative gap strategy for time buckets up to 

one year, indicating that short-term 

liabilities exceed short-term assets. Union 

Bank of India has a negative gap in the time 

buckets of 15 to 28 days, 3 months to 6 

months, and 6 months to 1 year. In the 

bucket of fifteen to twenty days, ICICI Bank 

appears to have a positive gap. This 

demonstrates that these banks' short-term 

assets outweigh their liabilities. These 

banks' substantial credit card lending could 

be the cause of this. But regardless of the 

bank group, we observe favorable gaps in 

the time buckets spanning a year. 

 

Findings of the Study: 

 

1. Although the ALM idea has been popular 

since 1997, banks are finding it challenging 

to fully utilize it due to its inherent 

complications in acquiring accurate and 
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timely information at the grassroots level. 

2. The banks have been able to fully utilize 

management information systems (MIS) in 

order to acquire the precise and timely data 

needed for managing their asset liability, 

thanks to their technological upgrades.  

 

3. The study clarified that, while liquidity 

risk is assessed using gap analysis, interest 

rate risk is assessed using duration and re-

pricing gap analysis techniques.  

 

4. The investigation revealed that both banks 

were subject to interest 

 

Conclusion: 

Indian banks are now more vulnerable to 

uncertainty and international competition as 

a result of the start of liberalization. Because 

of this, having an effective asset liability 

management system in place is essential. 

Banks can reduce their central bank 

borrowing, prevent unprofitable asset sales, 

and establish their reputation as safe havens 

by practicing good liquidity risk 

management. In the current environment, 

Indian banks must have a strong interest risk 

management program. It allows the bank the 

chance to gain from shifting interest rates 

and lessens the volatility of its earnings. It is 

clear from calculating through the Gap 

analysis and closely evaluating them that 

both banks are operating adequately and 

profitably, but they must immediately 

address the concern of liquidity. 
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