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PR #34
To reduce the variability of net interest income, Gamma Bank can swap positions that make its duration gap equal to
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To minimize the variability of net interest income, Gamma Bank should aim to have a duration gap of zero.
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This means that the weighted average duration of assets matches the weighted average duration of liabilities, thus immunizing the
bank's net interest income against changes in interest rates.
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What is the role of market risk management fimction within a bank?
1. Control and minimize the risks the bank should take.

II. Establish a comprehensive market risk policy framework.

III. Define, approve and monitor risk limits.

IV. Perform stress tests and other qualitative risk assessments.
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Which of the following statements about parametric and nonparametric methods for calculating Value-at-risk is correct?

e A. Parametric methods generally assume returns are normally distributed, and non-parametric methods make no assumptions
about return distributions.

¢ B. Both parametric and nonparametric methods assume returns are normally distributed.

¢ C. Both parametric and nonparametric methods make no assumptions about return distributions.

¢ D. Parametric methods make no assumptions about return distributions, and non-parametric methods assume returns are
normally distributed.
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Value-at-Risk (VaR) can be calculated using either parametric or non-parametric methods. Parametric methods, such as the
variance-covariance approach, typically assume that returns follow a normal distribution.

This assumption simplifies the calculations but may not always accurately reflect the true distribution of returns, especially in the
presence of skewness and kurtosis.

On the other hand, non-parametric methods, such as historical simulation or Monte Carlo simulation, do not make any assumptions
about the distribution of returns. Instead, they rely on actual historical return data or simulated data to estimate the VaR, allowing for
more flexibility and potentially more accurate risk assessments in cases where the return distributions deviate significantly from
normality.
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According to a Moody's study, the most important drivers of the loss given default historically have been all of
the following EXCEPT:

1. Debt type and seniority

11. Macroeconomic environment

II1. Obligor asset type

IV. Recourse
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‘Which one of the following four statements on the seniority of corporate bonds is incorrect?



A. Seniority refers to the priority of a bond in bankruptcy.

B. In bankruptcy, holders of senior bonds are paid in full before any holders of subordinated bonds receive payment.

C. Senior bonds typically have lower credit spreads than junior bonds with the same maturity and payment characteristics.
D. Junior bonds always pay higher coupons than subordinated bonds.

EX: D
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The incorrect statement about the seniority of corporate bonds is that "Junior bonds always pay higher coupons than subordinated
bonds." Junior bonds are also known as subordinated bonds. The coupon rate of bonds is influenced by several factors, including
the issuer's credit quality and market conditions, but the statement incorrectly assumes that junior bonds must always have higher
coupons than subordinated bonds, which is not necessarily true.
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