
Financial Game 3: 

Explanation 



Financial Game 3 

Strong Commercial Bank 

• Part I: Each group is required to predict the 
interest rate next year.  

• Part II: Pick one commercial bank in Thailand, 
figure out relevant assets and liabilities, and 
make recommendations to the bank. 



Part I: Predicting interest rate 
movement 



Factors 
that shift 
demand 
curve for 

bonds  



Factors 
that shift 

supply 
curve for 

bonds  



Factors affecting Thai interest rates 

• Edited minutes of the Monetary Policy 
Committee meeting: 

• https://www.bot.or.th/English/MonetaryPolic
y/EconomicConditions/PressRelease/Pages/de
fault.aspx  

 
 

 
 

http://www.bot.or.th/Thai/MonetaryPolicy/Documents/MPC_Minutes_22014.pdf
http://www.bot.or.th/Thai/MonetaryPolicy/Documents/MPC_Minutes_22014.pdf
http://www.bot.or.th/Thai/MonetaryPolicy/Documents/MPC_Minutes_22014.pdf


Part II: Interest rate risks  
First National Bank 
Assets   Liabilities 
Rate-sensitive assets $20 m Rate-sensitive liabilities $50 m 
  Variable-rate loans     Variable-rate CDs 
  Short-term securities   MMDAs 
      
Fixed-rate assets $80 m Fixed-rate liabilities   $50 m 
 Reserves   Checkable deposits 
 Long-term bonds   Savings deposits 
 Long-term securities   Long-term CDs 
     Equity capital 



Managing Interest-Rate Risk 
Gap Analysis 
GAP = rate-sensitive assets – rate-sensitive liabilities 
  = $20 – $50 = –$30 million 
When i ↑ 5%: 
1. Income on assets = + $1 million 
 (= 5% × $20m) 
2. Costs of liabilities = +$2.5 million 
 (= 5% × $50m) 
3.  ∆ Profits = $1m – $2.5m = –$1.5m 
 = 5% × ($20m – $50m) = 5% × (GAP) 
  ∆ Profits = ∆ i × GAP  



Managing Interest-Rate Risk 
Duration Analysis 
 % ∆ value ≅ –(% point ∆ i) × (DUR) 
Example: i ↑ 5%, duration of bank assets = 3 years, 
duration of liabilities = 2 years;  
 % ∆ assets = –5% × 3 = –15% 
 % ∆ liabilities = –5% × 2 = –10% 
If total assets = $100 million and total liabilities = $90 
million, then assets ↓ $15 million, liabilities ↓ $9 million, 
and bank’s net worth ↓ by $6 million 
 
Strategies to Manage Interest-rate Risk 
1. Rearrange balance-sheet 
2. Interest-rate swap 
3. Hedge with financial futures 



KBANK, Annual Report 2013  



Financial risk management 

• Credit risk 
• Market risk 

– Interest rate risk 
– Foreign exchange rate risk 
– Equity and commodity price risk 
– Credit derivatives price risk 

• Liquidity risk (Maturity mismatch) 
• Operational risk management 



Report Content 

• Part I:  
– Factors affecting interest rates 
– Analysis of interest rates movement 

• Part II: 
– Bank introduction 
– Bank’s balance sheet 
– An assessment of interest rate risk 
– Your recommendations 
– Brief comments on other risks 

 



Report 

• 8 pages with complete data 
• Electronic file (every group) submitting to 

s.pawin@gmail.com  
• Presentation file (for group 6 - 10) submitting 

to s.pawin@gmail.com  
 

• Due date of report submission: 26 Apr 16 

mailto:s.pawin@gmail.com
mailto:s.pawin@gmail.com
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