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IMPORTANT DISCLAIMER

IBM’s statements regarding its plans, directions, and intent are subject to change or withdrawal 
without notice at IBM’s sole discretion.   Information regarding potential future products is intended to 
outline our general product direction and it should not be relied on in making a purchasing decision. 
The information mentioned regarding potential future products is not a commitment, promise, or legal 
obligation to deliver any material, code or functionality. Information about potential future products 
may not be incorporated into any contract. The development, release, and timing of any future 
features or functionality described for our products remains at our sole discretion.

The information contained herein is IBM Confidential and may not be used or disclosed without 
express written permission from IBM Corporation.
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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.
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The crisis exposed poor Capital Planning

Unchallenged 
Business 
Strategy

Poor 
Stress 
Testing

Poor 
Capital 
Stability

Poor 
Governance
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Strategy

Disconnected 
Risk 

Management
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Poor 
assumptions 
on funding



How we find out: the trigger last time around
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You can be sure that next time around it will be different…

Euro?
GDP?

Funding?
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Inflation?

GDP?

???

Consumer 
Credit?



Increased regulatory oversight

Risk information silos

Risk convergence
Liquidity Evolving exposures

Capital charges

Rogue trading

In response dramatic regulatory changes across the financial 
services and other industries require new approaches to help 
maximize sustainable profitability and returns

Systematic stress-testing

Rule changes

Counterparty clearing
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Risk convergence
Capital charges

Interconnectivity
Counterparty clearing

Proliferation of Data



Regulatory requirements for capital management continue to grow

� Legal authorities expect Boards 

to demonstrate better risk and 

data governance

� ICAAP functions should become 

systematic and woven into 

standard practice
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� Systemic risk avoidance is now 

being mandated via Recovery 

and Resolution rules. 

� There are ongoing and evolving regulatory data, reporting, capital planning and stress-

testing requirements designed for systematic stress-testing, as highlighted in the PwC 

chart above.

� An orchestrated response to these pressures, building on a firm data foundation, is an 

imperative to increased profitability.
Source: PwC  FS Regulatory Brief 2012. 



Most companies are rethinking their approach to risk management, 
and while progress has been made there is more to be done.

“Supervisors expect that risk 
management reports to the 
board and senior management 
provide a forward-looking 
assessment of risk and should 
not just rely on current and 
past data.” 1

Risk management is now a strategic 
function that can provide competitive 
advantage.

Organizations must look 
beyond regulatory readiness
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To enabling risk-aware decision 
making across the enterprise…

In order to optimize the business 
and improve performance.

1 Source: Basel Committee Principles for effective risk data 
aggregation and risk reporting, Copyright Bank for International 
Settlements 2013.

“The reports should contain 
forecasts or scenarios for key 
market variables and the effects 
on the bank so as to inform the 
board and senior management of 
the likely trajectory of the bank’s 
capital and risk profile in the 
future.” 1 “



Why do banks struggle to achieve these goals?

� Siloed, disconnected risk and finance platforms

� A fundamental approach to achieving a unified data source 
challenging and time consuming

� Poor turnaround of results using traditional bottom up approaches
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� Poor turnaround of results using traditional bottom up approaches

� Heavy reliance on manual processes for tasks such as group 
stress testing, business planning and regulatory submissions

� Unable to apply holistic, consistent forward looking models into the 
existing infrastructure

9



Meeting regulatory requirements is costly and time consuming, but 
done correctly will deliver efficiencies and business benefits

Over 80 percent
Of banks wish to align risk 

2 Weeks to 3 Months
Is the time it takes some banks to 

…too many silos, models and 
processes…

…lack of timely insight and 
management interaction.

No single, integrated risk 
view…

6 to over 90
different modeling tools used to 
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but under 20 percent
do this formally or systematically.³

Of banks wish to align risk 
appetite with key strategic...³ 

Is the time it takes some banks to 
perform bank-wide modeling for a 
single, fixed set of scenarios. 2

Only 58 percent
are confident in their ability to 
aggregate risks at the firm-wide 
level.¹

Sources:  1: Rebuilding Trust: next steps for risk management in financial services, Economist Intelligence Unit 2010; 2: IBM Engagement experience; 3: Risk 
Appetite: A Multifaceted Approach to Risk Management, Francis Lacan & John Ingold, IBM Survey of Financial Institutions, April 2008

different modeling tools used to 
analyze risk under differing scenarios.  

18 to over 100 
Core databases contain risk data.2



Strategic Capital Planning concerns many stakeholders

� Calculating regulatory & 
economic capital

� Monitoring Risk policy and 
appetite

� Stress testing (group):
market, credit, earnings 
etc… 

� Operational risk and 
compliance

� Risk adjusted forecasting 
and risk-based resource
allocation

� Ensuring adequate 
regulatory & economic 
capital and liquidity 

� Authority testing (FSA, 
FED CCAR, ECB)

� Manage business targets 
and shareholder return 
(risk appetite)

� Define growth and capital 
targets

� Adhere to regulation

� Establish risk aware 
culture

� Integrating risk and 
finance systems 
throughout the  
organization

� Reducing operational 

© 2013 IBM Corporation

CEO / BoardCRO / Heads/ 
Committees

IT/ CTOCFO/ 
Treasury

compliance FED CCAR, ECB)

� Funding

� Align risk exposure with 
business objectives

� Reducing operational 
risk

� Improving data  flow 
and efficient 
transformation
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Fast, Centralized Fast, Centralized Fast, Centralized Fast, Centralized 
Strategic Capital Strategic Capital Strategic Capital Strategic Capital 3

Reduce Cost & 
Complexity of 
responding to new 
regulations for capital 
adequacy

Measure bank policies and 
strategies over a range of 
possible changes in 
portfolios and key risk    
drivers

Maximize Risk Adjusted 
Return on Capital (RaRoC) 
through forecasting and 
optimized capital allocation

What if you could derive incrementally higher value from your bank’s 
risk management activities? 
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Regulatory Regulatory Regulatory Regulatory 
ReadinessReadinessReadinessReadiness1

Risk Analysis and Risk Analysis and Risk Analysis and Risk Analysis and 
Stress TestingStress TestingStress TestingStress Testing2

Strategic Capital Strategic Capital Strategic Capital Strategic Capital 
PlanningPlanningPlanningPlanning3

�Assess capital actions
�Reverse stress testing
�Recovery planning

�Risk Insight
�Liquidity
�Profitability
�Losses

�Risk-Adjusted Returns
�Capital Optimization
�Market Capitalization
�Capital Ratios



IBM Algo Strategic Business Planning

Combines risk, finance and business strategy on a single platform to interactively 
analyze the impact of market scenarios and business strategy on capital plans for risk-
based business planning and stress testing

Regulatory Readiness

Achieve business benefits and competitive advantage

while complying with regulatory requirements

Lines of Business
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while complying with regulatory requirements

Risk Analysis and Stress Testing 

Introduce key decision support analysis that can

help executives achieve interactive integrated risk

management and enterprise-wide stress testing

Fast, Centralized Strategic Capital Planning

Utilize a powerful capital forecasting engine

for building robust, accountable and interactive

risk-informed business plans.

Risk

Finance

Treasury



IBM Algo Strategic Business Planning

What is it and why is it different?

It performs fast, centralized and consistent group stress-testing, capital planning, 

decision making and provides risk insight, in a pre-built (but configurable and 
extensible) solution, specifically designed to bring together risk, finance and business 
strategy into a single platform and provide results in minutes or hours not days and 
weeks.

How can it do this?
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� Intelligent pooling of data and bottom-up models to provide effective, fast analysis 
at a level of granularity that achieves the right balance between responsiveness 

and accuracy

� Where appropriate, top-down models that bring together consistent analysis 
across multiple disciplines, calibrated to, and reconcilable with silo source systems

� Pre-configured with out-of-the box models for: Risk aggregation, capital 
forecasting, Income/revenues, macro-economic stress testing, hedging etc…

� Provides flexibility to imbed client models and user-defined capabilities



What does this enable you to do?

• Actively Manage Risk-Appetite - see where capital is being used effectively –
on-line and interactive making sure it drives business behaviors and achieves 

strategic goals

• Perform true Enterprise wide Integrated Stress tests which connect all parts of 

the business and captures the interactions and dependencies as a whole – not 

just as a group of disconnected reports 

• Perform faster fire-drills as a result of new information coming into the market 
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• Perform faster fire-drills as a result of new information coming into the market 
and plan new strategies before your competitors

• Project Capital Plans throughout the Bank’s structure to achieve earlier insight 

and more rigorous testing before regulatory submissions

• Optimize capital utilization under multiple scenarios – be able to spend time 

actively assessing business options rather than be governed by long planning 
cycles

• Recovery planning - be able to fully assess multiple business recovery plans 
under severe stress cases



Strategic Business Planning Architecture
The risk-enabled enterprise is made possible with a trusted information layer to 
ensure effective data governance
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Credit Life Cycle Mngt

IBM Algo – The Foundation to World Class ERM

Net income and cost analysis
Net Margin
FTP, CVA, LVA, 
Profitability analysis
Scenario analysis

Funding liquidity analysis
Liquidity stress testing
LCR, NSFR, Haircut, Buffers, CBC, Survival Horizon
Regulatory reporting

Credit Life Cycle Management Collateral Management

ALM & Liquidity Risk

Strategic Business Planning

Regulatory Capital
Economic Value
VaR, CaR

Visualise current status 
across the bank’s structure 

Impact analysis on capital and 
profitability of lending policies,  
portfolios/business lines

Optimize for RAROC and capital 
consumption
Economic Value

The effect from integrated 
stress testing on Reg.Cap. Ec. 
Value, Credit and Liquidity
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Origination, Modification & Renewal

Master Limit & Facility Management
Mitigent Management
Credit Data Management

Integrated Market and Credit Risk

Credit Regulatory Capital
Mitigant Optimization

Retail Pooling

Facilities modelling

Credit economic Capital
Stress Testing of NPV and VaR

Credit Exposure Calculation

Simulated PFE exposures

Pre-deal limit checking

Trade Restrictions & Rules

Intra-day Excess Management

CVA Calculation

Unilateral and bilateral
Pre-deal incremental CVA
CVA sensitivities

Capital Management

Customer centric

Consolidated Limits & Exposure  
Covenant Monitoring
Relationship Profitability

Credit Life Cycle Management Collateral Management

GRC

IBM OpenPages

Pricing

Sensitivities
VaR
Stress Testing



IBM delivers business value with extraordinary differentiation in 
analytics skills, products, innovation and marketplace experience

IBM Software

• Advanced 
technology and 
expertise 

• Predictive analytics 
algorithms and 

IBM Research

• Specialist Risk 
Services and 
Consultants

• Global GBS 
consultants with 

IBM Services Client Value

• Addresses critical 
industry 
imperatives

• Accelerates time-

• IBM Software 
Products*  

• Deep information 
and analytics 
capabilities
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IBM Signature Solutions bring together these capabilities

“…whole is greater than the sum of its parts.”

algorithms and 
techniques

• Real-world client 
implementations

consultants with 
Industry expertise and 
proven accelerators

• Local (Turkish) 
implementation and 
support specialists

=
IBM Systems and Technology

+ + +

• Accelerates time-
to-value  

• Outcome-based 
approach  

capabilities

• Enterprise Asset 
Management 
capabilities

* IBM SPSS, Cognos, InfoSphere, WebSphere, Maximo



Integrated Risk Management and Enterprise-wide Stress Testing

� Integrated Risk Management
– Performs risk aggregation across entire business structure using sensitivity and 

attribution analysis to enable interactive enquiry  and drill-down to monitor risk exposure 

and appetite against expectations at any analysis level: legal entity, region, business line 

etc…

– Multiple report and dashboard view to easily access key metrics (Key Risk Indicators)

� Enterprise Stress Testing
– Assesses the negative impact on a bank’s capital  or other KRIs under differing levels of 

severity  through on-line sensitivity analysis 
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severity  through on-line sensitivity analysis 

– Provides fast market event impact  and comparison (instantaneous shock to interest 

rates, stock markets, etc.) as well as economic measures such as recession/decline in 

GDP, unemployment levels, inflation, house prices, etc.



Enterprise-wide Integrated Risk and Stress Testing
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Capital Planning: Forecasting, Stress-Testing and Optimization

� Risk Adjusted Performance
– Complement risk measures with Key Performance Indicators at any analysis level

– Provides measures of risk-adjusted return including RaRoC (Risk Adjusted Return on 

Capital)

� Forecasting and Stress-testing of Capital Plans
– Combines balance sheet forecasts and business strategy with risk estimation for 

forecasting revenue and capital plans

– Provides instantaneous stress tests on capital plans and the potential impact of longer 

term econometric type stress tests which project future expectations (such as GDP)
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term econometric type stress tests which project future expectations (such as GDP)

� Optimization of Capital
– Use the Capital and Net Income forecast optimizer  to establish the optimal business mix 

to maximize the capital reserves for revenue generation



Risk Adjusted Performance and Forecasting
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Optimization of Capital
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Combining Business Benefits with Regulation

� Macro-economic Stress Testing
– Assesses the impact of macroeconomic forecasts by the banks or regulators such 

as the US Fed (CCAR/FR-Y14), IMF and EBA (European Banking Authority)

– Includes projected income (Net Interest, Fee etc..), impact on capital and liquidity, 

and planned capital actions

� Reverse Stress Testing
– Assesses how much stress a bank can withstand (defined  through capital ratios 

thresholds) through calculation of the size of event(s) triggering a breach

� Living Wills
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� Living Wills
– Supports Resolution and Recovery Plans, generally known as Living Wills, to:

• Assess possible steps to survive a major economic downturn 

• Optimize the capital and profitability of going-concern business lines



Regulation - Macro-economic Stress Testing
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Regulation – Reverse Stress Testing
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Regulation – Living Wills
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Thank You

© 2013 IBM Corporation


