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Asset Liability Management

Asset liability management, simply put, is administration of procedures and policies by companies in a bid to address the financial risks that are linked with changing foreign exchange and interest rates. Asset liability management concerns itself with factors which have an effect on the liquidity of a company. The goal is to ensure risks are limited to acceptable levels, and this is often done by anticipating and monitoring differences in pricing between the liabilities and assets of a company. For the asset liability management framework to be effective, data should be available in both near real time and real time. The usage of this data is important for various exercises including game theory, data modelling, machine learning, as well as data mining (Cousin, 56). These are used to make predictions regarding future events, as well as analyzing both historical and current trends. This paper will discuss the asset liability management strategies of the Bank of America.
The Bank of America uses asset liability management to address the risks that it faces as a result of the mismatch that is witnessed  between liabilities and assets. This occurs largely due to interest rates changes and liquidity. The Bank of America has a comprehensive asset liability management policy whose focus is long-term viability and profitability. The bank achieves this by targeting net economic value and net interest margin. These are however subject to any constraints in the balance sheet. As far as these constraints are concerned, the most significant factors are obtaining sufficient capital, maintaining credit quality, as well as meeting liquidity needs (Novickytė, 34). An insightful analysis of the Bank of America asset liability management reveals that it combines portfolio management procedures such as liability and asset management into a process that is coordinated. This implies that for the Bank of America, asset liability management has the main theme of coordinating the management of the balance sheet of the bank.
The asset liability management that the Bank of America adopts is one that evolved into a sophisticated framework that covers use of dynamic simulation, duration matching, as well as variable-rate pricing. Asset liability management does more than just protecting the bank from risks. It also goes a long way in opening up opportunities that the bank can use to enhance its net worth. One major risk that the Bank of America has to contend with in its operations is interest rate risk (Zhang, 47). This affects various aspects of the bank’s operations, including its profitability. Interest rates changes significantly interfere with the net interest income of the company, although this largely depends on mismatch that exists between liability and asset interest rate reset times. When interest rates change, it also has an effect on the market value on the equity of the bank.
In managing the interest rate risk, the Bank of America has to specify its goals for both the market value, as well as the book value of the net interest rate. The Bank of America then has to proceed and determine the risk exposure before formulating the necessary strategies that will be used to either mitigate or minimize the risks. As far as the Bank of America is concerned, the immediate focus is therefore interest rate risk as measured by the net interest margin of the bank. The interest rate risk of the bank comes from various sources. They include optionality, repricing risk, basis risk, as well as yield curve risk. The bank is aware of the fact that when interest rates change significantly, it could adversely affect its economic value and earnings (Novickytė, 29). The focus of asset liability management that the Bank of America adopts is success when maximizing assets to ensure that complex liabilities are met. This ultimately ensures that the bank increases its profitability.
The model that the Bank of America adopts is one that specifically focuses on interest rate risk, especially since this type of risk adversely affects the balance sheet. The bank seeks to ensure that its cash flows remain relatively unaffected since it has a disproportionate amount of both variable and fixed instruments on its balance sheet (Cousin, 67). One core function of asset liability management is managing gaps. The objective of this is measuring the extent of mismatch between liabilities and assets through either the maturity or funding gap. It is important to balance both cash flows and maturities for specific time horizons. 
In managing its rate risks, the Bank of America employs various techniques, including both synthetic and direct methods. When the bank uses the direct method, it restructures its balance sheet to reflect the changing contractual features of liabilities and assets. Asset liability management is therefore a proven approach that is instrumental in giving the Bank of America the protection it needs to manage any risks that occur due to mismatch between liabilities and assets (Zhang, 45). What makes the framework particularly desirable is the fact that it defines, manages measures, modifies, and even monitors both interest rate and liquidity risks.
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