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Postgraduate Certificate in Risk Management for Central Banks (Bangladesh)

Strategic Risk Management

Strategic risk refers to the possibility that a central bank’s long-term objectives will be compromised as a
result of inadequate or flawed strategic planning, execution, or response to evolving external conditions. In
the context of Bangladesh Bank, strategic risk can arise from misalignment between monetary policy goals
and the realities of the domestic banking sector, or from a failure to anticipate shifts in global capital flows
that affect exchange-rate stability. A practical illustration is the risk that an aggressive interest-rate
tightening intended to curb inflation may inadvertently trigger a credit crunch, thereby weakening the
banking system'’s resilience. Managing strategic risk therefore requires a systematic approach that
integrates risk identification, assessment, mitigation, and monitoring within the bank’s overarching
governance framework.

Risk appetite is the amount and type of risk that an organization is willing to pursue or retain in order to
achieve its strategic objectives. For Bangladesh Bank, risk appetite is shaped by its dual mandate of price
stability and financial-system stability, and by the legal and regulatory environment it operates within. The
bank’s risk appetite statement might articulate a willingness to accept moderate market-risk exposure in
order to support economic growth, while maintaining a low tolerance for liquidity-risk events that could
threaten payment-system continuity. An example of applying risk appetite is the decision to allocate a
certain proportion of the bank’s foreign-exchange reserves to higher-yielding assets, balanced against the
desire to preserve sufficient liquidity for emergency interventions.

Risk tolerance defines the acceptable deviation from risk-appetite targets, expressed in quantitative limits or
qualitative thresholds. While risk appetite sets the strategic direction, risk tolerance provides the operational
levers that guide day-to-day decision making. In practice, Bangladesh Bank may set a risk-tolerance limit
that its net open-position in foreign exchange should not exceed a specific percentage of total reserves,
thereby ensuring that exposure remains within manageable bounds. The challenge lies in calibrating
tolerance levels that are neither so restrictive that they stifle necessary flexibility, nor so lax that they expose
the institution to undue danger.

Risk capacity denotes the maximum amount of risk that an organization can absorb without jeopardizing its
solvency or core mission. It is determined by the institution’s capital, liquidity, and operational resources.
For a central bank, risk capacity is often reflected in the size and composition of its balance sheet, as well as
in its legal authority to provide emergency liquidity. An illustration of risk capacity is the ability of
Bangladesh Bank to inject liquidity into the banking sector through open-market operations without
compromising its own financial health. Understanding risk capacity helps the bank set realistic risk-appetite
statements that align with its actual ability to bear loss.

Risk governance is the set of policies, structures, and processes that provide oversight and direction for risk
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management activities. Effective risk governance within Bangladesh Bank involves clear roles for the
Governor, the Board of Directors, the Risk Management Committee, and senior executives. The governance
framework should define responsibilities for risk identification, measurement, reporting, and escalation. For
example, the Risk Management Committee may be tasked with reviewing quarterly risk-assessment reports,
while the Board approves the risk-appetite statement and monitors its implementation. A robust
risk-governance structure ensures that strategic risk decisions are made with appropriate scrutiny and
accountability.

Risk culture encapsulates the shared values, beliefs, and behaviors that influence how risk is perceived and
managed across the organization. In a central bank, a strong risk culture promotes transparency,
encourages open discussion of risk concerns, and discourages the concealment of adverse information.
Bangladesh Bank can foster a positive risk culture by embedding risk considerations into performance
evaluations, providing training on risk concepts, and rewarding prudent risk-taking. A challenge to
cultivating risk culture is the potential tension between a hierarchical decision-making style and the need
for frontline staff to raise early-warning signals without fear of reprisal.

Risk identification is the systematic process of recognizing potential events, conditions, or trends that could
adversely affect the achievement of strategic objectives. Techniques used by Bangladesh Bank may include
scenario analysis, stakeholder interviews, and review of macro-economic indicators. For instance, the bank
might identify the risk of a sudden depreciation of the Bangladeshi taka due to external shocks such as a
commodity-price surge. Effective risk identification requires a comprehensive view that spans market, credit,
operational, and reputational dimensions, ensuring that no significant exposure remains hidden.

Risk assessment involves evaluating the likelihood and impact of identified risks to prioritize them for
action. Central banks often employ qualitative scoring matrices, quantitative models, or a combination of
both. In assessing the risk of a banking-sector liquidity shortfall, Bangladesh Bank may estimate the
probability of a systemic event based on historical stress-testing data, while also calculating the potential
loss to the central bank’s balance sheet. The outcome of the risk assessment informs the allocation of
resources to mitigate the most severe risks.

Risk measurement provides the numerical or categorical metrics that quantify risk exposure. Common
measures include Value-at-Risk (VaR) for market risk, probability of default (PD) for credit risk, and liquidity
coverage ratios for liquidity risk. Bangladesh Bank might use VaR to gauge the potential loss in its
foreign-exchange portfolio under adverse market movements, while employing the liquidity coverage ratio
to ensure it holds sufficient high-quality liquid assets to meet short-term obligations. Accurate risk
measurement is essential for setting risk-tolerance limits and monitoring compliance.

Risk monitoring is the ongoing surveillance of risk exposures against established thresholds and
risk-appetite statements. It involves the collection, aggregation, and analysis of risk data in real time or
near-real time. For Bangladesh Bank, risk monitoring could include daily tracking of open-market-operation
positions, weekly review of credit-risk indicators for commercial banks, and monthly assessment of
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macro-prudential indicators such as non-performing loan ratios. Effective monitoring enables timely
detection of deviations and supports swift corrective actions.

Risk reporting communicates risk information to stakeholders, including senior management, the board,
regulators, and, where appropriate, the public. Reports should be clear, concise, and tailored to the
audience’s needs. Bangladesh Bank may produce a quarterly risk-report that summarizes key risk exposures,
trends, and mitigation actions, supplemented by a risk dashboard that visualizes critical risk-indicator
performance. The challenge in risk reporting is balancing transparency with confidentiality, particularly when
disclosing sensitive information that could influence market behavior.

Risk mitigation encompasses the strategies and actions taken to reduce the likelihood or impact of
identified risks. Mitigation techniques include diversification, hedging, strengthening internal controls, and
establishing contingency plans. For example, to mitigate foreign-exchange-risk, Bangladesh Bank might
diversify its reserve holdings across multiple currencies and employ forward contracts to hedge against
adverse movements. Effective mitigation reduces the residual risk to a level that aligns with the bank’s
risk-tolerance thresholds.

Risk transfer involves shifting risk exposure to another party, typically through insurance, derivatives, or
contractual arrangements. In the central-bank setting, risk transfer is less common than in commercial
banking, but can be relevant for operational risks. Bangladesh Bank may purchase cyber-insurance to
transfer part of the financial loss associated with a data-breach incident. The effectiveness of risk transfer
depends on the credibility of the counterparty and the adequacy of coverage terms.

Risk acceptance is the conscious decision to retain a risk because its cost of mitigation exceeds the
perceived benefit, or because the risk falls within the organization’s tolerance. In practice, Bangladesh Bank
may accept a certain level of market-risk exposure in its foreign-exchange operations, recognizing that
eliminating all risk would be prohibitively expensive and could limit the bank’s ability to intervene in the
market. Acceptance should be documented, justified, and periodically reviewed to ensure it remains
appropriate.

Risk appetite statement is a formal document that articulates the organization’s willingness to assume risk
in pursuit of its strategic goals. It typically covers the scope of risk, the desired risk-profile, and the limits
that operational units must observe. For Bangladesh Bank, the risk-appetite statement might specify a
moderate appetite for market risk, a low appetite for credit risk in the banking sector, and a zero tolerance
for operational-risk events that could disrupt payment systems. The statement serves as a reference point
for decision makers across the institution.

Risk matrix is a visual tool that maps risks according to their probability and impact, helping prioritize
management focus. The matrix often categorizes risks into low, medium, high, and critical zones.
Bangladesh Bank could use a risk matrix to plot the likelihood of a sovereign-debt crisis against its potential
impact on financial-system stability, thereby highlighting the need for heightened surveillance and
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contingency planning. While simple to use, risk matrices can be limited by subjectivity in scoring and may
oversimplify complex risk interdependencies.

Risk heat map extends the risk matrix concept by incorporating color-coding to enhance visual impact,
making it easier for senior leaders to grasp risk priorities at a glance. A heat map for Bangladesh Bank might
display macro-prudential risks such as housing-market bubbles in red, indicating high severity, while
showing lower-level operational risks in amber. The heat map is a valuable communication device, but it
must be updated regularly to reflect changing risk landscapes.

Scenario analysis explores the effects of plausible future events on the organization’s objectives, often by
constructing narrative or quantitative scenarios. For a central bank, scenarios might include a sharp rise in
global commodity prices, a regional banking crisis, or a sudden shift in capital-flow regimes. Bangladesh
Bank can use scenario analysis to evaluate how its monetary-policy tools would perform under different
stress conditions, thereby informing strategic decisions such as the timing of policy-rate adjustments.
Scenario analysis complements statistical models by capturing non-linear and tail-risk events.

Stress testing is a quantitative technique that assesses the resilience of an institution’s balance sheet under
adverse conditions. Central banks routinely conduct stress tests on the banking sector to gauge
vulnerability to shocks. Bangladesh Bank may run a stress test that assumes a 15 % depreciation of the
Bangladeshi taka combined with a 30 % increase in non-performing loans, measuring the impact on banks’
capital adequacy ratios. The results guide supervisory actions, such as targeted liquidity support or
heightened capital-requirement enforcement.

Macro-prudential risk pertains to systemic threats that arise from the collective behavior of financial
institutions and markets, potentially leading to a destabilizing spillover. Examples include asset-price
bubbles, excessive credit growth, and inter-bank-market vulnerabilities. Bangladesh Bank's
macro-prudential toolkit includes counter-cyclical capital buffers, loan-to-value caps, and sector-specific
loan-restriction measures. Managing macro-prudential risk requires coordination with monetary-policy
objectives, as overly aggressive macro-prudential tightening can dampen economic activity.

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, systems, or
external events. For Bangladesh Bank, operational risk may arise from IT system failures, fraud, or
disruptions to the payment-clearing infrastructure. An example of operational-risk mitigation is the
implementation of a robust business-continuity plan that ensures critical functions such as cash-distribution
and interbank settlement can continue during a cyber-attack. Operational risk is pervasive and demands
continuous oversight.

Credit risk refers to the possibility that a counter-party will fail to meet its contractual obligations, leading to
financial loss. While central banks typically have limited direct credit exposure, they may assume credit risk

through mechanisms such as lender-of-last-resort facilities. Bangladesh Bank's emergency-lending program
to distressed banks carries credit-risk considerations, as the bank must evaluate the likelihood of repayment
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and the adequacy of collateral. Proper credit-risk assessment helps prevent the accumulation of problematic
assets on the central bank’s balance sheet.

Market risk arises from fluctuations in market variables such as interest rates, exchange rates, and
commodity prices. For Bangladesh Bank, market risk is most evident in its foreign-exchange-reserve
management and in the valuation of its open-market-operation portfolio. The bank may employ VaR
models to estimate potential losses over a defined horizon, while also using stress scenarios to capture
extreme events not reflected in historical data. Market-risk management ensures that reserve holdings
remain within acceptable volatility bounds.

Liquidity risk is the risk that an institution cannot meet its short-term financial obligations without incurring
unacceptable losses. Central banks, by definition, are liquidity providers, but they must also manage their
own liquidity to sustain market-intervention capabilities. Bangladesh Bank monitors liquidity risk through
indicators such as the liquidity coverage ratio, the composition of liquid assets, and the stability of funding
sources. A liquidity-risk event for the central bank could involve a sudden surge in demand for
foreign-exchange liquidity, requiring rapid deployment of reserves.

Sovereign risk reflects the risk that a government may default on its debt obligations or that political actions
may impair repayment. While Bangladesh Bank does not hold sovereign debt in the same way commercial
banks do, it may be exposed to sovereign risk through its foreign-exchange-reserve portfolio, which can
include government bonds from other countries. Understanding sovereign risk helps the bank select reserve
assets that balance safety, liquidity, and yield.

Systemic risk denotes the risk that the failure of one or more financial institutions could trigger a cascade of
failures, threatening the stability of the entire financial system. Central banks are the primary watchdogs for
systemic risk, using tools such as macro-prudential policy, supervisory oversight, and crisis-management
frameworks. Bangladesh Bank's systemic-risk monitoring includes tracking inter-bank-exposure
concentrations, the health of major financial conglomerates, and the robustness of payment-system
infrastructure.

Contagion risk is a subset of systemic risk that focuses on the transmission of shocks across borders or
sectors. For Bangladesh, contagion risk could manifest through trade-linked exposures to neighboring
economies, or via cross-border banking relationships. The central bank may mitigate contagion risk by
maintaining diversified foreign-exchange reserves, participating in regional financial-stability forums, and
establishing swap lines with other central banks.

Policy risk arises when policy decisions lead to unintended adverse outcomes. In a central-bank context,
policy risk includes the possibility that an interest-rate change intended to curb inflation may instead
exacerbate unemployment. Bangladesh Bank must weigh policy risk against its dual mandate, employing
forward-looking indicators and scenario analysis to forecast the broader macro-economic impact of policy
moves.
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Political risk captures the uncertainty associated with political events, such as elections, regulatory changes,
or shifts in government priorities, that could affect the central bank’s operating environment. Political risk
can influence the central bank’s independence, its ability to implement policy, and its credibility. An example
is a change in government that pressures the central bank to finance fiscal deficits, potentially undermining
monetary-policy autonomy. Managing political risk involves safeguarding institutional independence
through legal safeguards and transparent communication.

Reputational risk is the potential loss of credibility or trust arising from negative public perception. Central
banks rely heavily on reputation to anchor expectations and influence market behavior. Bangladesh Bank's
reputational risk may be heightened by incidents such as data breaches, perceived policy inconsistency, or
failure to act decisively during a financial crisis. Maintaining a strong reputation requires consistent
communication, adherence to governance standards, and swift corrective action when issues arise.

Regulatory risk refers to the risk that changes in laws, regulations, or supervisory expectations could affect
the bank’s operations or strategic plans. For Bangladesh Bank, regulatory risk includes evolving international
standards such as Basel I, changes in anti-money-laundering regulations, and domestic legislative
amendments that may alter its mandate. Proactive engagement with regulators and continuous compliance
monitoring help mitigate regulatory risk.

Compliance risk is the risk of legal or regulatory sanctions, financial loss, or reputational damage resulting
from failure to comply with applicable laws, regulations, and internal policies. Central banks must ensure
that their own operations, as well as the supervised institutions, meet compliance standards. Bangladesh
Bank may implement a compliance-risk framework that includes regular audits, staff training, and
automated monitoring tools to detect breaches.

Emerging risk denotes new or evolving risks that have not yet been fully understood or quantified, often
arising from technological change, climate dynamics, or novel financial products. For Bangladesh Bank,
emerging risks might include the rise of digital currencies, climate-related financial-stability implications,
and the growing interconnectivity of global payment systems. Identifying emerging risks requires
horizon-scanning activities, collaboration with research institutions, and participation in international
forums.

Key risk indicators (KRIs) are metrics that provide early warning of increasing risk exposure. KRIs are selected
based on relevance, measurability, and predictive power. Bangladesh Bank may track KRIs such as the ratio
of non-performing loans in the banking sector, the volatility of the exchange rate, and the volume of
interbank overnight funding. Effective KRI design enables timely escalation and proactive mitigation.

Risk dashboard is a visual interface that aggregates and displays risk information, often using charts,
gauges, and heat maps. The dashboard allows senior management to monitor risk-profile changes in real
time. Bangladesh Bank’s risk dashboard might present a consolidated view of market-risk VaR,
liquidity-coverage ratios, and macro-prudential indicators, refreshed daily. The dashboard should be
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user-friendly and aligned with the bank’s risk-appetite framework.

Risk-appetite framework provides the structure for setting, communicating, and monitoring risk appetite
across the organization. It integrates governance, measurement, reporting, and escalation processes. In
Bangladesh Bank, the risk-appetite framework may consist of a board-approved statement, a set of
quantitative limits, a monitoring process, and a periodic review cycle. The framework ensures that risk
appetite is not merely a static document but an active part of strategic decision making.

Risk-appetite metrics are the specific quantitative thresholds that operational units must stay within. These
metrics could include limits on VaR, maximum exposure to a single currency, or minimum capital buffers.
Bangladesh Bank may define a risk-appetite metric that its net foreign-exchange exposure should not
exceed 30 % of total reserves, providing a clear benchmark for treasury operations.

Risk-appetite alignment refers to the process of ensuring that business strategies, processes, and resource
allocations are consistent with the declared risk appetite. Misalignment can lead to unintended risk
accumulation. For Bangladesh Bank, aligning the risk appetite with monetary-policy implementation means
that aggressive rate changes are not pursued if they would breach liquidity-risk tolerance. Alignment is
achieved through joint planning sessions, risk-adjusted performance incentives, and integrated budgeting.

Risk-appetite communication is the dissemination of risk-appetite statements and related limits to all
relevant stakeholders. Effective communication ensures that employees understand the boundaries within
which they can operate. Bangladesh Bank may use internal newsletters, training workshops, and intranet
portals to convey risk-appetite guidance. Clear communication reduces the likelihood of inadvertent
breaches and promotes a shared sense of responsibility.

Risk-appetite monitoring involves the continuous tracking of risk exposures against the established appetite
limits. Monitoring mechanisms may include automated alerts when a metric approaches its threshold,
periodic variance analysis, and exception reporting. Bangladesh Bank’s monitoring system could generate
an alert when the VaR of its foreign-exchange portfolio exceeds 80 % of the approved limit, prompting
immediate review and potential action.

Risk-appetite calibration is the periodic adjustment of risk-appetite limits to reflect changes in the operating
environment, strategic priorities, or risk capacity. Calibration may be driven by macro-economic shifts,
regulatory developments, or internal performance outcomes. For Bangladesh Bank, a recalibration might
occur after a major external shock, such as a global financial crisis, leading to a more conservative appetite
for market risk.

Risk-appetite oversight denotes the responsibility of the board and senior management to supervise the
implementation and effectiveness of the risk-appetite framework. Oversight activities include reviewing
risk-reporting, evaluating compliance with limits, and approving any changes to the appetite statement.
Bangladesh Bank's board may hold quarterly risk-appetite review meetings, where they assess whether the
current appetite aligns with the bank’s strategic objectives and external conditions.
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Risk-appetite performance measures how well the organization adheres to its risk-appetite limits and the
outcomes of those decisions. Performance metrics could include the frequency of limit breaches, the
magnitude of breaches, and the effectiveness of mitigation actions. Bangladesh Bank can track risk-appetite
performance by calculating the proportion of reporting periods where all market-risk limits were met,
thereby demonstrating disciplined risk management.

Risk-appetite adjustment is the process of modifying the risk-appetite statement in response to significant
changes in the risk landscape or strategic direction. Adjustments may be incremental or substantial,
depending on the nature of the driver. For example, if Bangladesh experiences a rapid increase in inflation
volatility, the central bank may raise its appetite for market risk to allow more flexible foreign-exchange
interventions, while simultaneously tightening liquidity-risk tolerance.

Risk-appetite and capital adequacy explores the relationship between the amount of risk a central bank is
willing to assume and the capital it holds to absorb potential losses. Although central banks typically do not
operate under the same capital-adequacy regulations as commercial banks, they maintain capital buffers to
ensure operational resilience. Bangladesh Bank may set its risk-appetite limits such that projected losses
under stressed scenarios would not exceed a predefined percentage of its capital reserve, preserving
solvency.

Risk-appetite and monetary policy examines how the central bank’s willingness to accept risk influences its
policy tools and decisions. A higher risk appetite may enable more aggressive rate cuts or unconventional
measures, whereas a lower appetite may necessitate a more cautious stance. Bangladesh Bank must balance
its risk appetite with the need to achieve price stability, ensuring that policy actions do not generate
unacceptable levels of systemic or market risk.

Risk-appetite and financial-stability objectives highlights the interplay between risk tolerance and the
mandate to maintain a stable financial system. The central bank’s risk appetite must support the ability to
intervene effectively during crises while avoiding excessive risk-taking that could destabilize markets.
Bangladesh Bank may adopt a low appetite for liquidity risk to ensure that it can always provide emergency
funding to banks in distress.

Risk-appetite and regulatory compliance underscores the necessity of aligning risk-appetite limits with
regulatory requirements. Non-compliance can lead to sanctions and reputational damage. Bangladesh Bank
must ensure that its risk-appetite framework satisfies both domestic statutes and international standards,
such as the Basel Committee's principles for effective risk governance.

Risk-appetite and strategic planning integrates risk considerations into the formulation of long-term goals
and initiatives. Strategic plans should be evaluated against the risk-appetite statement to confirm feasibility.
For Bangladesh Bank, a strategic initiative to develop a digital-currency platform would be assessed for its
technology, operational, and cyber-risk implications, ensuring that the project stays within the bank'’s risk
appetite.
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Risk-appetite and performance incentives addresses how compensation and reward structures can be
aligned with risk-appetite objectives. Incentives that encourage excessive risk-taking can undermine the risk
framework. Bangladesh Bank may design performance metrics that reward adherence to risk limits,
successful risk-mitigation actions, and achievement of policy targets without breaching tolerance levels.

Risk-appetite and stakeholder expectations considers the views of external parties such as the government,
market participants, and the public. Stakeholder expectations can shape the central bank’s risk tolerance.
Bangladesh Bank must communicate its risk appetite transparently to manage expectations, explaining how
its policies balance growth, inflation, and stability objectives.

Risk-appetite and crisis management outlines how the risk-appetite framework supports preparedness and
response to crises. During a financial shock, the central bank may need to temporarily adjust its risk appetite
to accommodate emergency actions. Bangladesh Bank's crisis-management plan should include predefined
triggers for risk-appetite adjustments, ensuring swift and coordinated responses.

Risk-appetite and technology risk focuses on the exposure arising from reliance on information-technology
systems. Central banks increasingly depend on digital platforms for payments, data analysis, and market
operations. Bangladesh Bank must define its risk appetite for technology risk, setting limits on system
downtime, cybersecurity incidents, and data-integrity breaches, while investing in robust safeguards.

Risk-appetite and climate-related risk acknowledges the growing importance of environmental factors in
financial-stability analysis. Climate change can affect macro-economic conditions, credit quality, and market
volatility. Bangladesh Bank may incorporate climate-risk considerations into its risk-appetite framework,
establishing tolerances for exposure to sectors vulnerable to climate impacts, such as agriculture and
real-estate.

Risk-appetite and cyber-risk addresses the specific threat of cyber-attacks that could compromise the
central bank’s systems, data, and reputation. Bangladesh Bank must determine an acceptable level of
cyber-risk, balancing the need for open, innovative services with the protection of critical infrastructure. This
involves setting limits on the proportion of critical functions that can be outsourced, and defining
incident-response thresholds.

Risk-appetite and data-quality risk highlights the importance of accurate, timely, and reliable data for
risk-measurement and reporting. Poor data quality can lead to mis-estimation of exposures and
inappropriate decision-making. Bangladesh Bank should articulate a low tolerance for data-quality
deficiencies, establishing data-governance policies, validation procedures, and periodic audits.

Risk-appetite and human-resource risk reflects the risk associated with talent gaps, skill shortages, and
succession planning. Central banks rely on specialized expertise for monetary-policy analysis, supervision,
and risk management. Bangladesh Bank may set an appetite for HR risk that emphasizes continuity of
knowledge, requiring robust training programs and talent-retention strategies.
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Risk-appetite and external-shock risk captures the potential impact of sudden, unforeseen events such as
natural disasters, geopolitical conflicts, or pandemics. Bangladesh Bank must maintain sufficient flexibility
within its risk-appetite to absorb shocks while preserving core functions. This could involve maintaining
higher liquidity buffers and ensuring diversified reserve holdings.

Risk-appetite and governance-risk interaction explores how weaknesses in governance can amplify other
risk categories. Poor governance may lead to inadequate oversight of risk-appetite implementation,
resulting in unchecked exposures. Bangladesh Bank’s governance structure should embed accountability for
risk-appetite adherence, with clear escalation paths for breaches.

Risk-appetite and communication-risk recognizes that miscommunication of risk policies can cause
confusion, misinterpretation, and unintended actions. Central banks must ensure that risk-appetite
statements are conveyed in clear, unambiguous language, and that updates are promptly disseminated.
Bangladesh Bank can employ standardized templates and regular briefings to mitigate communication risk.

Risk-appetite and audit-risk pertains to the risk that internal or external audits may not identify material
weaknesses, leading to unchecked risk accumulation. An effective audit function provides assurance that
risk-appetite limits are being respected. Bangladesh Bank should schedule periodic audits of its
risk-management processes, with findings reported directly to the board.

Risk-appetite and legal-risk addresses the potential for lawsuits, regulatory penalties, or contractual
breaches that could arise from risk-management failures. Central banks must ensure that their risk-appetite
framework complies with statutory mandates and that policy actions are legally defensible. Bangladesh
Bank may maintain a legal-risk register to track exposures and mitigation measures.

Risk-appetite and strategic-risk integration emphasizes the need to embed risk-appetite considerations into
the formulation and execution of strategic initiatives. Each strategic project should be assessed for its
risk-profile against the central bank’s appetite. For example, launching a new financial-inclusion program
would require analysis of credit-risk exposure, operational complexity, and reputational impact, ensuring
alignment with the bank'’s overall risk tolerance.

Risk-appetite and performance-measurement systems links risk tolerances to the metrics used to evaluate
success. Balanced-scorecard approaches can incorporate risk-adjusted performance indicators, such as
risk-adjusted return on capital (RAROC) for portfolio decisions. Bangladesh Bank can adopt risk-adjusted
metrics to evaluate the effectiveness of its monetary-policy interventions, ensuring that performance gains
do not come at the expense of excessive risk.

Risk-appetite and scenario-planning integrates forward-looking analyses into the setting of risk limits. By
exploring a range of plausible futures, the central bank can calibrate its appetite to remain resilient under
diverse conditions. Bangladesh Bank may conduct scenario-planning workshops that model the impact of a
sharp oil-price increase, a regional banking crisis, or a sudden shift in foreign-investment flows, adjusting its
risk-appetite accordingly.
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Risk-appetite and stress-testing alignment ensures that stress-test assumptions and outcomes are
consistent with the risk-appetite framework. If stress-testing reveals that potential losses would breach risk
limits, the bank must either strengthen controls or revise its appetite. Bangladesh Bank should embed
stress-test results into its risk-appetite review cycle, using them as a reality check for risk-taking decisions.

Risk-appetite and decision-making processes embeds risk considerations into everyday choices.
Decision-makers should reference the risk-appetite statement when evaluating options, ensuring that any
deviation is justified and approved. Bangladesh Bank can implement a risk-approval workflow that requires
sign-off from risk officers for any transaction that exceeds predefined thresholds.

Risk-appetite and technology-enabled risk analytics leverages advanced tools such as machine learning,
big-data analytics, and real-time dashboards to enhance risk monitoring. Bangladesh Bank may deploy a
risk-analytics platform that automatically calculates VaR, monitors liquidity ratios, and flags KRI breaches,
providing decision-makers with timely insights that align with the risk-appetite framework.

Risk-appetite and cross-border coordination acknowledges that many risks, especially those related to
capital flows and exchange-rate stability, transcend national boundaries. Bangladesh Bank participates in
regional forums such as the South Asian Association for Regional Cooperation (SAARC) and the Asian
Development Bank (ADB) to coordinate risk-management approaches. Aligning risk appetite with regional
best practices helps mitigate cross-border contagion risk.

Risk-appetite and stakeholder-engagement strategy outlines how the central bank communicates risk

posture to external audiences, including investors, rating agencies, and the media. Transparent disclosure of
risk-appetite limits can enhance credibility and reduce market uncertainty. Bangladesh Bank may publish an
annual risk-appetite summary, highlighting key limits, governance mechanisms, and performance outcomes.

Risk-appetite and continuous-improvement culture promotes the ongoing refinement of risk-management
practices. Lessons learned from incidents, near-misses, and audit findings feed back into the risk-appetite
framework. Bangladesh Bank can institutionalize a “lessons-learned” process that captures insights from
each stress-test cycle, ensuring that risk appetite evolves with emerging challenges.

Risk-appetite and resource-allocation decisions ties the amount of capital, personnel, and technology
devoted to risk-mitigation activities to the level of risk the bank is willing to accept. Higher risk exposures
may necessitate greater investment in monitoring systems and controls. Bangladesh Bank may allocate
additional resources to its cyber-security unit in response to an elevated technology-risk appetite.

Risk-appetite and governance-document hierarchy clarifies the relationship among policy documents, such
as the risk-appetite statement, risk-management policy, and procedural manuals. A clear hierarchy ensures
consistency and reduces ambiguity. Bangladesh Bank should maintain a master risk-governance manual
that references the risk-appetite statement as the top-level directive, with subordinate documents providing
implementation details.

Read online: https://certificates.gsbf.co.uk/guides/8255897/strategic- Greenwich School of Business and Finance - 13 Jul 2026
risk-management



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

Risk-appetite and regulatory-reporting obligations ensures that the central bank’s disclosures meet the
requirements of supervisory bodies. Bangladesh Bank must report its risk-appetite limits, breaches, and
mitigation actions to the Ministry of Finance and any relevant international supervisory councils. Accurate
reporting supports regulatory confidence and facilitates supervisory dialogue.

Risk-appetite and strategic-risk-mapping involves visualizing the interconnections among various risk
categories and their alignment with strategic objectives. A risk map can illustrate how market-risk exposure
may affect the bank’s inflation-targeting goal, or how operational-risk incidents could impede
monetary-policy implementation. Bangladesh Bank can use risk-mapping workshops to identify risk
concentrations and develop targeted mitigation plans.

Risk-appetite and contingency-planning defines the thresholds that trigger activation of emergency
response procedures. For example, if liquidity-risk metrics breach a predefined limit, the central bank’s
contingency plan may be enacted, involving rapid deployment of emergency liquidity assistance.
Bangladesh Bank’s contingency-planning process should be integrated with its risk-appetite limits, ensuring
that triggers are clear and actionable.

Risk-appetite and performance-review cycles aligns the timing of risk-appetite assessment with the bank’s
budgeting and strategic-review calendars. Regular review cycles, such as semi-annual or annual
assessments, enable the central bank to adapt its risk posture to evolving conditions. Bangladesh Bank can
synchronize its risk-appetite review with the publication of its Annual Report, providing stakeholders with a
coherent narrative of risk and performance.

Risk-appetite and stakeholder-feedback mechanisms incorporates input from external parties into the
refinement of risk limits. Bangladesh Bank may solicit feedback from commercial banks, industry
associations, and international partners on the practicality and impact of its risk-appetite thresholds.
Incorporating stakeholder perspectives helps balance internal risk objectives with external expectations.

Risk-appetite and governance-risk-assessment matrix provides a structured approach to evaluating the
effectiveness of governance structures against risk objectives. The matrix can score governance elements
such as board oversight, risk-culture maturity, and policy compliance, linking each to the central bank’s
risk-appetite. Bangladesh Bank can use this matrix to identify governance gaps that may undermine risk
management.

Risk-appetite and internal-control system (ICS) alignment ensures that control activities are designed to
keep risk exposures within appetite limits. Controls may include approval hierarchies, segregation of duties,
and automated limit checks. Bangladesh Bank’s ICS should be calibrated to enforce the risk-appetite limits
on foreign-exchange transactions, liquidity provisioning, and policy-implementation actions.

Risk-appetite and external-audit coordination promotes collaboration between the central bank’s internal
audit function and external auditors to verify compliance with risk limits. Bangladesh Bank can schedule
joint audit engagements that focus on high-risk areas, such as market-risk modeling and cyber-security
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controls, enhancing assurance quality.

Risk-appetite and risk-culture-assessment tools utilize surveys, interviews, and behavioral metrics to gauge
the organization’s attitude toward risk. Bangladesh Bank may conduct an annual risk-culture survey,
measuring employees’ understanding of risk-appetite statements, willingness to report concerns, and
perception of risk-management effectiveness. Results inform targeted training and cultural-change
initiatives.

Risk-appetite and risk-communication-plan outlines the channels, frequency, and messaging for
disseminating risk information across the organization. A well-structured plan ensures that risk-appetite
updates reach all relevant staff promptly. Bangladesh Bank can adopt a multi-layered communication
approach, combining leadership briefings, departmental workshops, and digital newsletters.

Risk-appetite and scenario-testing framework integrates scenario analysis into the risk-appetite setting
process. By testing how different macro-economic paths affect risk exposures, the central bank can validate
whether its appetite remains appropriate. Bangladesh Bank may develop a scenario-testing framework that
evaluates the impact of a global recession on domestic inflation, reserve adequacy, and credit-risk levels,
adjusting appetite limits accordingly.

Risk-appetite and strategic-risk-dashboard provides a consolidated view of key risk
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