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Traditional maturity gap model for banks advocates a zero maturity (or duration) gap for optimally
hedging any interest rate risk under the premise that all banks are risk neutral. However, if banks are risk
averse, the zero maturity gap is no longer the sole criterion for the banks to follow. Instead, the banks have
to take into account the trend of future interest rates in order to optimally hedge their interest rate risk and
may result in a positive or negative gap in the end. This article is intended to provide a theoretical
underpinning for a risk-averse bank to decide his optimal maturity gap. Some relevant characteristics that

affect the determination of maturity gap are also examined.
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