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8 9E 8D E8 8B Bl E8 92 503251.htm A banker must always
remember that he is dealing with other peoples money and that he is
responsible for its safety. But he cannot keep his deposits lying idle in
his safes and strongrooms. He must use them----and he is expected
to use them to produce an income. A banker also earns money from
the charges which he makes for some of his services, but much the
greater part of a banks income comes from investing and lending its
deposits. From these various receipts the banker has to meet the
expenses of running the bank----including, for example, the salaries
of its staff---pay interest to its depositors and earn a profit for
shareholders. D 0 0D 000000000 OoooooOoon
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[1 How do the clearing banks meet these requirements? Their first
concern is to see that they always have sufficient notes and coin in
their tills, or in reserve, to meet instantly all the demands for cash that
may be made upon them. Customers are constantly drawing cash
from their accounts to spend and to pay wages and salaries, but this
money is quickly returned to the banks by the shops and traders who



receive it and who pay it into their own bank accounts. Cash is a
bankers stock in trade but it earns nothing and costs him a great deal
to store, safeguard and transport, so he will keep as little of it as he
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DO0O000000000000000 To reinforce their cash
reserves, banks keep another sizeable chunk of their money in assets
which can be quickly turned back into money with little risk of loss.
These “ liquid assets” include loans made for very short
periods----often overnight----to discount houses [J which are
special financial organizations in the London Money Market[] .
Other liquid assets are commercial bills and Treasury bills issued by
the Government. These “ bills” are traded in the money market
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[ O 0O O The banks short-term assets earn interest but less than that
obtained through “ Investments” and*® Advances to customers
" . The banks investments are nearly all in securities issued or



guaranteed by the British Government and quoted on the Stock
Exchange. Like the short-term assets, they too can be readily sold,
should the need arise, but their price canvary. [0 [J 00 U 0O O O [
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[1 Advances are the amounts which the banks lend to their
customers. They earn a higher rate of interest than the banks other
assets, but as we shall see, there is a lot of work involved in managing
them and, despite all the precautions which a bank may take, they are
seldom entirely free from risk. Advances cannot be so conveniently
and quickly turned into cash as most of a banks other assets. [ [ [
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