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Part I .Banking.Function & Organization
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Chapter 1
Banks and Their Functions
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Dialogue

A

Mr. Xiao,as a layman of banking,I know little about it. But I have to acquire some ABC
of finance,since I’m more and more involved in international business recently. Now
let’s come to the point. First of all,could you tell me briefly, what is a bank on the

earth?

. As it is defined by the Oxford Dictionary,a bank is “an establishment for the custody of

money ,which it pays out on a customer’s order”. This is all right so far as it goes,but,
pay g g

personally,it is not a very satisfactory definition.

: Why do you think so?

: Because this definition ignores the most important function of a bank:that of lending

money or granting credit.

: The word“function” in your explanation has reminded me of another question which

1’ m curious about:namely,the main functions of a bank. Would you inform me of this

matter?

: With pleasure. The first function of a bank,as suggested in the above definition,is safe-

keeping for people who have no facilities of their own for looking after large sums of
money. This was especially so for all early bankers,though it is no longer the most im-
portant function of modern banks. The most important function of a bank today ,as stat-

ed above,is that of lending money or granting credit.

:It is common sense that a bank issues banknotes. So issuing banknotes is another func-

tion of a bank,isn’t it?

: Yes. You’ve got it. As we’ve just discussed,the first function of all early bankers was

safe-keeping. And the early bankers made a charge for taking care of a customer’s mon-
ey and they made out receipts to customers. And these receipts gradually came to be
used as means of payment and this practice gradually led to their undertaking another
banking function,that of issuing banknotes,as you’ve just mentioned.
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A :You say the early bankers made a charge for taking care of a customer’s money ,but as
we know nowadays,instead of charging for fee,the modern banks pay interest for tak-
ing care of customers’ deposits of money. How has this happened?

B:Good question! As we have mentioned above ,with the practice of issuing banknotes.the
early bankers soon found it to be a very profitable business,for once they had earned the
confidence of the commercial community, fewer and fewer people would wish to ex-
change their notes for gold or silver. The fact that notes were payable to bearer on de-
mand became a sufficient guarantee of their acceptability as means of payment so long as
the bankers’ integrity was not questioned. Consequently the early bankers, who had al-
ready found that they could safely lend a small portion of the money deposited with
them,began to lend their own notes. This led bankers to try to attract more deposits by
offering to pay interest instead of making a charge for taking care of them.

A .1 see. What’s *“clearing of cheques™?

B:Woo. That’s another function of the banks today. As we have discussed above,the early
bankers paid interest to customers so as to attract more deposits. At first they could re-
pay a sum of money only to the person who had actually deposited it with him,but in
time the practice developed whereby the depositor made out an order to his banker to
pay to some person named a stated sum from the amount standing to his credit. Thus in
the seventeenth century the cheque came into being,and the clearing of cheques remains
an important function of modern banks.

A :Thank you for your explanation. To summarize ,the major functions of a modern bank
are;safe-keeping, lending money or granting credit,issuing banknotes and clearing of
cheques.

B :That’s correct. But so far as issuing banknotes is concerned,the modern tendency in all
countries is that only a few banks may issue banknotes. In China,this is now the sole

prerogative of the People’s Bank of China and Bank of China.

New Words &. Expressions

layman #h47, 34X safe-keeping R EHRFH
ABC HEuiHiH ' banker £HfTFK

acquire 3R18 . issue K7

be involved in # A, B X banknote &b

come to the point FIHIF{& receipt  WCE], £k (38)
on the earth &, 3K community KX
establishment B 37 B¥L14 payable W] 3ZAF8, B % f-F B9
custody HRE,HRP.UE bearer FFE A

credit £ H on demand ¥ E B 4+
grant ¥ib, 87T sufficient 72/
facility & .TH; @ guarantee {RiE



acceptability TIH#EZ M clear ZW;IE(XE)LIA.FH

integrity IFH,WE:ETEB depositor f& P
deposit fHE prerogative $§#Y
cheque X &

Exercises

I . Comprehension Questions
1. Please give a brief definition of a “bank” in your own words.
2. What are the main functions of a bank? What was the major function of the early
bankers, and what is the most important function of a modern bank?
3. How has a bank developed its issuing banknotes’ function?
4. Why do banks offer to pay interest to money depositors?
5. Which banks,do you know ,issue banknotes in Britain and the United States?
I . Translation
1. Translate the following into Chinese:

Few countries,if any,can boast as long a period as Britain in which no depositor in a
bank has lost his money. But this record of strength is in marked contrast to the chequered
history of banking that preceded it.

The Bank of England monopoly was certainly a principal contributory factor in the
banking failures that are so regular a theme in nineteenth century fiction;as the Industrial
Revolution enlarged the scope of enterprise there was increasing need for banks with larger
resources than any six partners could be expected to muster. Scotland, with joint stock
banks from the start,avoided this weakness. But larger scale organisation on the joint
stock principle could not by itself prevent disaster;in due course joint stock banks also
were to fail,and indeed one of the most dramatic of all the failures was that of a Scottish
joint stock bank,the City of Glasgow Bank,in 1878. Judgment was needed in large banks
as in small.

2. Translate the following into English:

DRFTRSBEHFRBMRLE KEFLFHEHPNIMA.

DEEMBLBTREFFBANSHIME A EXEZFENAREN TREZENEM.

31984 EFEHENT T EMABNRE . PEARBTEIIRTHRBITHRE.

HEEARXAERTEELEAEBTIR =R . PRET. T LB LASEH

.
OFRBITENANEFRERHURTHEREE S eserve) MERRE SML. &K
BB WmAT.



Reading Material
Overdraft and I.oan

A banker may advance money in one of two ways: (1) by allowing his customer to
overdraw his current account;(2)by granting a loan on a separate account. The first is the
method more frequently adopted,particularly in the provinces. Where the loan is by way of
overdraft, the customer is debited with interest at the usual periods — quarterly or half-
yearly —on the daily debit balance. If the advance is made on a separate loan account,the
account 1s debited with the full amount of the loan, which is credited at once to the
customer’s current account. Interest is charged — quarterly or half-yearly —~on the whole
amount loaned. Obviously the former method is the more advantageous to the customer;
but this advantage is to an extent offset by the fact that a banker usually charges a com-
mission for working an overdrawn current account. I

When a banker agrees to allow his customer an advance,the document of charge usu-
ally contains a provision making the loan repayable on demand. He also takes power,as a
rule,to cancel the specified limit,if and when he deems is advisable to do so. But he must
give reasonable notice to his customer before acting upon his decision to cancel the limit,
and must pay all cheques within the limit originally agreed upon,drawn,and put into circu-
lation before the customer has received notice!. How much notice is required will depend
upon circumstances. If ,however,the banker has agreed to advance up to a cretain limit for
a specified period,he cannot,before the expiration of that period,give notice of discontinu-
ance,and sue the customer for the money already advanced. And if the advance has been
made on a loan account,and the amount credited to a current account,the banker cannot,
on giving notice ,combine the two accounts and dishonour cheques which otherwise would
have been paid. But if the banker has taken security for an advance,and the customer has
impaired its value,as e. g. by giving a second charge to another person upon security given
to the banker for advances on current account,then the banker can stop the account at
once,and dishonour the customer’s cheques. The majority of a banker’s borrowers are
drawn from the trading community. The borrower may be an individual,a partnership or a
company. Compénies are dealt with elsewhere. With regard to a person or a firm engaged in
trade, it often happens that an advance is required temporarily in order to finance some
purchase of stock ,raw material,etc. Here the banker must be guided by the nature of the
account and of the borrower’s business,and his knowledge of the trader’s integrity and
business acumen. The kind of business conducted by the customer is an important factor in
determining the banker’s decision when dealing with all borrowers who carry on trades or
businesses ,whether individuals,firms or companies.

When examining an application for an advance,the first considerations will be (a) the

personal character of the applicant; (b) the record and value of his account. Provided that
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his personal knowledge of the customer is favourable,and that the account is worth en-
couraging (and here it may be repeated that a knowledge of the nature of a man’s business
is essential for an accurate reading of his account),the banker will inquire how much the
customer wants,for how long he wants it,what it is wanted for,how and when the cus-
tomer proposes to repay it,and what security,if any,he proposes to lodge as cover. These
particulars having been obtained,the banker will naturally want to know something about
the applicant’s assets and liabilities. After listening to the borrower’s statements,it may be
necessary for the banker to discount heavily what has been submitted. Borrowers are natu-
rally prone to be over-sanguine,especially when estimating their ability to repay within a
fixed time.and in judging the rapidity with which money owing to them can be collected®.
A most improtant point is the amount of the proposed borrower’s liabilities which are due
for payment and the relation this amount bears to his assets available for this purpose;this
will enable the banker to see whether the proposed advance is likely to be of any real and
permanent assistance to the borrower;it is no good staving off the inevitable for a few
weeks or months®. A banker should avoid making an advance for the repayment of which it
seems more than probable that he will need to have recourse to his security. In times when
a fender’s remedies are restricted,advances of this nature become troublesome fock-ups.
In considering the statement submitted to him,the banker must not overlook the fact
that most businesses are subject to fluctuations and times of depression. Generally speak-
ing .the banker should not be satisfied with verbal statements but should ask for a balance
sheet. This,if properly drawn up,affords the clearest indication of the customer’s real posi-
tion,and when signed by the customer,renders him liable to an action for obtaining money

by false pretences,if it can be shown that he deliberately falsified his position’.

Notes to the Material

1. But he must give reasonable notice to his customer...before the customer has received
notice. XEFALUFEN - BERMAEZBUNREREELZHEN U ZMES LHA
HEGBM, A EP KB BN ERRNYETEAFIHFAREN S B LEZL T
AT .

2. Borrowers are natually prone to be over-sanguine ...which money owing to them can be
collected. XAEHIEXR :BEXABRBRAMES L7 AW, B HRMAIT A CERTEH
(B £ 35 2K BB 77 00 341 BT % 77 #r) 3K T AE W [ f9 53 BE BE, ER BN

3. It is no good staving off the inevitable for a few weeks or months. X H]iE B #) to stave
off Rt EENER . 2MAUFEN - BATHENFHFHRRILESHREILCARER
B,

4. This,if properly drawn up,affords the clearest indication...that he deliberately falsified
his position. &) FH # false pretences RKEF B . AN IFXLLE . BE& P HENREK
HMAEHRD RELE " WEXHAVEMERE R EPELESEE, W0 R BF &

EREBT AR, BE R A T RE B T LARKVE T B fE BKT
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Chapter 2
Banking System and Central Bank
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Dialogue

A :Mr. Xiao,as we have discussed in Chapter One,deposit taking and credit provision are
seen as fundamental functions of a bank today. So my question is:are all financial insti-
tutions that take deposits of money and provide money banks?

B:No,that isn’t the case. Let’s take the UK as an example. In that country,there are many
such institutions performing deposit taking and credit granting, but what financial insti-
tutions constitute banks in law has been subject to the 1979 Banking Act that clear cri-
teria have been laid down for deciding on what institutions may be called“banks”. With
the 1979 Act,institutions engaged in deposit taking business have to apply to the Bank
of England for recognition as a bank. There are actually extensive criteria in this Act for
recognition,particularly that the institutions should have a high degree of financial rep-
utability and provide a variety of banking services,such as deposit taking and foreign ex-
change facilities, providing finance in the form of overdrafts, and providing advice on
buying and selling stocks and bonds.

A In this case,only the institutions recognized by the Bank of England are able to be quali-
fied for “banks”,and I presume that the size and business scope of banks are not necces-
sarily the same.

B: That’s just it. The recognized banks in the U. K. now consist of a diverse group of insti-
tutions ,ranging from large multi-branch organizations like Lioyds to specialised institu-
tions with only a single office,such as the discount houses and the merchant banks.

Some of these banks concentrate on domestic business such as the London clearing

7



banks which also have extensive international businesses. Other banks having heavy in-
volvement in international business,but they also undertake deposit taking business in
the U. K. In early 1989, the list of banks stood at almost 300.

A :Could you make a rough division of these banks?

B: That’s what I'm about to say. These banks can be usefully divided into two groups on
the basis of the funds deposited with them. First there are the “retail” banks consisting
of those institutions operating an extensive branch network and obtaining the bulk of
their funds in the form of small deposits —retail deposits. These banks are also called
the “primary banks”.

A ;:Then what’s the second group of banks called?

B: Don’t worry. I’ll tell you. The second is the wholesale banks which do not operate
branch networks. They receive most of their funds in the form of large deposits,say,in
excess of £ 50,000 — “Wholesale” deposits. Loans are for large amounts than those
provided by the retail banks. These wholesale banks are also called“secondary banks”.

A ;Just now,you said only these institutions which are recognized by the Bank of England
can be called banks. Then what kind of bank is the Bank of England?

B;It is the central bank of the U. K.

A :Does every country have a central bank? Could you list some major countries’ central
banks? And what basic functions does a central bank play in a country’s financial and e-
conomical activities?

B:Every country has to have a central bank, which is decided by the unique functions
played by this sort of bank,which I will dwell on later. To mention some of major cen-
tral banks in the current world ,they are the Federal Reserve System of United States,
the Bank of Japan,Deutshe Bundesbank,Banque de France and the Riks Bank of Swe-
den—the oldest central bank.

To illustrate the basic functions of a central bank,we take the Federal Reserve Sys-
tem as an example. As a central bank,the Fed serves two basic functions. First,it is re-
sponsible for the smooth running of the money and finanical systems. In this connection
it acts as both banker to and supervisor of the banking system. When we say it acts as a
banker to the banking system,we mean that the Fed operates the clearing system by
which check system is made between depositors at member banks. And the Fed also
stands willing to lend money to member banks that temporarily run short of reserves.
So the Fed actually is the bank for all the banks,is called the bankets’ banker. So far as
a supervisor of the banking system is concerned,the Fed operates this function by con-
trolling lending and reserve holding practices.

A ;Now,my last question is,what’s the second basic function of the Fed, a central bank?

B. The Fed’s second basic task is to lay down monetary policy — which involves purchases
and sales of government securities. It does this mainly by its instructions to the Open
Market Desk,telling it how to control the money stock.

8



New Words & Expressions
fundamental HRAH
constitute B, H B

be subject to HHE T, KRBT
criteria AR HE, #E W

lay down #E, #lE

act HE4, %G

engage in MEF . fFSm
apply to  HF

recognition 7&IA

financial reputability £ @{5%

a variety of &

overdraft &EX

stock I, B n B8, R A
share FREE

qualify #&#.MT
presume {RE.FE

diverse ZMEBHEM,.ELERGEHN
discount house WEEAT (A H]D)

concentrate on £
clearing bank #HFH 1T
subsidiary F2&HEL.HEAF

Exercises

I . Comprehension Questions

involvement # A
undertake M E K {RiE
fund % &

retail bank FTEHHBTT
bulk k&

wholesale bank H#Ht & B 17
say o, lm

in excess of i

loan HEEK

unique JHAH K

dwell on &

illustrate 188 , B iIFE

be responsible for X esees 1 7, K H

HAE
supervisor LR, KE
temporarily 2 B H#, 5 B b
run short of BEZ,HE
reserve fE#&
monetary M, &EH

------

government security BUFF R17T 8 A ik

#

1. What are the regulations in the act with which financial institutions constitute banks?
2. Describe briefly the retail banks and wholesale banks in UK.

3. What basic functions does a central bank play?

4. Why is a central bank called a bankers’ banker?

5. Please give a brief description of a diverse group of institutions that banks in UK con-

sist of.

1. Translation

1. Translate the following into Chinese:

Perhaps in the long term the most important of nineteenth century changes was the

increasing efficiency of the banking system as a whole. Financial crises occurred with

monotonous regularity at approximately ten year intervals;but the Baring crisis in 1890,

though potentially as severe as any,produced no bank failures and no public panic. The

days of “chain-effect” crises were past.

In this salutary improvement the Bank of England has played an increasingly impor-
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tant part. In the year of the Baring crisis the Bank organised the joint action that saved
the situation,and it was only then that it fully accepted responsibility for the financial
well-being of the country,and emerged into its adult status as the first of the world’s
central banks. But throughout the century-its importance as the pivot of the banking sys-
tem has been growing,and by 1900 it has moved a long way from the earlier years of big-
oted opposition to the new joint stock banks. Almost from its foundation the belief has
become widespread that in times of stress the Government would stand by the Bank :and
the fact that it was the Government’s Bank,was the foundation of its later status.
2. Translate the following into English:
DI &, FEENREFIFELEBIAETFER LR SN, BEBITHURE
RERBREFTHEDEFITHFHIEN.
DR AREXMERGTEEAFEBITAR=LK P RET EFLBITMEMLSBIL
.
DFEXMMEE FIRE LR, R — IR R F R T R & — E a9 RBITHIT.
OVEZVBITMEBSHIA, TULTHETLFHELRN.

Reading Material

The Source of Bank Funds

The principal source of funds for most banks is deposit accounts —demand, savings,
and time deposits. Economically,deposit accounts are similar to other source of funds bor-
rowed by the bank. Legally,however,deposits take precedence over most other sources of
borrowed funds in case of a bank failure. Banks hold a number of different types of transac-
tions accounts,which are more commonly called checking accounts. A demand deposit is a
checking account in which the owner is entitled to receive his or her funds on demand and
to write checks on the account,which transfers legal ownership of funds to others. Demand
deposits and other transactions accounts compose about one-fifth of the sources of funds of
commercial banks. They serve as the basic medium of exchange in the economy,accounting
for about three-fourths of the total money supply (M1). Demand deposits may be owned
by individuals, government entities, and business organizations. Banks are prohibited by
law from paying explicit interest on demand deposits. Because they are closely associated
with consumer transactions,demand deposits are relatively more important as a source of
funds for small ,consumer-oriented banks than for large banks.

The demand deposits of individual corporations and state and local governments are
held primarily for transaction purposes. The U. S. Treasury Department also holds de-
posits in commercial banks. The Treasury accounts are maintained to help banks avoid

large fluctuations in reserves that would occur if the Treasury deposited consumers® and
10



