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Chapter 17

Commercial Bank Operations

Questions

1.
Create a balance sheet for a typical bank, showing its main liabilities (sources of funds) and assets (uses of funds).


ANSWER:


Liabilities

1.
Transaction deposits


2.
Savings deposits


3.
Time deposits


4.
Money market deposit accounts


5.
Federal funds purchased


6.
Repurchase agreements


7.
Eurodollar borrowings


Assets

1.
Cash


2.
Loans


3.
Investment securities


4.
Federal funds sold


5.
Repurchase agreements


6.
Eurodollar loans


7.
Fixed assets

5.
Compare and contrast the retail CD and the negotiable CD.


ANSWER: Retail CDs and negotiable CDs (NCDs) both specify a minimum deposit, a stated maturity, and a stated interest rate. Yet, NCDs differ from retail CDs because their minimum investment is much higher. In addition, they can be sold in a secondary market, whereas there is no secondary market for retail CDs.

14.
What alternatives does a bank have if it needs temporary funds?


ANSWER:


The alternatives are:


1.
Federal funds market


2.
Discount window


3.
Repos


4.
Eurodollar borrowings

15.
What is the most common reason that banks issue bonds?


ANSWER: Banks may issue bonds to purchase fixed assets.

17.
Why do banks invest in securities, even though loans typically generate a higher return?


ANSWER: Securities offer a bank liquidity, because they can often be sold easily in the secondary market. In addition, many securities purchased by banks have low risk. Therefore, the securities can be used to minimize liquidity risk and default risk.

19.
Explain the dilemma faced by banks when determining the optimal amount of capital to hold.


ANSWER: Banks may prefer a low level of capital because they can possibly achieve a higher return to shareholders (higher earnings per share). However, regulators enforce minimum capital requirements so that a bank’s capital is sufficient to absorb operating losses that could occur.
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