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Banking, the right balance between business
and risks :

§aa Gl : Al
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Banking is an essential aspect of the economy, and it involves the business of accepting money
from savers or depositors and giving out loans to borrowers. Therefore, banks have to identify the
right balance between business and risk to ensure that they remain profitable but also remain res-
ponsible in their lending practices. Banks exist to make money, and they do so by investing in
loans and other financial instruments. However, a bank that takes on too much risk may expe-
rience financial difficulties, leading to insolvency. Therefore, banks need to be cautious in their
lending practices while still offering customers attractive investment options.

One of the ways banks maintain the balance between business and risk is by ensuring they have
adequate capital reserves. Capital reserves are an emergency fund that banks keep in case of unex-
pected losses. Capital reserves reduce the risk of a bank becoming insolvent, even during times of
financial crisis. Banks must maintain an adequate amount of capital reserves, as dictated by regu-
latory requirements. Additionally, they must ensure they have ample liquidity, which is the ability
to convert assets into cash. A bank with high liquidity can still ensure customer borrowing needs
are met while having enough funds to pay depositors in case of a run on the bank.

Another way banks ensure the balance between business and risk is through risk management
practices. Risk management practices are policies and procedures that banks implement to miti-
gate risks. Banks can mitigate risks by diversifying their portfolios to lower risks, setting limits on
customer borrowing, and ensuring customer creditworthiness through credit checks. Additionally,
banks can engage in stress testing to ensure they have enough resources to survive during periods
of economic distress.

To conclude, banking requires the right balance between business and risk to remain profitable
while still maintaining responsible lending practices. Banks must have adequate capital reserves
and liquidity to reduce the risk of insolvency. Additionally, they must implement risk manage-
ment practices to mitigate risks. Banks serve as essential intermediaries between savers and bor-
rowers, thus providing a much-needed financial service in any economy. By understanding the
balance between business and risk, banks help to ensure a robust and stable economy.
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