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A bank is an institution where debts (usually referred to as bank deposits) are commonly accepted in final settlement of other peoples’ debts.

Yet another definition defines banking as “the accepting for the purpose of lending, investment of deposits of money from the public, repayable on demand or otherwise and with drawable by cheques, drafts or otherwise.”

The modern bank thus, carries out several functions. It provides safe custody for those savers who want to put their savings with it and earns an income also, offers facilities to the busy businessmen or professional as the cheque facility, thus making the flow of payments and receipts easier while at the same time acting as the custodian of their funds. It also provides finance for the needy ones by allowing overdraft and loan facilities by creating credit.

Types of Banking:

Banks can be classified into different groups either on the basis of their structure or on the basis of their function. Structurally banking can be divided into Branch banking and Unit Banking. Functionally, banking can be divided into Deposit Banking, Investment Banking and Mixed Banking.

Branch Banking:

This refers to a system under which two or more banks are opened under a single ownership. Examples are State Bank of India, Punjab National Bank, Indian Bank etc. which have several branches spread all-over India.

Unit Banking:

This refers to that system of banking in which banking operations are carried on through a single organisation, without any branches. This system used to be popular in America.

One great advantage of branch banking is that the same bank can cater to several parts of a large country (through its branches situated in those parts) which a unit bank would find difficult to do. As against this, a unit bank has the advantage that its efforts are concentrated in one area so that it can serve that area well.

Group Banking:

This is a system under which two or more banks, separately incorporated, are connected by being controlled by a single holding company as trust.

Chain Banking:

This is similar to Group Banking. Here two or more banks are controlled by a single group through the ownership of shares or otherwise.

Deposit Banking:

In this category, the banks act as custodian or trustees of the depositors.

Investment Banking:

This refers to banks whose main function is to provide finance for investment to industrial concerns. They provide this by purchasing shares and debentures of newly floated companies.

Mixed Banking:

Most banks in India play both roles. Deposit Banking and Investment Banking. Such type of banking is called mixed banking.

Functions of Commercial Banks:

The major functions of Commercial Banks are as follows:

1. Acceptance of Deposits:

The main function of commercial banks is to accept deposits from the public. Banks maintains demand deposits accounts for their customers and converts deposit money into cash and vice versa, at the direction of the latter. Demand deposits are technically accepted in current accounts, which are with draw able any time by the depositor by means of cheques.

Deposits are made in fixed deposit accounts which are with draw able only after a specific period. Thus, fixed deposits are time liabilities of the banks. Deposits are also received in saving bank accounts subject to certain restrictions on the amount receivable and with draw able. This is how banks pool the scattered savings of the community and serve as the reserves of its savings.

2. Giving Loans and Advances:

Another function of commercial banks is to extend loans and advances out of the money which comes to them by way of deposits to businessmen and entrepreneurs against approved securities such as gold or silver bullion, government securities, easily saleable stocks and shares and marketable goods.

Bank advances to customers may be made in the following ways:

(i) Overdrafts, (ii) discounting bills, (iii) money-at-call and short notice, (iv) loans and advances (v) various forms of direct loans to traders and producers.

3. Using Cheque System:

Banks also render important services by providing an expensive medium of exchange, such as cheques. In modern business transactions, the use of cheques to settle debts is found to be much more convenient than the use of cash. In fact, the cheque is also known as the most developed credit instrument.

4. Other Functions:

Commercial banks also perform a multitude of other non-banking functions which may be classified as (a) agency services and (b) general utility services.

(a) Agency services:

The bankers perform certain functions for and on behalf of their customers, such as:

(i) To act as executor, trustee and attorney for the customer’s will.

(ii) To collect or make payments for bills, cheques, promissory notes, interest, dividends, rents, subscriptions, insurance premium, etc. For these services, some charges are usually levied by the banks.

(iii) To remit funds on behalf of the clients by drafts or mail or telegraphic transfers.

(iv) To arrange income-tax experts to prepare income tax returns for their customers, and help them to get refund of income tax in appropriate cases.

(v) To work as correspondents, agents or representatives of their clients.

(b) General Utility Services:

The modem Commercial banks usually perform certain general utility services for society, such as:

(i) Bank drafts and traveler’s cheques are issued in order to provide facilities for transfer of funds from one part of the country to another.

(ii) Letter of credit may be given by the banks to their customers to enable then to go abroad.

(iii) Dealing with foreign exchange or finance foreign trade by accepting or collecting foreign bills of exchange.

(iv) Shares floated by Government, Public bodies and corporations may be underwritten by banks.

(v) Banks arrange the safe deposit vaults, to the customers, for their valuables.

(vi) Banks also compile statistics and business information relating to trade, commerce and industry. Some banks may publish valuable journals or bulletins containing research on financial economic and commercial matters.

