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KEY TAKEAWAYS FROM THE CHAPTER
r Understond the bosic bonking terms.

a Exomine lhe bonking functions ond obligofions o{ bonks to customers.

r Undersiond the scope ond SWOT onolysis o{ retoil bonking.

* In{ormolion on CBM in bonking.
o Exomine the lows everydoy bo nking.

BASIC CONCEPTS
ornrnercial banking activities can be broadly catcgorized as retail banking and corporate banking. Retail

banking refers to thc banking functions undenakcn by individuals whereas corporate banking refers to thc

banking scrviccs offered to the fimrs irrcspcctivc ol'thcir sizc (small. medium and large-scale organizations). Thc

distinction has already becn clucidated in our carlicr chaptcr on banks'leDding function.

A third typc of banking investmcnt banking-has bcen in lhc nc*s during the last two decades. FIou is

invcstmcnt banking diffcrcnt from retail and colpomtc banking'l
Purc investment banks typically do not accept dcposits from or make loans to individuals. as cornmcrclal

banks do. They providc fee-based financial scrvices such as acting as advisors, managers or undcrwriters to public

sharc issucs, l'acilitating rncrgers and acquisitions, corporatc rcstructu ng, privatc cquity deals, or corporatc bond

placcmcnls, or acting as brokersi'dealcrs/custodians in thc capital markets, and so on
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Negotioble Instrumenls
Negotiable instruments have a grcat significancc in the modcrn business world. These instruments have

pro-Inin"n". as the principal instruments for making payment and discharging- business obligations. Neg

implies transfer by endorsement ifpayable to the order or by delivery ifpayable to bearer 'lnstrument' implica

documcntary means of transferring ownership

Section l3 ofthe Negotiablc lnstruments Act, l88l defines a negotiable instrument to be 'a promrssory

bill of cxchange or chequc, payable either to order or to bearet'.

The majoi negotiable instruments are bill of cxchange and cheque payable either to ordcr or bearer

"*umple, 
*hcn u 

"heque 
is transfened to any pcrson, the cheque (instrument) is said to be ncgotiated

Bitl of Exchonge lt is an instrumcnt in writing, containing an unconditional order, signed by the makel

ing a person to pay a certain sum ofmoney to a certain person or to thc order ofthat certain person or to the

ofthe instrumcnt (Reler to thc Ncgotiable Instrument Act (N. I. Act), Section 5, India' for more information and

also thc oarlier chaptcrs on bank lending. ln the United Statcs, the Uniform Commercial Code Article 3 covers the

usc of such negotiablc instruments.).

Cheoue The characteristic fcatures ofa chcquc can be specified as follou's:

. As pcr thc Negotiable Instrument Act' a chcque is a bill of exchange

r It is always drawn on a bank and is payable on dcmand

. lt has threc parties:

l. Drawer: A person who draws the cheque on a bank.

2, Drawee: A bank on whom the cheque is drawn.

3. Payee: A person to whom the payment is to be made by the bank'

r A cheque can be payable either to order or to bearer.

r When a cheque is crossed, the banker shall not pay the amount over the counter

r when a payee accepts a cheque and if it is dishonoured' he can claim the money from the drawer'

. A customer has the right to ,stop payment'before the due date, after he issues the cheque.

It is a common practice to retum cheques where the amount differs in words and figures. The customer $ not

expected to draw cheques by leaving any blank space that would facilitate insenion ofwords/figures.

The banker has to cross-checkihe signature, with the specimen avaitable in the branch, when a cheque is

presented for payment.

Diflerence Between Cheque ond Bill of Exchonge Every cheque is a bill ofexchange However' every bill of

exchange is not necessarily a cheque. The essential differences are as follows:

r A bill of exchange need not necessarily be drawn on a banker

r A bill of exchange may be payable on demand or payable on a future date'

r A bill of exchange payable on a future date is called usance bill'

Types of Deposils
Depositsl can be classified into demand deposits and time deposits.

Demond Deposils These are oftwo types:

L Saving deposits

2. Current deposits

L Saving deposits: As saving accounts are meant to encourage savings habit, organizations whose purpose is profit

are no1-3llo*"d to open such accounts. Interest is paid on a half-yearly basis in these accounts. A minimum balanc€

is stipulated by each bank. A balance amount above the minimum stipulated amount is eligible for a 3.5 per cent

interest rate in India at Present.

2. Current deposits: Since this account is to meet the tlansaction needs of the customel, thele is no restric'

tion on the number oftransaction in the account or in the type ofcustomers eligible to open these accounts'

Account holders are not entitled to any interest from the bank
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fime Deposits These are also called as fixed deposits or term deposits. These are repayable after the expiry of
a specified period varying from 7 days to 120 months.

Senior citizens get higher interest rates. Hence, joint deposits with them make sensc.

Non-Residenl Indion (NRl) Accounfs
The present menu ofbank accounts for Non-Resident Indians (NRIS) has three categories:
r Non-resident (external) rupee accounts (NRE)

r Non-resident (ordinary) rupee accounts (NRO)

r Foreign currency non-resident (banks) accounts [FCNR] (B)

These accounts can be distinsuished as follows:

While NRO and NRE accounts can be kept in the form of current, savings or term deposit accounts, FCNR
(B) deposit can be kept only in the form ofterm deposits, for periods ranging from 6 months to 3 years.

Remittances fiom abroad can be credited to any ofthese accounts- But eamings ofNRIS on the property held
by them in India, which are non-repatriable, can be credited only to NRO accounts.

Money fiom an NRO account is non-repatriable, but NRE and FCNR deposits are repatriable.

The entire interest eamed on NRO accounts is eligible for repatriation. Persons of Indian nationality who
have been NRIs for a period ofnot less than I year and have retumed to India are eligible to open a RFC
(Resident Foreign Curency) account.

An NRO account may be jointly held wilh residents.

NRE and FCNR (B) accounts cannot bcjointly held with residents. But resident power of attomey is permitted
for local Davments and investments in India.

I

a
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r Balances held in NREiFCNR accounts are exempted from wealth tax and interest eamed is exempted from
income tax. There are no tax exemDtions on interest earned on NRO accounts.

Mondotes ond Power of Atlorney
An account holder can appoint a third person to act on his behalf to do certain acts like drawing cheques or
instructing bank to debit the account for various purposes like issuance ofdrafts.

Mondoles The following are the salient featues ofmandates:

! It is an unstamped letter signed by the customer, authorizing a person to operate the account on his behalf.

r Signature ofthe mandatory should be obtained in the letter ofmandate.

r A letter of mandate is generally issued for a short and temporary period.

Power of Allorney The following are the salient features ofpower ofattorney:

r lt is a stamped document and generally executed in the presence ofa notary/magistrate ofa court.

. Two types ofpowers are granted special and general powers of attomey. Special power ofattomey is often
for a single transaction and general power of attomey confers an agent very extensive powers.

Lien Lien is the right ofthe creditor to retain possession ofthe goods and securities owned by the debtor until
the debt due from the latter is paid. General lien gives a right to possesS the goods, banker's lien adds to it, the
righl ofsale in case ofdefault by the latter Therefore, it is called an implied pledge.

RETAIL BANKING_NATURE AND SCOPE
Retail banking encompasses retail deposit schemes, retail loans, credit cards, deposit cards, insurance products, mutual

funds, depository services including demat facilities. It includes various products and services forming a part of the

assets as well as the liabilities segment ofthe banls. A simplistic definition could be 'banking catering to the multiple
requirements of individuals relating to deposits, advances and associated services'. See Figures | 3.1 and t 3.2.





BANKING FUNCTIONS, RETAIL SANKING AND IAWS IN EVERYDAY BANKTNG T 507

FIOURE I3.2 OBLIGATIONS OF A BANK TO ITS CUSTOMER

Obligations ol bank
to its customer

To coll€cl
chsqu€e and bllls

To pay chsques
under ssctlon 31

of lhe N.l. Act

Cenain oxc€plions
when banks ars

justilied in retuming
cneques

Crossed and
pressntod tor
cash payment

Aller rec€ipt ot stop Paymont
l€ner/atiachm€nt ordar/

gamishe€ ord€r

Atler banking
hours
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Why Bonks Focus on Retoil Business?
F i n o n ci ol Disi nte r med i otion

hclping in the development ofthe family.

Traditionally' banks have been catering to demands ofeconomic developrnents; finance for manufacturing
ties had a greater prioriry Reliance of commerciar banks was on blue-ciup companies for deployment oflA scenario has emerged wherein there is a lack of demand for'edit from E" 6#;:;;;;; d**lwo feasons:

r Near demise ofworking capital requirements due to enhancement in activities like productivity and i
sales realization.

' corporates have their own avenues, e.g., tapping public deposits and issuance ofshares and debentures.

Advenl of Economic Liberorizorion privatization and grobarization has opened the gate for a lot ofplayers in the banking sector, which has resulted in competition with each other for market share. The confluof increased purchasing powel consumcrism and compitition witb the banks has resulted in a retail ch#rdentity ofbanks has changed from those known for thiir roles in development of business/economy to the

lnstont solution for the tlls in the Bon.king.Business Retail banking has the potential to provide decenturns for banks with an extended clientele basJ in an era ofthinning mariins and non-performing aduances. 
-

Retail banking is based on the principle ,banking for the people, by the people and ofthe people,.

Emerging lssues in Hondling Retoil Bonking
Knowing the Custotner A concept which is easier said than practised. Each branch should set up data warehouse wherein meaningful data on customers, their preferences, spending pattems, etc. can be mined.

rechno/ogy lssues Retail banking ca s for huge investments in technology, €.g., providing anytime, anywherccon!emence to vast number of customers and derivery channels through uiyn"hrono,r, t.--rreimoae" (errrag,which requires a huge investment by the banks.

Prodvcl lnnovolion All new products may not become successful. products should be introduceil to createvalue, not amusement. The days ofselring products on the shelves are gone in the banking sector.

Pricing of Products The banking sector is witnessing a pricing war with each bank wanting to have a largerslice of the market share. The much needed tt"nspureniy rn pri"ing i, ulro missing with many hidden charges.For example, 'minimum amount due'and 'total amountiue"in the-credit card application form and processing
charges are not advenised.

,ssues Reroted to Humon Resources

' Motivating the fiont line staffby projecting them as sales managers ofproducts rather than as clerks at work.r Changing the image of the bank from a transaction provider to a solution provider.

l"t-'c". d ond No-cost Deposits Bank managers are in need of more savings bank and curent accounts sotbat their cost ofliability would be less

. Three AAAS (anytime, anlvhere and anyhow banking).
r With the advent ofATMs, .anltime banking'has become a realifv.
! satellites and telecom networks across the world have made 'any"^nhere banking, possible.! Now, it is the tum of .anyhow banling,.

SWOT Anolysis of Retoil Bonking
The. strenglhs, weaknesses, opportunities and threats of retail banking have been analyzed and given inTable 13.1.



BANKTNG fUNCTIONS, REIAIT EANKING AND LAWS IN TVERYDAY EANKING I 509

TABLE I3.I SWOT ANATYSIS OF RETAIL BANKING

Strengths Werknesses Opportunities

Low level ofNPAs

Tendency to default a reiail
loan is low as these are

backed by mongages of
houses in case of housing
loans and post-dated cheques
in case ofother loans like
v€hicle loans.

The housing loan has been
proved as a safe advance as

a house is considered as the
most sensitiv€ and essential
asset ofa family.

Longer tenur€ of
loans, nnging faom
minimum 3 years to
l5120 yea$ (for hous-
ing loans) as against
lhe average deposits of
less than 3 years.

Cro\*th in retail lending has

outperformed other s€gmcntg
in recent years atld is exp€ctcd
to continue at much higher
rates. Banks have the oppor-
tunities to offset the demand

offirnds from the corporate
sector. Banks have more
opportunities for cross-selling
of Droducts.

ln times ofrecession, the NPAS

can ris€ manifold, as witnessed
during the financial crisis of
2007.

However, defaults even in hous-

ing loans can be triggered by
macro economic factors or tax
lending Focedur€s, as shown by
the 2007 financial crisis.

lncidsnces of concurrent bor-
rowings are on an increase in
case ofretsil loans tbrough
cr€dit cad/other routes, Shrink-
age itr the kitty of no cost (cur-
rent account) deposits, thereby
increases the averagc cost of
deposis for the bank.

Retail loans can be risky
when individuals lack pwchas-
iDg power.

Slrolegies for Success in Refoil Bonking
Banks can formulste the following strategies in order to achieve success in the retail banking segment:

r Advanced techno logy and adoption of this latest technology

r Skilled manpower in all branches and offces
. Balanced and sustained growth in deposits and advances

r Strategic cost management

r Market research and market intelligence, in order to formulate competitive and innovative products

. Risk management

. Customers rclationship management

r Universal banking/financial supermarkets

r More delivery channels

r Service quality with a human touch

cusToMER RELATIONSHIP MANAGEMENT (CRM)

The objectives ofthis section are:

! To highlight the importance ofcustomer Relationship Management (CRM).

r To provide inputs on how to market bank products.

r To discuss the increased relevance of CRM in light of the growing competition in the banking sector with the

entry of foreign and new generation banks.

Morketing*Coin
_ CRM

- Advcrtisement
H€ad
Tail


