Lecture 2: Bank activities and services

Course objectives of the lecture as follows:

1. Payment services

2. Deposit and lending services

3. Investment, pensions and insurance services

4. Modern banking services (e-banking).

1. Payment services

One of the important services of commercial banks is payment service. Payment system is the arrangement of transferring value among participants. Heffernan (2005) defines the payment system as a by-product of the intermediation process, as it facilitates the transfer of ownership of claims in the financial sector. These payment flows reflect a variety of transactions, for goods and services as well as for financial assets. Some of these transactions involve high-value transfers, typically between financial institutions. However, the highest number of transactions relates to transfers between individuals and companies. If any problem appears in systems, it directly impacts to important parts of the economy. 
One of the popular types of payments is writing checks from current account by bank customers. This account is known as checking account in USA or payments with the help of debit and credit cards. Other types of payment services include credit transfers and standing orders. Cashless payments vary from country to country. For example, payments with checks are popular in USA but Soviet Union countries like Uzbekistan, payments with debit cards are the most popular type at the moment. 
Checks are widely used in most developed worlds as a comfortable payment that’s why we decided to illustrate how checks work in payment system.
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Figure 1: The travels of your rent check
You give your check to Julia (step 1) and she deposits it in her bank account (step 2). Then Julia’s bank deposits the check in its account at the Federal Reserve (step 3). The Fed adds $200 to this account and deducts $200 from your bank’s account. The Fed also sends the check to your bank (step 4). When your bank receives the check, it deducts $200 from your account.
UK payment Council (organization that sets strategies for UK payment) planned to close the central check clearing by 2018.  This plan provoked reactions from various groups that would have been affected by the move, such as consumers’ groups, organizations representing the elderly, charities (which receive a large proportion of their donations by check) and other bodies. After a Treasury inquiry in July 2011 the Payments Council changed the plan to stop checks and announced that checks would continue for ‘as long as customers need them.
Credit transfers are direct payments from customers bank account to the beneficiary’s bank account. These types of payment services are widely used to pay invoices and send payments in advance for ordered product. 
Standing orders are instructions from the customer (account holder) to the bank to pay a fixed amount at regular intervals into the account of another individual or company. The bank has the responsibility for remembering to make these payments.
Payment services are different from country to country. In EU countries, credit cards are more popular types of payment services. In poorer countries, mobile money-transfer technology or m-payments are widely used because of lack of infrastructure. It is especially African countries such as Kenya and Tanzania. Safaricom operator in Kenya offers M-Pesa phone-based money transfer service or Vodocom in Tanzania. M-Pesa allows users with a passport to deposit, withdraw and transfer money easily with a mobile device. 
2. Deposit and lending services

Core activities of banks are collecting deposits and making loans. They act as a financial intermediary in financial system. Banks offer a broad range of deposit and lending services. We discuss some of them below.
1. They open accounts for customers to transfer payments. Main types of accounts are current and checking accounts. These accounts mostly for legal entities to make transactions in advance. 
2. In Uzbekistan, payments system does not have checks that’s why we have current accounts for business and companies to make payments. Bank does not pay interest for current account in our banking system.
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Figure 2. Typical current account usage
Time and savings deposits. Banks also offer an extensive range of savings products. Some banks offer a combination of time and current accounts which customers can withdraw money instantly or at short notice. 
Consumer loans and Mortgages. Consumer loans and mortgages are offered for retail clients. Consumer loans can be unsecured which means no collateral is required. Consumer loans are up to certain amount of money and for a short to medium time period. In UK, unsecured loans are up to 25000 pounds for 5 years. Secured loans are from 20,000-100,000 pounds for ten years. In Uzbekistan, consumer loans are up to 15 times of minimum salary (equals to 4000 USD) for 3 years.
 In addition, banks offer a wide range of mortgage products. Main types of mortgages in UK are for 20-25 years and interest rate is variable (Bank of England’s base rate or LIBOR). Mortgages can also be obtained in foreign currency, for the purchase of overseas properties. If banks offer mortgage rate on their own account, the rate is defined on the markets according to agreement between customer and bank. 
3. Investment, pensions and insurance services
Investment services are offered for retail customers include raising capital, investment in securities of other companies, underwriting services (helping to sell securities in the market) and other types of services in financial markets. Uzbek banks are universal banks which means act as a commercial bank and investment bank at the same time. 
Pension and insurance services are offered by many banks but not Uzbek banks because our legislation does not allow banks to offer insurance services. Only insurance companies are able to offer these services.  Pension services provide retirement income to contributing to pension plans. Contributions paid into the pension fund are invested in long-term investments. The pension services offered via banks are known as private pensions. It distinguishes from public pension by the state. Usually, there are tax advantages associated with pensions contributions as most governments wish to encourage individuals to save for their retirement. 
Policyholders pay regular premiums and the insurer promises compensation if unexpected event occurs. There are two main types of insurance – life insurance and general (or property and casualty) insurance. General insurance does not involve death as the main risk. It includes home, travel, medical, auto and various other types of insurance. Banks offer both life and non-life insurance products, non-life insurance mainly includes travel, property, mortgage repayment and other types of protection. In the UK, there has also been substantial growth in income protection insurance (insurance that replaces earnings if individuals are unable to work) and critical illness insurance (that covers medical costs and/or income loss due to illness).
4. Modern banking services (e-banking).

Rapid technological progress has enabled banks to offer a number of innovative products. These innovative products are mainly payment services. Electronic banking has many names like e banking, virtual banking, online banking, or internet banking. It is simply the use of electronic and telecommunications network for delivering various banking products and services. Through e-banking, a customer can access his account and conduct many transactions using his computer or mobile phone. 
E-banking is a safe, fast, easy and efficient electronic service that enables you access to bank account and to carry out online banking services, 24 hours a day, and 7 days a week.
Banks offer various types of services through electronic banking platforms. These are of three types:
1. This is the basic level of service that banks offer through their websites. Through this service, the bank offers information about its products and services to customers. 
2. In this level, banks allow their customers to submit instructions or applications for different services, check their account balance, etc. However, banks do not permit their customers to do any fund-based transactions on their accounts
3. In the third level, banks allow their customers to operate their accounts for funds transfer, bill payments, and purchase and redeem securities
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The importance of electronic banking for banks, individual customers, and businesses separately.
Banks.

1. Less transaction costs. electronic transactions are the cheapest modes of transaction
2. Less paperwork. Digital records reduce paperwork and make the process easier to handle.
3. A reduced margin for human error – since the information is relayed electronically, there is no room for human error
Customer.

1. Convenience – a customer can access his account and transact from anywhere 24 hours a day, 7 days in a week

2. Lower cost per transaction – since the customer does not have to visit the branch for every transaction, it saves him both time and money
Businesses

1. Account reviews. Business owners and staff members can access the accounts quickly using an online banking interface. 
2. Better productivity – Electronic banking improves productivity. It allows the automation of regular monthly payments and a host of other features to enhance the productivity of the business.

3. Lower costs – Usually, costs in banking relationships are based on the resources utilized. If a certain business requires more assistance with wire transfers, deposits, etc., then the bank charges it higher fees. With online banking, these expenses are minimized.
