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Commercial Banking

This essay is one of series of episodes shall be published
respectively at AL-AHLI magazine effective from this
issue, titled «Commercial Banking» as part of banking

of its different types.

Ahmed Mohd AL-Ashwal
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Commercial Banking

Definition:

A bank in its simple definition is a
financial institution deals in money
and provide variety of services to the
public, in other words bank draw sur-
plus money from the people who are
not using it at the time in the shape
of depositing money in their accounts
maintained by the bank and in turn
lend the money to those who are in
need of it and are in a position to use
it for productive purposes or to satisfy
their needs.

There are three principle functions
that commercial banks usually per-
form:

a. Receiving Deposits.

b. Advancing Loans.

c. Discounting Bills.

1. Receiving Deposits.

This function is vital to all banks,
because banks depend mainly on the
funds deposited with it by the public

* (customers). To run its daily opera-

tions.
Deposits on the other hand are of
three types:

B . Current or Demand Deposits.

b. Fixed or Time Deposits.

c. Savings Deposits.

On current or demand deposits banks
pay no interest they are therefore

known as interest free deposits.
These type of deposits can be with-
drawn in part or in full at any time by
depositors without giving pre-notice
to the bank by using cheques as tools
for withdrawal.

Fixed or time deposits are so called
because they are kept with the banks
for a certain period which can not be
withdrawn before its maturity date
otherwise no interest to be paid if
withdrawn before maturity .

2. Advancing Loans:

Banks usually make profit by advanc-
ing loans to borrowers. In this respect
banks shoulder heavy responsibility
in terms of feasible risks in the lend-
ing process.

In lending, banks deal in other
people’s money kept with them. It has
therefore arrange to keep ready cash
to meet depositor’s demands.

Hence great care has to be exercised
by banks in matter of lending and
keeping reserves.

Banks must strike a time balance be-
tween liquidity and profitability, be-
cause if Keep its assets in too liquid
form it may lose the chance of getting
profit and if it try to make too much
profit by excessive use of liquidity it
may not be able to meet depositor’s
demands.
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