WHAT IS DEPOSITS

Deposits as a means of saving

When people have more money than they need to spend, the bank is usually where they decide to put the money. Bank deposits are often preferred to simply keeping the money in a physical from for several reasons: Convenience, Security and Return. Convenience: bank usually provides some kind of payment services that the customer can take advantage of. E.g. the bank may allow the customer to write a cheque to pay for daily bill. In this way the customer can simply send a cheque to settle the payment instead of going to pay them in person.

Security: savings in a bank have a high level of security Consider a retail shop that receives cash every day but needs to make payments only once or a few times a month. If the shop keeps all the money in cash, the shop manager has to be concerned about its safe keeping and take precaution against robbery or burglary. but the manager can deposit the extra cash in a bank, in this way the shop can save itself the cost of any associated security installation.

Return: the bank deposit yield interest income for the depositor (cash hold on hand does not). Over time price tend to rise this called inflation. If keep your money as cash inflation reduces its actual purchasing power. When money is put a bank account the bank usually pays an interest payment at regular intervals. In general the deposit interest that banks pay to their customers is positively related to the rate of inflation.

Deposits as a liability of the bank

Deposits are money that the bank has borrowed from its customers. Deposits can therefore also be defined as a financial claim that the depositors hold against the bank. The bank borrows and promises to repay the principal plus the promised interest payment at a specified maturity day.

Deposit as a source of funding

Bank deposits pay an important role in funding by providing the capital that the bank lends out. e.g. a trading firm can borrow money from the bank to finance its normal activities. Also funding produced by accepting deposits is usually cheaper then other sources such issuing stocks and bounds.

Annual Percentage Rate (APR)

The Annual Percentage Rate is the interest rate charged per period multiplied by the number of periods per year.

Effective Annual Rate (EAR)

The Effective Annual Rate is the total interest earned over a one year period per dollar. The EAR is the true interest rate of a deposit.

Simple interest

APR=EAR

Compound interest 

APR<EAR

What is a Cheque

Cheque is a bill of exchange drawn on a banker payable on demand.

A cheque is an unconditional order in writing addressed to a bank signed by the person making it requiring the bank to pay on demand a sum of money to a specified person or the bearer of the cheque.

Saving deposit

Time deposit

The general understanding is that the depositor will keep the deposit in the bank until the maturity date.

Target deposit

In general the depositor commits to depositing a fixed sum of money every month for a specific time period, say 3 year. At the end of the time period the depositor receives a lump sum ( principal plus interest ).


Created by STEMETH

Unit 2 


