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Traditional banking

Not so long ago, banking involved going to the bank to conduct whatever business you had to take care of that day. With the rise of the internet, things have changed and the better for the most part. More people than ever have switched to alternative banking without even thinking about what this means. 
To help you understand the difference between alternative banking and traditional banking, let’s take a closer look at what each of these involves.
Traditional banking was built on the premise of creating capital. This usually means that traditional banking institutions rely on customers depositing funds into the banking system and then lending these funds to other customers in the form of loans and mortgages. Those availing themselves of loans pay fees and interest on the money they borrow, which generates capital and profits for the bank.
Customers can walk into a bank and deposit or withdraw funds, borrow money and make use of the many other services the banks may offer. These days, however, customers can also perform all of these tasks online but remain in the traditional banking system.

branch – a branch of a business or other organization is one
of the offices, shops, or groups which belong to it and 
which are located in different places;
current account – is a personal bank account which you can 
take money out of at any time using your cheque book or  cash 
card;
joint account – a bank account registered in the name of two or more persons, any of whom may make deposits and withdrawals; 
be in the black – if a person or an  organization  is in the black, they do not owe anyone any money;
overdraft – if you have an overdraft, you have spent more money than you have in your bank account, and so you are in debt to the bank;
overdraft facility - a  facility  (of a bank or building-society cheque account) that allows a withdrawal of money in excess of the account's credit balance.
overdrawn - if you are overdrawn or if your bank account is overdrawn, you have spent more money than you have in your account, and so you are in debt to the bank
deposit account – a deposit account is a type of bank account where the money in it earns interest;
savings account – an account at a bank that accumulates interest; 
credit card – a credit card is a plastic card that you use to buy goods on credit;
plastic – credit cards or other bank cards that are used to pay for things rather than using cash;
pay off – if you pay off a debt, you give someone all the money that you owe them;
mortgage – is a loan of money which you get from a bank or building society in order to buy a house;
Building society – in Britain, a building society is a business which will lend you money when you want to buy a house. You can also invest money in a building society, where it will earn interest;
credit crunch – is a period during which there is a sudden reduction in the amount of money that banks and other lenders have  available to lend;
negative equity – if someone who has Borrowed money to buy a house or flat has negative equity, the amount of money they owe is greater than the present value of their home.
I’m Elizabeth. I have an account at the Local branch of one of the big banks. I  Have a current account which I use to write cheques, make bill payments,  and so on. It’s a joint account with my Husband. Normally, we’re in the black,  but sometimes we spend more money than there is in the account and we go into the red and have an overdraft. We have an overdraft facility – an agreement with the bank to be in this situation as long as the overdraft stays within a certain amount. There are charges that are taken from the account if we go overdrawn. And of course we pay interest on the overdraft. The interest rate is quite high. 
‘I also have a deposit account or savings account for keeping money for the longer term. This account pays us interest but not very much, especially after tax! ‘We have a credit card with the same bank too, plus other cards with other credit card companies. Paying with plastic is very convenient. But we pay off the total amounts we’ve spent every month, So we don’t pay interest on these, luckily. ‘We also have a mortgage – a loan to buy a house. This is with a type of bank called a building society. Luckily, we were not affected by the credit crunch, when banks were much more hesitant to lend than before, or negative equity, when house prices fell and left some buyers owing more on their mortgage than their house was worth.’ 

What is Alternative Banking?
For those looking at a different way of banking, there are many alternatives. Digital banking is all about convenience, and very few people want to wait in long queues at the bank to conduct their business. However, alternative banking involves a lot more than just deposits and withdrawals. You can easily pay your bills, transfer funds to family and friends, do your shopping online and do many other transactions. 
Apart from traditional banking institutions, 
alternative banking also includes:
· Online-only banks
· Prepaid debit card providers
· Borderless bank accounts
· Fintech Banking (Financial Technology)
· Higher Yield Money Market Accounts
· Credit Unions
· Peer-to-Peer lending services

These services have made saving, spending and investing easier, and most people can manage their financial portfolio from any computer or smartphone app. Many alternative banking products have been specifically designed for business professionals to pay their contractors or receive payments from clients. 

Internet banking
“In the old days, there was always a queue when I went to my bank, but now they offer internet banking. Through my computer at home, I can check my account balances – the amount I have in each account – and transactions – money going in and coming out. I can even apply for a personal loan online. If there’s a problem, I can always phone the bank’s call centre”

internet banking - a bank that allows customers to conduct business online;
account balances – a figure stating how much money is in a bank account; it can be in debit or in credit;
a personal loan – is an amount of money you can borrow to use for a variety of purposes

Which is better? Alternative or traditional banking?

Deciding between alternative or traditional banking depends on what works for you and your needs. Part of your decision should be whether you need these banking services for personal or business reasons. To determine what works for you, here are the pros and cons of alternative and traditional banking.
 
Traditional Banking
	Pros
· Lower fees
· Better interest rates (in some cases)
· Wide range of products
· Flexibility
· Personal connection with a real person
· Your money is generally safer
· ATMs are available almost everywhere

	Cons
· Can be very slow getting accounts opened
· Long queues
· Many forms to fill out and sign
· Only open during business hours



Alternative banking
	Pros
· Easy application process
· More loan options
· Available 24/7
· No need to visit a physical bank
· Access your money anytime, anywhere
· Easier to do business all over the world

	Cons
· Fees are generally higher
· Restrictions on limits may apply
· Most don’t have their own ATMs
· No personal connection



Personal investing

unit trusts – is an organization which invests money in many different types of business and which offers units for sale to the public as an investment;
small investors – someone who invests small amount of money;
ISA –individual saving account - in British deposit terminology, the term individual savings account refers to an investment product available to residents of the United Kingdom;
financial products – a product that is connected with the way in which you manage and use your money, such as a bank account, a credit card, insurance, etc.;
saver – a person who saves money regularly;
pay out – when an insurance policy pays out, the person who has the policy receives the money that they are entitled to receive;
contribution – a contribution is a sum of money that you give in order to get a regular income like pension;
windfall – is a sum of money that you receive unexpectedly or by luck;
demutualized – if a building society or insurance company demutualizes, it abandons its mutual status and becomes a limited company;
financial institution – a company that provides financial services for example, a bank, an insurance company, …
‘We have some unit trusts – shares in investment companies that put money from small investors like me into a range of companies. One type of unit trust here in the UK is in the form of an ISA – an individual savings account – but there are many other financial products available for savers.
‘My husband and I have life insurance which would pay out if either of us dies. This is just one of the insurance policies that we have.
‘I pay contributions into a private pension, which will give me a regular income for my retirement when I stop working. I’ve never joined a company pension scheme and the government state pension is very small!
‘I’m lucky: I recently received a windfall, an unexpected one-off increase in the value of my pension fund, when my pension company was demutualized.
‘Some financial institutions now offer all these financial products.’

Fee Based Banking Services
Banks earn their income in two parts. One type of income is generated by undertaking risk i.e. by lending their deposits. This is called interest income and forms the major portion of any bank’s earnings. However, banks can also generate earnings from other sources wherein they do not have to lend money or collect interest. Such sources are called fee based banking services and form an important part of any banks profit and loss statement. In this article we will list down the various sources from which banks can generate non interest i.e. fee based income.

Cards
Credit cards and debit cards have been new addition to the banks portfolios. However, in a short span of time, these services have started accounting for large sums in any bank’s non interest earnings. There are a variety of fees charged by these cards. There are some fees like joining fees and annual fees. Then there are charges such as interest on overdue balance, over limit fees, service taxes etc. All these charges were not a part of any banks earnings a few years earlier. Besides every time a credit or debit card is used, banks that have issued such cards are paid fees by the merchant.
The introduction of credit cards has created this new addition to the bottom line of the bank’s income statement.

Commissions
Banks have also started providing other services like selling insurance and mutual funds to their customers. Since banks have an intimate relationship with the customer, they are in a position to estimate their net worth and advise them regarding insurance as well as investment needs accordingly. Hence, insurance companies and mutual fund companies collaborate with banks to provide a one stop shop to the customers. Banks charge commissions to market these services to their customers. Over a period of time, commissions from bancassurance have started accounting for significant percentages of non interest incomes.
 
Account related fees
Banks also charge a wide variety of fees in order to maintain their customer’s accounts. For instance when customers request checkbooks or additional debit cards, they are charged a fee. Besides, banks also charge penalties if the deposits maintained fall below a certain limit. They also charge fees if there are more than a certain number of withdrawals made within a given time period. Some form of payments made via bank accounts also result in fees being charged to the account.
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