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investments
Income And Growth

When it comes to investment options, there are many who
would like to have the protection of invested capital, regular
incoma, higher return, and growth in value of the assets, all
at the same time. If such an investment is liquid and can be
withdrawn at amy time, that would be an added advantage.
However, every investment may not provide all these
benefits, and this makes the trade-offtough for an investor.
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Some invastiment oplions such
a5 bank deposits can generale
a |E-|':|ulﬂr income, If the assel is
an appreciating asset and has
the ability to generate cash flo-
W, inveslors can get periodic
income. Debl instroments us-
ualhy are income-generating in
Naure.
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Some assets do nol generaie
periodic income, but grow in
value over time, For example,
gold as an asset class does not
generate periodic income, So-
me assels ke equity and real
estate generate income in the
form of dividends and rent, but
a major chunk of retum comes
fromgrosath in value over time.

The value of a growth assel is
subject 1 change from lime
L time, If the market for these
assoets is not liquid, selling them

off 1o realize the changes in va-
lue may be difficull or expen-
sive. Therefore growlh assels
like equity that have a large and
licguidd market tend to be easier
tor bBuny and sell, than assets like
property Uhal are nod as hguid.
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Itis nat as il an income-areented
assel has no risk. The interest
rates inthe markel can move up
ar down, Suppose an investor
buys a thres-year bond tha
pirys B% interest per annum.
Alter a year of buying the bond
if interest rates in the market
move upio 10% p.a., the valueg
of the bond will fall. This is
called interesi-rate sk, Thene
iz also the default riskina bond,
that the issuer may not pay
the inferest or principal ontime.

Investors choose income or gr-
avwith assels depending on thair
need for income and preference
with respect to time perod and
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Question

Bt lumds o lher
options

Answar
A, Only income
B. Only growih

C, Income and growih
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risk. Ty pically kong-term imest-
ors who can assume risk cho-
ose growth products and shor-
term investors who do not like
to Lake risks tend to choose in-

come products,

Income 1ax rules scknowledge
The dillerence bemwean iNcome
and growth. Therefore the tax-
ability of imerest income is diff-
erent from the taxability of ga-
ing or losses from selling an
assel. Somelimes the choice
belvwesn a gmvﬂh product and
an incema product depands on
the taxability of the income,

While most investors prefer to
receive periodic income, more
as a8 signal that their imvestme nd
is daing well, they may be bell-

DID YOU KNOW?

Iz an income-oriented asset
loss risky?

Yoz, an income-yielding asset
like a deposit generally featur-
e both lower return and kesser
rizk tham a growth-oriented ag-
a0 koo eqpuity.

Iz a mutual fund growth or in-
come-criented?
Mulual funds olfer bath by pes
of produets. They have eguity
and income funds. Within the-
¢ calegones, they also offer
gt h and ineome options so
that investors can choose as
L their nead.

A

er off accumulating the income
ower lime if they did nol really
nead il. The choics baltesaen in-
come and growlh i a crucial
one, and our long-lemn retums
depend onit.
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