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EMI is all I care about

The best home loan option is the one that fits our ability to pay, month after month.

he world is divided into two
i I I classos of people — those who

L1ke math and those who don't.

The latter are In a majority. Sevaral
Eive up caleulations in sheer exas-
paration. There Is hope even for the
numerically challenged., We could
gimplify and deal with the choleas
purely from our point of view We
can look at the EMI and our abil ity
to pay and make our cholce of home
loan, from this perspective. The
products in the home loan market
thon need to be evaluated for what
they translate into, as EMIs over the
antire period of the home loan.

FIXED FOR LIFE

Lat's not fool ourselves about our
ablility to pradict Intorest rates into
the future. The fixed vs Qoating de-
bate 15 about what Kind of EMI we
like. The EMIof a Nxed rate loan is

GET SET KNOW CONTEST
100 holidays to be weon,

Cuestion
The EMI i & fixed rate ban:

SMART
BANKING

known in advance, This 1s the cash
cutflow wo nead to plan for. Asour
Incomes and inflation move up over
tho vears, a fixed EMI is attractively
stagnant and 1s easier wo plan for, 1§
we have a fixed EMI, any reduction
in Interest rates in the market, will
not benefit us. What we did not have
in the first place, we could not be
losing. Solet's stop fredting about
falling rates soon after we signed
our fixed rate loan. We agree to
close our eves (0 market swings and
foeus on the fixed EMI and that 13
that.

FLOATING ALONG

The EMIof a floating rate loan
changes with changes In market in-
terost rates. If markot rates in-
crease, our dues increase, When
rates fall, our dues also fall. Float-
ing rate 1z a deceptive attraction.
When theo rates fall they look 11ke a
bargain, and when rates go up they
look unfair. Tn aloan cycle of 15 to
&0 years, there 15 merit in choosing
tho market rate. Provided we can
take the swings in rates from time to
time. If they ware avallable then,
someone who took a oating rate
loan n 1996 at 17 %, would be gleaful
at the rate having halved. In a float-
ing rate loan, we chose market-ad-
justed rates and a changing EMI or
tenor, or both. If our income also
enjoys a marketlinked change over
time, we will be able to manageo the
changing EMIL

EmMI SPLIT

There are various combinations in
which EMIs come, Some home loans
feature both fixed and floating rates.

One part of the loan is set on a fixed
rate basls and another 15 set on a
floating rato basis. There are loans
whera the EMI 15 fixed for an initlal
period, after which it floats. These
are for borrowers who want to have
the best of both. In the last five
years, soimmch has been the swing
in rates that people have begun to
l1ke such combos. A regularly

changing EMI is what thov settle for,
These borrowers 1iKe to manage a
changing EMI, in return for the sat-
Isfactiom of not locking nto fixed or
floating. Thelr incomes should have
the same flexIDility as thalr home
loan, else they could be in for sur-
prises every now and then.

| AM NEEDIN" IT

There are loans whers the EMI for
an initial period is low and then it
Inereases as the ablley o pay also
incroases over time. Theso aro for
young borrowers, who Lile to Keep
the initial commitment low and can
enhanee thelr payment as thelr -
comes erow. An EMI is a largo pro-
portion of the salary when one takes
a loan, but bocomes a smaller pro-
portion s they move up the carear
ladder. There are cholees that foa-
ture higher EMIs for an nitlal perl-
o and lower EMI for the remaining
pericd. These are for older borrow-
ors, wanting to pay more earlior and
at the peak of thelr income tyele,
They donot like a large EMI closor
t0 thelr retirement.

EMI 15 a cash omtflow 1o the bor-
rower. Wisdom is in keeping it in
line with the ability to pay, and attl-
tude torisk. If we aro ablo to take a
call om how our Inceome and spend-
ing 15 likely to pan out, we will be
able to declde how the EMI will fit In
that schome. The option with the
best fit, whatever be 1ts name, 18
what could worl.

EMI 15 income to the lenders. They
can figure the math to toggle It over
tho period of the loan and offer
cholees. For those that Insist on the
math, we shall do it here, next woek,
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Kindly send us your
suggestions and comments by
visiting the "Email Us"
link at www.icicibank.com

DID YOU KNOW?

Most banks arrive at your EMI based
on a standard multiplier, which works
out to not more than 50%-60% of your
assessed monthly income.

FAQs

Why does the number of
EMIs change in a floating
rate loan?

In a floating rate loan, the
amount due from the bor-
rower changes when inter-
est rates change. To sim-
plify the repayment
process and continue the
repayment instructions
the borrowers may have
given their bank, the
amount of EMI is not
changed. The number of
EMIs increases when in-
terest rates go up, and re-
duce when interest rates
fall.

Why can we not predict
the future interest rates?
Interest rate is a macro-
economic number. It de-
pends on inflation, money
supply and such macro
factors. These change
over time and cannot be
predicted accurately. In-
terest rates, which depend
on these factors, therefore
cannot be predicted.

Why is the home loan re-
paid as an EMI?

A home loan is a large
amount and is usually sev-
eral multiples of a borrow-
er's annual income. There-
fore it cannot be paid like
a conventional loan,
where interest is paid
first, and principal is re-
turned at the end of the
period. The repayment is
staggered over time, and
is made up of both inter-
est and principal, there-
fore is easier to pay.
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