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Did You Know?

You can switch from floating-rate loan to
el -rate oan and vice versa,
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Fixed or Floating?

Borrowers always like to make an optimal chaice. They would like to choose a floating-rate
loan before rates can fall; or lock themselves into a fixed-rate loan before rates move up.
In reality, this is possible only if one can predict the future interest rates accurately = but

that's easier said than done.

The choice should depend on the borrower's own
situation, instead. Choosing a fixed rate would
mean that the obligation to pay is well defined. In
a rising inflation situation, it provides the borrow-
er with the advantege of & fixed ocutgo. Any rate
cut adventages are unavailable, but cerasinty of
meeting the obligation of repayment is ensured.

In a floating-rate loan, the borrower pays the pre-
valent market rates. This means taking adwvant-
age of any rate cuts, but risking & rate increase,
In & long-term loan, these factors may even out.
What is required is the ability to service a chang-
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ing amaunt of loan or risk & change in the number
of instalments.

Choosing a fixed-rate or floating-rate loan thus
depends on the abilty to take nsks and manage
cash flows.
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Read more on this topic in the next article on
December 24.
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Watch this space every Wedneszsday.



