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Phasing out cri-
sis measures to
take time, says
Jean-Claude
Trichet.

17

Business
Centre will give
coffee debt
waiver certifi-
cate to growers,
Anand Sharma.

Nandan Nilekani has
been bestowed with
the 12th Sir 
M. Visvesvaraya
Memorial Award.

WITH THE withdrawal of
RBI’s accommodative mo-
netary policy and a further
rate hike in the next review
meeting in mid-September,
interest rates on retail loans
have started to move
upwards over the last few
weeks. Both car loans and
home loans have already
got more expensive.

This has simultaneously
been accompanied by rising
stock markets in India and
overseas, in spite of a fairly
mixed news flow.

With interest rates over-
seas continuing to move at
historic lows and no hint of
a hike in the sight, liquidity
has been gushing in from
FIIs, who are taking stock
markets to significantly
higher levels.

In this environment, the
crucial question that an
investor — having excess
liquidity and outstanding
debt — faces: Should we
prepay or invest?

Unfortunately there is no
one size fits all solution.
The decision needs to be
driven by cost of loan and
financial goals:

Cost of loans
Unsecured loans such as

personal loans and credit
card outstanding tend to be
much more expensive than
car loans and home loans. It
would, therefore, be pru-
dent to repay these loans
rather than invest.

Home loans and car loans
tend to be relatively cheap-
er, though most of the loans

over the last few years have
been of a floating rate
nature or with teaser rates
wherein the rates are fixed
for a limited period of time. 

There is an expectation
that interest rates could
move up substantially from
current levels as banks raise
their floating rate bench-
marks when faced by
tighter liquidity and incre-
ased demand for funds.

In this scenario, it would
be a good idea to prepay
loans that have been taken
recently, as the interest
component on these loans
would make up a significant
component of equated
monthly instalments.

For loans that have fin-
ished a significant portion
of their tenor, it may be pru-
dent to continue the loans
especially if there are sig-

nificant prepayment penal-
ties involved. Also remem-
ber that most of these loans
are in the form of reducing
balances so the actual inter-
est costs would need to be
worked out with the help of
your financial planner.

Financial goals
Most investors tend to

have multiple financial
goals such as retirement,
children’s education, med-
ical exigency coverage, etc.

However, our experience
has been that investors
could be at different stages
of achieving their financial
goals. For investors, who
are on plan as far as achiev-
ing financial goals are con-
cerned, it would be prudent
to prepay the loans to avoid
any surprises through loan
interest rates going beyond
estimates.

For investors who are run-
ning significant gaps on
their investment targets
against financial goals, they
may be forced to get more
aggressive and invest in
higher yielding securities
like equities to try to get
closer to their financial
goals. While using leverage
through continuing loans
and investing in equities
simultaneously comes with
its own risks, this may be
necessary unless investors
are willing to compromise
on their financial goals.

The writer is the founder
of Plan Ahead Wealth 

Advisors Pvt. Ltd.

Should I prepay loan
or invest in equities?
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Unsecured loans
such as personal
loans and credit
card outstandings
are expensive. It 
would be prudent
to repay these
loans rather than
invest.

Mumbai, Sept. 10: Gold
prices declined further to
close below the `19,000-
mark at the bullion market
here on Friday due to sus-
tained sell-off by stockists
and speculators in view of
weak global cues.

Silver, after trading in a
narrow range, settled at its
overnight levels owing to
reduced off-take at higher
levels. 

Standard gold (99.5 puri-
ty) dropped by `140 per ten
grams to finish at `18,935
from Thursday’s closing
level of `19,075.

Pure gold (99.9 purity)

fell by `120 per ten grams
to end at ̀ 19,050, as against
`19,170 on Wednesday.

However, silver ready
(.999 fineness) closed unal-
tered at `32,155 per kilo. 

In New York, Gold futures
for December delivery
slipped on Thursday by
$6.60 to $1,250.90 an
ounce on the COMEX divi-
sion of NYMEX. Silver for
December delivery lost 15
cents to $19.855 an ounce.

The International Mone-
tary Fund (IMF) said on
Thursday that it sold 10
tonnes of gold to the central
bank of Bangladesh this

week, its first sale after a
10-month hiatus, as a
volatile US currency draws
holders to bullion.

The gold market is sensi-
tive to buying by Asian cen-
tral banks. Purchases by
India, Mauritius and Sri
Lanka helped boost prices
earlier this year, while spec-
ulation China was in the
market for IMF gold in Feb-
ruary, ultimately unfound-
ed, sent prices higher by
one per cent.

Asian stocks hit a four-
month high on Friday on
the back of positive global
cues. — PTI, Reuters

Global cues force gold to
dip below `19,000-level

New Delhi, Sept. 10: As
India has kept out of the
multilateral agreement on
public procurement, it may
find it tough to contest in
the WTO the US state of
Ohio’s ban on offshore out-
sourcing by government
departments, experts said.

The Agreement on Gov-
ernment Procurement
(GPA) is the only legally
binding agreement in the
WTO setting fair rules for
public purchases.

In operation since Janu-
ary, 1996, the GPA is a

plurilateral treaty that
includes only some mem-
bers of the World Trade
Organisation (WTO) and
India remained out of it. 

India became an ‘observ-
er’ member of the GPA in
February this year. Even if
it wants to become a full-
fledged member, it would
take a long time, since not
even the accession negotia-
tions have started, sources
said. 

While the US is a member
of the GPA, its coverage in
regard to software procure-

ment is limited to the feder-
al government and not
states. 

It is in this backdrop that

experts feel that India
would not be able to chal-
lenge the Ohio ban on off-
shore outsourcing. 

Through an executive
order, Ohio Governor Ted
Strickland had banned off-
shore outsourcing by gov-
ernment departments. In the
run-up to elections to the
US Congress in November,
Mr Barack Obama, has also
raised the pitch against out-
sourcing, a key earning
avenue for the $50 billion
Indian software export
industry. 

“We can only criticise and
make noise,” said Mr R. S.
Ratna, the head of the Cen-
tre for WTO Studies in the
Indian Institute of Foreign
Trade (IIFT). 

In the absence of the coun-
try being a part of the GPA,
India can only try and score
some moral points even
when WTO negotiations in
other areas take place, he
said. He said India should
make use of other platforms
like the G-20 to raise its
voice against the protec-
tionist measures. — PTI

India has weak case on Ohio at WTO

PRASUN SONWALKAR

LONDON

Sept. 10: London’s Conser-
vative mayor, Mr Boris
Johnson, has opposed the
David Cameron govern-
ment’s plans to place an
annual limit on professional
migrants from India and
outside the European
Union, taking the contro-
versy to a new level.

Mr Johnson, who has
announced that he will con-
test the London mayoral
election in 2012, has
informed the home secre-
tary, Ms Theresa May, that
the temporary cap of
24,100 non-EU migrants,
which was in place between
June 2009 and April 2011 is
already causing companies
‘significant recruitment
problems’. — PTI

HYDERABAD-BASED
Ashish is a senior software
engineer working with an
IT major. He has been
employed for about four
years. He is 28-years-old
and got married recently. 

Financial goals

Mr Ashish and his wife
are planning to take a vaca-
tion overseas sometime in
the next six months. The
next big expense on his
horizon is a car purchase —
over the next eighteen
months. He is also planning
to purchase a flat in Hyder-
abad over the next five
years. Apart from these, he
also wants to set aside
appropriate sums for the
education of their child and
retirement. 

Where is he now?

He is drawing an annual
salary of `10 lakh — after
provident fund and tax
deductions. His household
expenses work out to `4.5
lakh per year, leaving a sub-
stantial surplus. As of now,
he is investing `63,000 per

year in avenues such as LIC
Jeevan Anand, SBI Life
Insurance, ELSS and NSC.
He also has `1.2 lakh
invested in shares. His cur-
rent net worth — which
includes a stake in property
in his hometown — is `6
lakh. As of now, most of his
investments (90 per cent)
are in debt and the rest are
in equity.  

Recommendations

Mr Ashish needs to quick-
ly take a term cover of

about `50 lakh more with
critical illness and acciden-
tal death benefit riders of
about `10 lakhs for a policy
term of 33 years which in
all might cost about
`20,000 per annum.

Secondly, he is not avail-
ing of the full benefits of
section 80C, which allows
him to save up to `1 lakh
per annum. He also needs to
take a mediclaim policy of
`5 lakh — which would
cost him `7,000 per annum.
His wife would be in a hos-
pital next year as they plan

to have a baby. 
Foreign travel can easily

be managed out of current
savings. For car purchase,
about 25 per cent will have
to be given upfront while
the rest would be loan —
this too will be manageable.  

He should also start a PPF
account in his wife’s name
depositing a maximum of
`70,000 per year. The
remaining amount — about
`4 lakh per year — should
be invested in 4-5 well
diversified equity mutual
funds.

Mr Ashish’s current
investments are primarily in
debt — whereas he should
be doing the opposite at his
age by investing more in
equity. Mr Ashish has the
right thought process and a
strong cash flow — which
should allow him to meet all
his objectives. Only one
change is required — in his
investment philosophy. 

We wish him all the best
for the future!

(L. Ravindran, PhD, is a
financial advisor and man-

aging director of Wealth-
max Enterprises Manage-

ment Private Ltd.)

Diversified investment must
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Beijing, Sept. 10: Switzer-
land remains the world’s
most competitive economy,
while India dropped two
places to 51, according to
the World Economic
Forum’s annual rankings
issued on Thursday.

The US has fallen from
second to fourth after losing
the top spot last year.

Sweden, in second spot,
and Singapore in third
leapfrogged the US in the
WEF’s Global Competitive-
ness Report 2010-2011.

Last year the Asian city-
state ranked third and Swe-
den fourth. There were no
newcomers in the WEF’s
top 10, although Germany
climbed to fifth from sev-
enth.

The WEF said America
slipped in the ranking due to
a build-up in US macroeco-
nomic imbalances, a weak-
ening of the country’s pub-
lic and private institutions
and concerns about the state
of its financial markets.

“There are weaknesses in
some areas in particular,
which we have discussed for

some time before, and they
deepened somewhat since
last year,” Jennifer Blanke,
the lead economist of the
WEF’s Centre for Global
Competitiveness and Per-
formance, told a news con-
ference to release the report.

The report said a lack of
macroeconomic stability
continues to be America’s
greatest area of weakness,
with repeated fiscal deficits
leading to burgeoning pub-
lic indebtedness.

It also said that US busi-
ness leaders show less trust
in politicians and the gov-
ernment’s ability to main-
tain an arm’s-length rela-
tionship with the private
sector.

The WEF bases its assess-
ment on a dozen drivers of
competitiveness, including
institutions, infrastructure,
health and education, mar-
ket size and the macroeco-
nomic environment.

The report also factors in a
survey among business
leaders, assessing the gov-
ernment’s efficiency and
transparency. — Reuters

India slips in competitiveness
London mayor
opposes cap
on migrants

New Delhi, Sept. 10: The
Planning Commission has
favoured the allotment of
alternate coal blocks to
companies  that have made
“substantial” investments,
but whose mines have  been
declared “no-go” zones by
the environment ,ministry. 

However, in order for a
company to avail an alter-
nate  mining location, the
panel has stipulated that the
block falling in a “no-go”
zone should have been
awarded prior to June,
2010. 

The panel has also recom-
mended that a new coal
block may  be allotted joint-
ly to two or more compa-
nies if the reserves  are
large enough. 

Sources said the  mining
projects of Vedanta group
firm Hindustan Zinc,
Aditya  Birla Group firm
Ultra Tech, Prakash Indus-
tries, which are  said to
have made over 50 per cent
of the total committed
investment, could benefit
from the proposal. 

At a high-level meeting
held recently by planning
commission member (ener-
gy), Mr B K Chaturvedi, it
was also decided  in case of
companies which had not
made a substantial  invest-
ment in “no-go” blocks,
they would be given prefer-
ential  allocation under the
forthcoming auction of coal
and lignite  blocks. 

The environment ministry
has declared about half of
coal bearing forest areas of
nine coalfields as no min-
ing zones or  “no-go” areas,
which irked the coal min-
istry, which says the  coun-
try could see a coal short-
age of 500 million tonnes in
the next few years on
account of such classifica-
tion. — PT0I

New Delhi, Sept. 10: After
months of delay, Reliance
Industries is finally ready to
sign a contract to supply
natural gas from its eastern
offshore KG-D6 fields to
Essar Oil’s Vadinar refinery
in Gujarat. 

“They (RIL) have told us
that they will sign the Gas
Sale and Purchase Agree-
ment (GSPA) soon,” a top
oil ministry official said . 

RIL has sent a draft GSPA
to Essar Oil and the con-
tract may be inked within
the next few days. The gov-
ernment had allocated 0.6
million standard cubic
meters per day of gas from
KG-D6 fields to Essar Oil’s
Vadinar refinery. RIL, how-
ever, refused to sign the
GSPA saying it did not
want to commit gas more
than it can produce from the
Krishna Godavari basin
fields. 

KG-D6 fields can sustain
production of only 60
mmscmd as against 64
mmscmd of allocation the
government has made to
power plants, fertiliser
units, refineries and steel
plants. 

RIL has already signed
GSPAs for all of the 60
mmscmd output it can sus-
tain. — PTI

Montek
seeks new
coal rules

RIL to ink
gas deal
with Essar

Ted Strickland

Nokia’s new CEO Stephen Elop (left) and Nokia’s chairman Jorma Ollila during a press conference on Fri-
day in Espoo, Finland. Nokia Corp, said on Friday that CEO Olli-Pekka Kallasvuo will be replaced by
Microsoft’s business division head Stephen Elop on September 21.  PHOTO: AP

microsoft to nokia

Gold has become attractive due to a weak dollar.
Bangladesh bought 10 tonnes gold from IMF to join
other Asian countries, who diversify their reserves.

Gold reserves

COUNTRY GOLD (in tonnes)

US 8, 133
Germany 3,407
Italy 2,452
France 2,435
China 1, 054
Switzerland 1, 040
Japan 765
Netherlands 612
Russia 608
India 558
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