Bank Loans

Bank credit: is a third party to provide funds so that the buyer does not need to settle the sum in cash. 

There are two benefits of using credit:

1) Payment by credit is a convenient and safe way to settle a large payment. If the sum of HK$2 million is to be paid in cash the homebuyer has to physically bring in a lot of bank notes. This way is only cumbersome but also insecure because of the possibility of being robbed.

2) Most people probably do not haveHK$2 million in cash or in their bank account. Thus, the availability of credit gives the homebuyer the opportunity to buy the home now, and settle the sum later. In other words, credit makes real estate properties affordable to homebuyers as long as they can pay off their loans with their future earnings rather then with their present wealth. In this way more people can make consumption decisions that are optimal to them 

What is good a lending proposition?

=PARTS + CC

P=Purpose means why you lend this fund and for which Purpose

A=Amounts how much amount you want (base on the Purpose)

R=Repayment ability 

T=Term

S=Security one way a bank can protect itself is for it to hold security for the loan.

C=Connection

C=Committed

Security (Share, Deposit, Property,)

Easy to realize 

Easy to value

Easy to transfer the title

Value is stable

Create Credit (money Creation)

Credit is “created” in the banking system through deposit-taking and loan making. When one bank loans money, that money is generally deposited into another bank. This creates more deposits and more reserves to be lent out. E.g. bank reserves 20% deposit base $100. Depositor A deposit 100 to Bank A, Bank A will keep 20% reserves lend $80 to Firm B, firm B Deposit 80 into Bank B, Bank B also Keep 20% reserves lend $64 to household to buy a house from developer C, Developer deposit in bank keep 20% the balance land firm D……. at the last the max amount in money multiplier is M=1/R.

Let: no leakage, bank don’t keep excess reserves, The public may change the amount of their wealth deposit in banks.

Loans by foreign currency:

The most import foreign currency used in international business, and foreign direct investment transaction is the US Dollar.

Terms of loan payment:

1) Term loan : Most loan agreements require the borrower to repay the amount borrowed within a stated time period. The loan is said to “mature” during this time. The last date by which the principal must be repaid is the loan’s maturity date.

2) On go basis: A loan can be granted on a on going base. E.G. bank overdraft (OD) facility that allows the client to have a maximum outstanding amount of HK$ 10000 from her chequeing account. If the repayment of the credit line is satisfactory to the bank the line can be maintained on an on going base.

Interest Payment:

There are two type of principal repayment:

1) Bullet loan : A bullet is characterized by the fact that the repayment of the loan is deferred to the maturity date. That is the borrower only pays interest on the principle unit maturity when the last interest payment and the entire principal amount is paid.

2) Installment loan : A type e.g. of an installment loan is a homebuyer mortgage. The standard mortgage loan requires the homebuyer to repay a constant amount of money each month. The monthly payment consists of the interest for the period and a portion of the principal. The last payment automatically pays off the last interest payment and the remaining balance of the unpaid principal.

Interest Rate:

1) flat-rate loan : is calculated first the principal amount is used to calculate interest payment for the entire loan period using simple interest. Then the total payment (P+I) is divided by the number of terms in the loan period.

2) Mortgage loan : interest is accrued only on the unpaid balance. When the balance is reduced, the amount of interest to be paid also declines.

