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TORONTO: Canada’s housing boom is increas-
ingly driving homebuyers to seek mortgages
from private lenders, who demand rates that
can be more than five times higher than those
charged by the nation’s banks. Canadian house
prices have risen 36 percent since June 2009,
according to the Teranet-National Bank house
price index. At the same time, Canadian banks
have become more conservative and regula-
tors are making it harder to lend, giving rise to
an alternative market, including Canadians
who refinance their own homes at low rates
and then use the money to become mortgage
lenders themselves.

Some analysts say a housing investment is
increasingly risky because the pace of price

increases has vastly outstripped wage growth,
all amid a time of historically low interest rates
and record debt levels. If and when interest
rates rise, the concern is that consumers would
have little ability to increase their payments,
because they have so much debt.

“The risk arises if the unintended conse-
quence of regulation is to push out the risk pro-
file of the less regulated sector, and to encour-
age it to grow quickly at the same time,” said
Finn Poschmann, vice-president of policy
analysis at the C.D. Howe Institute, a think-tank.
“In dollar terms it is not a huge part of the econ-
omy (but) my concern is that we pay attention,
because small problems sometimes get unex-
pectedly large, and quickly so.”

Mortgage broker Lou Perrotta said that in
terms of volume, 20 percent to 30 percent of
the mortgages he puts together are now pri-
vately financed, typically because borrowers
are declined for a bank loan for reasons like a
low credit rating or unsteady income. That rep-
resents about C$4 million to C$5 million of the
C$20 million ($15.69 million) of mortgage busi-
ness he does annually, he said.

“Business is brisk, without question. (It has)
probably tripled in the past three years,” said
Perrotta, president of Domus Financial Corp in
Toronto, where house prices have increased by
55 percent in the last six years. Perrotta acts as a
matchmaker between individuals who have
money to lend - and who are seeking higher

rates of return than can be had in stocks or
bonds - and borrowers who are willing to pay a
higher mortgage rate to get into the market.

He also invests his own money, lending
between C$25,000 and C$250,000 each to “five
or six” borrowers a year who offer a good bal-
ance between risk and return.

“It’s not for the faint of heart, and you need
to understand the dynamics of real estate,”
Perrotta said. One private lender, who asked
not to be named because she is close to the
real estate market and fears hurting her busi-
ness, took out a C$400,000 mortgage on her
paid-off home at 2.49 percent and then gave
that money to a broker that lent it to a borrow-
er at a higher rate, for a fee. —Reuters

Ordinary Canadians turn bankers as shadow mortgage lending rises

UFA, Russia: The New Development Bank
being launched by the BRICS group of
emerging economies plans to raise money
both on local markets and internationally, its
president said yesterday. The bank, with an
initial capital of $50 billion, is being intro-
duced at an organizational summit the
BRICS countries - Brazil, Russia, India, China
and South Africa - in the Russian city of Ufa.

The summit is a showcase for Russian
President Vladimir Putin, and comes at a
time when Moscow’s ties with the West are
strained because of the Ukraine crisis.

Kundapur Vaman Kamath, 67, a former
executive with India’s largest private bank,
ICICI Bank, was appointed president of NDB
in May this year. The bank is headquartered
in Shanghai, China. The bank, which the
BRICS countries see as an alternative to the
World Bank, will have its capital expanded to
$100 billion within the next couple of years.
It plans to issue its first loans, yet to be

agreed, in April - a plan K V Kamath said was
on track.

“We will explore resource raising on vari-
ous markets - hard currency markets and
local currency markets,” KV Kamath said in
an interview in Ufa.

He added that the NDB will seek interna-
tional and local agencies ratings - a neces-
sary step for issuing debt. “We are a clean
sheet of paper, so I will get to Shanghai this
week, (or) next week and we will sequence
it,” KV Kamath said when asked on timing for
getting ratings cleared.

Russia has been hit by Western sanctions
over its role in the Ukraine crisis, measures
that limited access to foreign financing for
many large firms and banks, such as the
state oil company Rosneft, private gas pro-
ducer Novatek and Russia’s biggest bank,
Sberbank.

KV Kamath said that the NDB should not
be viewed as a tool to help sanctions-hit

companies but said the bank will look at
requests from Russian companies. “We are
not looking at it in that context at all ... We
will look at any proposal that the govern-
ment or entity in the country wants us to
look at,” he said.

Russian Finance Minister Anton Siluanov
told reporters this week that some projects,
such as a request by Rosneft for financial
support, may be listed for possible NDB
funds.

KV Kamath added that there were no
specific deals yet in the pipeline and no limit
had been set on the size of loans. The size of
the loan “will depend on what is the struc-
ture of the loan, what is a need of a borrow-
ing country and then we will look at it,” he
said.

“Our mandate is very wide... We
believe that development happens in
infrastructure so primarily we are focusing
on that.” —Reuters

UFA:(From left clockwise): President of China Xi Jinping, South African President Jacob Zuma, Brazil’s President
Dilma Rousseff, President of Russia Vladimir Putin and Indian Prime Minister Narendra Modi meet during a
working breakfast of the BRICS (Brazil, Russia, India, China, South Africa) summit in Ufa, Russia yesterday.—AP
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India’s 2-speed inflation 
strains country’s 

indebted companies
MUMBAI: Indian firms battling towering debts are calling for
more interest rate cuts as they worry the central bank is tying
monetary policy too much to consumer inflation and ignoring
the longest streak of wholesale price falls on record. Reserve
Bank of India (RBI) Governor Raghuram Rajan in 2014 started
using consumer prices as the bank’s key inflation measure to
focus policy on ordinary Indians. This year, the link between
consumer prices and monetary policy became even stronger
as the RBI formally adopted an inflation-targeting regime.

But a growing divide between consumer and wholesale
inflation has revived a long-standing debate on which inflation
measure should be used to determine India’s interest rates.
The wholesale price index (WPI) has been falling since late
2014, dragged down by lower energy costs, while the con-
sumer price index (CPI) is currently at 5 percent.

The RBI has cut interest rates three times this year as corpo-
rate profits shrank and companies small and large shied away
from new investments. But India’s hundreds of indebted com-
panies are saying that’s not enough. They argue the RBI has
room to further ease policy, as the WPI has dropped for an
unprecedented seven straight months.

“It may not be suitable to be focused on only one (inflation)
index at a point in time,” said R. Shankar Raman, chief financial
officer of infrastructure conglomerate Larsen & Toubro.

“Just as focus on WPI alone is not going to serve the pur-
pose, focusing on CPI alone is also not going to serve the pur-
pose,” he added, referring to kick-starting economic growth.

That echoes the argument made by India’s chief economic
adviser, Arvind Subramanian, who last month suggested that
in “unusual times” of stress, a policy based on consumer
prices alone may not reflect firms’ realities. Rajan has not
publicly spoken about the discrepancy, but some policymak-
ers have attributed the widening gap between the two
indices to commodity prices, and not to deflationary forces in
the economy.

The RBI could not immediately comment. The reality is low-
er interest rates reduce the cost of borrowing. In India, bank
loans continue to form the lion’s share of corporate financing,
even though fund-raising in the equities market, for example,
has increased this year.

Indian companies, particularly small and mid-cap firms, car-
ry Asia’s biggest debt burden because of their aggressive bor-
rowing in the boom years after the 2008 global crisis. Total
debt for listed Indian companies excluding financials fell only 4
percent to $368 billion in the year ended in March 2015.
Adding to their woes, banks have yet to pass on most of the
RBI rate cuts. The central bank has reduced its policy rate this
year by a total of 75 basis points to 7.25 percent. But banks
have cut their rates by an average of 25 to 30 basis points,
reducing incentive for companies to increase investment.

MONSOON
Rajan ended the RBI’s decades-long focus on wholesale infla-

tion in January last year. At that time, CPI was 8.79 percent,
much closer to wholesale inflation of 5.11 percent. But that deci-
sion is now coming under increasing scrutiny as firms struggle
and Rajan has tied any  additional easing to how food prices
react to the current monsoon season. That is prompting concern
he is turning cautious on rate cuts despite a struggling corporate
sector and an unprecedented period of deflation as measured
by the WPI, which is less affected by food and energy costs and
does not reflect the services sector. —Reuters


