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Types of Loans - GK Notes for SSC,

Banking & Insurance Exams

Nowadays, take up SSC, banking or any insurance exam they all ask questions related to
different types of loans. We all have heard about the very term but only a few of us
understand it's meaning. In this article we will provide you with complete knowledge
about different types of loans along with their definitions in accordance with the trend
followed by various government, SSC, banking or insurance exams. Read this article
thoroughly as an understanding of different kinds of loans is important not only if you
are an aspirant but also if you are planning to make any financial decision or

investment.
What are Loans?

Foremost, you need to know the definition of a loan. A loan is an amount that you
receive from a bank or any financial institution in exchange of future repayment of the
Principal, with Interest. The principal amount is what you borrowed, and the interest is
the amount charged for receiving the loan. Loans generally fall in 2 categories

depending on the security -

o Secured loans - Loans that are protected or covered by an asset. It involves
pledging an asset (such as a car, boat or house) as collateral for the loan. They are
the best way to acquire large amount of money at a time. Examples of secured
loans are -

- Mortgage
- Home Equity Line of Credit
- Auto Loan (New and Used)
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- Boat Loan

- Recreational Vehicle Loan

o Unsecured Loans - These are the opposite of secured loans. If the borrower
doesn't pay back the unsecured loan, the lender doesn't have the right to take
anything in return, which is why the interest rates are considerably
higher. Examples of unsecured loans are -

- Credit cards

- Personal lines of credits

- Student loans

- Personal (signature) loans

- Some house improvement loans
Types of Loans

1. Personal Loans - A personal loan is a kind of unsecured loan that is taken to
meet the current financial needs of an individual. In this kind of loan, an
individual does not pledge any collateral or security.

2. Commercial Loans -This is a debt-based funding arrangement that is
undertaken between a business and a financial institution. Commercial loans are
generally used to fund major capital expenditures.

3. Subsidized Loans - These kinds of loans are generally availed by
undergraduate students who need financial assistance for their educational
expenses. These loans do not accrue interest while the student is studying.

4. Demand Loans -This is a rare type of loan and generally availed by businesses.
As per the agreement of this kind of loan, the lender can repay the loan amount in

full at any time.

Advantages & Disadvantage of Types of Loans
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The world of banking and loans is a great opportunity for financial institutions like
banks, but due to some isolated incidents, financial lending gets a bad name. Bad loans
and frauds in banks have tainted the banking profession, but by and large, you will find

that loans are a lucrative financial product for both the lender and the borrower.
Advantages

o With bank loans, you only need to worry about making your regular installment
payments on time.

e Banks don't usually monitor how you use your loan as long as you make your
payments on time, so you can invest it however you want.

« Bank loans are usually the cheapest option. The lower interest rates of will save
you money.

o Banks require borrowers to pay only the principal and interest amount on a loan
so that one retains all the business profits.

e When you use a bank loan for business reasons, the interest one pays on the loan

is a tax-deductible expense.
Disadvantages

e Some bank loans require some form of collateral, startups and existing
businesses without any assets can find it difficult to get their loan applications
approved.

o If these borrowers choose to go for unsecured loans, they are hit with higher
interest rates.

o Those who fall behind on payments face the prospect of having their assets
seized.

o Even if you manage to make late payments, your bank could still report you to

credit bureaus and that negatively affects your credit score.
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-
o With a lower score, obtaining loans in the future becomes difficult.
o Ifyou get a bank loan with a variable interest rate, the rate changes with market
conditions. This makes it difficult to determine the exact amount of future

payments.
Grim Facts - Types of Loans

In India, loan frauds typically refer to cases where the borrower intentionally tries to
deceive the lending bank and does not repay the loan. Listed below are such happenings

that India suffers from.

1. India’s liquor czar Vijay Mallya owes over Rs. 9,000 crores to IDBI Bank and
several other banks.

2. Nirav Modi orchestrated a bank fraud by illegally obtaining Letters of
Understanding (LoUs) and Foreign Letter of Credits (FLCs) from Punjab
National Bank. The fraud was to the tune of Rs. 11,300 crore and is India's
biggest fraud ever.

3. In 2015, Jain Infraprojects defrauded Central Bank of India to the tune of Rs.

2 Billion.

Now that you have read about the different types of loans, read some more articles to

keep yourself well informed.
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Inflation in India

Prompt Corrective Action by RBI
RBI Bans Allahabad Bank from Lending

Financial Inclusion in India for SSC & Bank Exams

To improve your exam preparation, practice more questions for free on Testbook

Practice.

Go to Testbook Practice

Discuss queries regarding any Government Exams with our expert and your fellow

aspirants on Testbook Discuss.

Go to Testbook Discuss
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