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Monetary Policy
Many economies are better poised than they were a decade ago
for sustained growth
The world economy had seen subdued growth
since the recessions triggered by the US subprime lending crisis in 2008 and the Greek
Financial crisis in 2010. The central banks
across the world maintained low interest rates
to boost economic activity. Today, a decade
since the Great Recession of 2008, the world
economy looks like it’s on the rise. As more
economists publish their 2018 outlooks, those
from Goldman Sachs and Barclays Plc are
proving the most bullish in predicting global
growth will reach 4% next year. The OECD is
slightly less bullish and expects the world GDP
to grow by 3.7% in 2018. A large part of this
growth is expected from the emerging economies. The developed economies are expected
to shake oﬀ their easy credit fuelled growth.
EU/UK:
In the previous quarter (Jul-Sep 2017) the eurozone’s economy once again grew faster than
the UK’s. The GDP of the EU grew by 0.6 per
cent in the three months to September, compared to 0.4% growth registered by the UK
over the same period.
The economic indicators of the EU as mea-

sured by PMI suggest very strong growth. The
composite PMI of the EU for the month of
November 2017 stands at a very strong 57.5. A
PMI reading of over 50 indicates growth. The
Greek economy too expanded for the 3rd
straight quarter, an event last seen in 2006.
The European Central Bank is to begin tapering
oﬀ the quantitative easing program that has
contributed to this growth in the coming year.
The UK is currently in the process of exiting the
European Union following the Brexit referendum last June. The UK is expected to pay
between £52-58 billion to the EU to proceed
with the next rounds of discussions. The referendum had weakened the British Pound-sterling. This along with the strengthening com1
modities had fueled inﬂation in the UK. In Nov
2017, the Bank of England raised interest rates
for the ﬁrst time in a decade to 0.5% to stem
inﬂation. The inﬂation in UK stood at 3.10% for
November 2017- the highest in 6 years. There
are fewer positive to the UK economy’s prospects compared to the EU primarily due to the
Brexit. Business investment has been weak in
the UK due to ﬁrms’ concerns about trade
arrangements after March 2019.
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Japan:
Japan’s GDP grew by 0.6% in the quarter
ending September 2017. The Japanese economy has been battling chronic deﬂation for 2
decades. The Bank of Japan and the government of PM Shinzo Abe aims to boost the Japanese economy by boosting inﬂation. Towards
this, the bank of Japan lowered the interest
rates to below 0 to boost consumption and
increase investment activity. The cheap credit
was expected to lower the value of the yen
globally and thereby boost exports.
The Japanese government recently proposed
to boost consumption and inﬂation through
aggressive measures such as lowering the
corporate tax from 30% to 20% for companies
that boost domestic capital spending and
aggressively increase wages.
Japan's economy has expanded for seven consecutive quarters, and many economists
expect growth to continue as consumer spending gains strength and export growth is expected to continue.
Private consumption fell 0.5% in July-September, also unchanged from the preliminary
reading. The Bank of Japan has targeted an
inﬂation rate of 2%, but currently the inﬂation
rate is at 0.8%. Overall, unemployment rate is
low at 2.8%, wage growth is positive at 0.6%.
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positive for the month of November. Wage
growth has been improved at 3.22%.
These improvements encouraged the US Federal Reserve to raise interest rates by 25 bps in
its latest Monetary Policy meeting. It further
stated that the policy outlook will be
unchanged for 2018.
US President Donald Trump on 8th Dec, signed
a legislation to fund the federal government
for two weeks, giving congressional negotiators more time to work out budget priorities
and thereby averting a Government shutdown.
Asia Paciﬁc/ China:
Asia Paciﬁc region is dominated by the Chinese
economy. China’s GDP grew by 6.8 % in the
third quarter compared to last year. In the
second quarter the GDP growth stood at 6.9%.
The July-September GDP growth was expected
to have been lower due to the government's
eﬀorts to cool the property market and cut
debt risks. The unexpected growth was
attributed to a boost in exports and industrial
activity. Exports in November rose 12.3 percent year-on-year, the fastest pace in eight
months. It is expected that the GDP growth will
be lower in following quarters due to the government’s initiative on lowering ﬁnancial risks
and polluting factories.

USA:

Latin America/Brazil:

The GDP of the U.S. economy grew at its quickest pace in three years, expanding at an annualized rate of 3.3%. The GDP grew faster than
initially expected in the third quarter buoyed
by robust business spending on equipment
and an accumulation of inventories. Excluding
inventory accumulation, the economy grew by
2.5%. US President Trump wants lower taxes to
lift annual GDP growth to 3 percent on a sustained basis.

The Latin American economy is dominated by
Brazil. The composite and Services PMI of
Brazil declined, while the manufacturing activity was seen picking up in the month of November 2017. The GDP growth of Brazil for the previous quarter (Jul-Sep ‘17) was 0.1% or 1.4%
annualized.
The Mexican manufacturing activity also saw
positive growth.

The US economy added 228,000 jobs in
November 2017, surpassing the 200,000-mark
for a second consecutive month. The Composite, Services and Manufacturing PMI has been

Bolstered by the growth in the economy and
low inﬂation, Brazil’s central bank cut interest
rates by 50 basis points to an all-time low of 7%
and hinted at another, smaller reduction in
February 2018.
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Brazil was under a crippling recession since
2014. The Brazilian economy was able to
expand owing to the reforms initiated by President Michel Temer. However, the continuity of
these reforms is clouded owing to the Brazilian
parliamentary elections in 2018. The Brazilian
economy is expected to expand by 1.4% this
year.
India
India’s GDP rose by 6.3% in the July-September
period, in line with independent estimates,
compared with the three year low of 5.7%
growth in the April-June quarter and 7.5% in
the year earlier. Moody’s had raised India’s
sovereign rating for the ﬁrst time in 14 years.
Manufacturing posted a strong 7% growth in
gross value added in July-September as companies built inventories and restored supply
chains after the disruption caused by the introduction of GST. The trend continued into this
quarter as well. Manufacturing PMI for the
month of November 2017 stood at 52.6.
India’s Rating
India’s sovereign rating was upgraded by

Equity

04

Moody’s to Baa2 (Investment Grade – Stable
Outlook). Local currency senior unsecured
rating was also upgraded to Baa2 from Baa3
and the short-term local currency rating to P-2
from P-3. These were the ﬁrst such rating
improvements in 13 years. The rationale
behind this upgrade is a strong acknowledgement and endorsement of structural reforms
introduced in the past three years, including
ﬁnancial inclusion, direct beneﬁt transfer of
subsidies, the demonetisation and GST implementation. The introduction of the Insolvency
and Bankruptcy codes (IBC) and the PSU bank
recapitalisation, aimed at reducing the
non-performing assets (NPAs) in the banking
system further boosted the case for India.
Monetary Policy:
The CPI for the month of November stood at
4.88% driven by rising global commodity
prices. The WPI too had increased to 3.92% for
the month. The RBI set the medium term inﬂation at 4%. Owing to the rising inﬂation, the
Reserve Bank of India kept the repo rate
unchanged at 6% in its latest credit and monetary policy review on 6th Dec 2017. The RBI’s
6% repo rate, last revised in August, is lowest in
seven years since November 2010.
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Fig 1: NIFTY50 in the last 2 months

Equity have been volatile through the months of October and November 2017, primarily due to
events occurring in India and the Indian economy.
The equity markets rallied after the World Bank Report announced the improved India’s ease of
doing business rank by 30 Places on 1st Nov, 2017. Nifty rallied to 10283.60 on 17th Nov 2017
after, Moody’s Investors Service has upgraded India’s sovereign bond rating for the ﬁrst time in
nearly 14 years, endorsing the structural reforms undertaken by the government of India.
The increased inﬂation resulted in the RBI not raising interest rates. This in turn led the stock indices to decline in early December. Additionally, the new tax laws introduced by the US led to a general weakness in the Asian markets.
One of the most important factors inﬂuencing the equity markets was the elections in Himachal
Pradesh and Gujarat. With the exit polls predicting a victory for BJP, the markets rallied on 10th
Dec 2017. With the declaration of the results, the markets rallied. Despite a victory in Gujarat, the
reduced vote share of the BJP could likely result in a change in the policy change and in turn could
dictate the equity markets in the coming quarters
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Fig 2: Gold prices since the last 2 months

Gold Prices were range bound through most of October and November. Whille gold saw a slight
appreciation towards the latter half of November, it declined in value since then. The value of gold
declined primarily due to the strengthening of the dollar. Generally, a strengthening dollar in turn
puts pressure on gold prices by increasing the opportunity cost of holding non-yielding bullion.
Through most of October and November, gold prices ranged between $1270-1290/tr.oz.
On December 5th, the US approved a major tax overhaul. Further, on 13th Dec 2017, the Federal
Reserve raised interest rates. Both these events strengthened the dollar and thereby contributed
to the decline of the gold prices in December.
The Fed has increased interest rates twice in 2017 and is still expected to raise the interest rates
three more times next year.

Bullion
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Table 1: Precious Metal Prices as on 15th December 2017
Commodity (quantity)

Price (USD)

Projection (fortnight)

Gold (tr.oz.)

1,257.25

Ranged to Positive

Silver (tr. Oz.)

15.98

Ranged to Positive

Platinum (tr. Oz.)

Commodities

894

Ranged

Commodities
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Fig 3: WTI Crude oil prices since the last 2 months

Oil prices rallied through most of November owing to growing demand and concerns in supplies.
Brent Oil rallied in the ﬁrst week of November owing to tensions in Saudi Arabia. Oil continued to
rally with decline in oil rigs count in the United States. However, oil prices dropped on Nov 15th
2017 to 55.33 $/ barrel after the U.S. government reported an unexpected increase in crude and
gasoline stockpiles.
The supply cut led by the Organization of the Petroleum Exporting Countries (OPEC) and Russia,
which is expected to last throughout 2018, has helped Oil prices rise by over 40 per cent since
June. Oil prices reached an all time high of 58.95$/ barrel on 24th Nov,2017.
Oil prices saw a sharp decline on 6th Dec, 2017 by 2.9% at 55.96 $/ barrel after US published its
Inventory data, which reported rise in gasoline inventories by 6.78 million barrels last week, the
highest level in 2017
Table 2: Commodity Prices as on 15th December 2017
Commodity (quantity)

Price (USD)

Projection (fortnight)

Copper (tonne)

6,776

Positive

Nickel (tonne)

11,240

Positive

WTI Crude Oil 1 month
futures (barrel)

57.30

Ranged to Positive

Natural Gas (MBTU)

2.61

Ranged

Zinc (tonne)

3,186

Ranged

Investment Strategy
Many events in India over the past couple of months have aided the rallying of the Equity markets. India bouncing from the slow growth of Q1 FY 2018, Moody’s upgrading of India’s credit
rating and India’s improved ranking in ease of doing business will attract more foreign investments. Additionally, the election results in Himachal Pradesh and Gujarat will further add to the
equity markets’ performance. It is best to hold Equity for Long term to capitalize on this rally.
The rising inﬂation will make the RBI more hawkish. Thus bonds of longer duration become less
attractive. However, the improved performance of the Indian economy as well as the upgrading
of India’s sovereign bond rating by Moody’s will attract more FPI purchase of bonds. Bond markets can be expected to rally with these events. It is best to invest in bonds of medium duration
for the dual beneﬁt of stability in the portfolio as well as growth.
With the WTO talks failure and the sporadic tensions between USA and North Korea, global uncertainty is likely to persist. The uncertainty amid the separation of UK from the EU will also add to
the uncertainty. These may result in corrections in the markets. Gold shines brightest in times of
uncertainty. It is good to have gold as a hedge in the portfolio to reduce losses in these times.

Global Economy
A quick look at the economic events that are taking place across
the world and the likely outcome.
Country/Region

Event

Impact(Projected)
• Dollar strengthens

US

US raises its key lending rates

• Gold Weakens
• US Stock indices rally

EU

UK to pay £50 billion settlement for
Brexit

• Euro Strengthens

Bank of England keeps interest rates
steady

• GBP weakens

Asia Paciﬁc

Japanese government proposes
aggressive policies to boost
inﬂation

• Yen weakens

India

Central Government’s political
party wins elections in Gujarat
and Himachal Pradesh

• Japanese inﬂation rises

• Rupee strengthens
• Equity Markets Rally
• Bond Markets Rally

Blog
Capital Protection Oriented Scheme: Best Of Both Worlds
Many investors may aim for both capital protection as well as the participation in the equity markets. But, is it possible? May be, Yes, with the Capital protection oriented schemes (CPOS), which
aim at principal protection at the same time oﬀer an opportunity to participate in the equity markets and provide capital appreciation.
However, it is important to note that there are no guaranteed returns or guaranteed capital protection as such. Read more to learn more.
How does it work?
A part of the investment would be invested in debt instruments maturing on or before tenure of
the scheme, this portion provides initial investment protection. Remaining is invested in Equity or
any other instruments as per the objective of the scheme, this portion of investment provides
capital appreciation.
Debt or Fixed income instruments include Bonds, T-bills and certiﬁcates of deposits (CDs). Debt –
Equity proportion is determined by yield on the bonds and the tenure of the scheme.
Let’s look at an example:
Imagine a 5 year tenure fund of Rs 100 which invests in AAA rated ﬁxed income securities with 8
% yield. To protect its capital, it should invest Rs 68.058 in these securities so that this amount
becomes Rs 100 (at 8% yield) after 5 years. Remaining fund i.e Rs 31.94, will be invested in equity
or related instruments. The value of the equity portion at the end of the tenure will be the gain.
Scenario 1: Equity markets appreciate:
If equity investment grows at CAGR of 12 % to Rs 56.28, the value of the investment at the end of
the tenure will be Rs100 from ﬁxed instrument plus Rs56.28 from equity portion, so total fund
value at end of ﬁfth year would be Rs 156.28. Initial fund value is Rs100 with a gain of Rs 56.28 or
absolute return of 56.28% or annualized return of 9.34 %.

Blog
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Scenario 2: Equity markets fall:
If the equity portion falls by 50% to Rs 15.97 by end of the tenure, then the total fund value would
Rs100 from ﬁxed instrument and the remaining equity portion Rs15.97, total fund value would be
Rs 115.97 or absolute return of 15.97% or annualized return of 3%.
In both the cases, irrespective of the equity markets direction, investment in debt instruments
ensures capital protection.
What is the Risk?
In the capital protection oriented schemes, there is no assurance that the investment objective of
the scheme will be realized and the scheme does not assure or guarantee any returns. The
scheme is oriented towards protection of the capital and not with guaranteed returns like ﬁxed
deposit. Capital protection originates from the portfolio structure of the scheme and not
from any bank guarantee, insurance cover etc.
The SEBI has mandated rating of the fund by a credit rating agency for assessing the degree of
certainty with which the objective of protecting capital can be met.
Who should invest?
It is general belief that investors who are risk averse and want to protect their capital against the
downside risk and also want to participate in the equity market or any other asset classes may
choose it as an option.
The capital protection-oriented schemes are close-ended schemes with a lock in period of one,
three and ﬁve years. Investors with a long-term perspective may look at this as an option. CPOS
are Hybrid–Debt oriented schemes and indexation beneﬁt can be used for taxation.
Even though this can be a good investment option, it may not suit every investor as the suitability
in investment products depends on one’s goals, tenure and risk appetite. Hence one should seek
a professional adviser to understand the suitability of these investment products.
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