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Rising inflation globally gives the markets the jitters

On February 1st 2018 the Finance Minister, Mr. 
Arun Jaitley, presented the annual budget for 
the financial year 2018-19. Minutes after he 
proposed the introduction of LTCG, the coun-
try’s leading stock markets- the NIFTY and the 
BSE Sensex crashed. The correction in the 
stock markets continued for another 2 weeks.

While the correction in stock markets were 
quickly blamed on the LTCG, there were other 
factors that sustained the crash. The LTCG is 
for long term investors while the daily fluctua-
tions are more due to the daily trades, which 
attract an STCG or Short Term Capital Gains 
Tax. The STCG had been in existence prior to 
the budget and was left as-is in the budget. 
Therefore, the market crash due to the intro-
duction of LTCG was just a reaction.

So why did the Indian stock markets continue 
to crash? The markets crashed across the 
world and the Indian stock markets followed 
the trend. With the oil prices rallying over the 
most of last year, the bond yields across the 
world began rising. The rising bond yield made 
bonds a more attractive asset relative to equi-
ties. Thus money exited equities causing equity 
markets across the world to correct. Relatively 
the Indian markets’ crash was less drastic com-
pared to the other economies’. However, this 

correction is temporary and world economies 
are expected to continue growing thereby 
leading stocks to rally. 

India:

The economic parameters of India for the 
month of January 2018 has been positive.  The 
services sector, which is the biggest contribu-
tor for the GDP growth of India has been grow-
ing after remaining flat for the month of 
November 2017. The economy is seen shaking 
adapting to the structural and disruptive 
changes introduced in the last financial year 
such as the GST. While the adaptation has 
been slow, the positive effects can be seen in 
the long term. Manufacturing activity as mea-
sure by PMI is also positive. The IIP for the 
month of December 2017 stood at 7.1% com-
pared to 2.6% in Dec 2016. 

Similar to the rest of the world, the inflation in 
India has been rising. The inflation as mea-
sured by CPI is 5.21% for the month of Dec 
2017. This high level of inflation was not seen 
since 2014. The WPI inflation is at 3.58%, which 
is still comfortable. The RBI would like to main-
tain inflation at 4% ± 2%. However, there is a 
risk of rising inflation.
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Oil prices could seen going up. Oil has the  larg-
est share of India’s imports. Simultaneously, 
the Rupee value also has been weakening over 
the past month. Apart from these, certain 
reforms have been introduced in the Budget 
that could impact inflation- namely the raising 
of Minimum Support Price to 1.5 times the pro-
duction cost. 

European Union/ United Kingdom:

The inflation rate of European Union and 
United Kingdom for the month of Dec’17 is 
1.4% and 3.10%. Developed countries would 
prefer an Inflation rate of above 2%.  Therefore 
UK is comfortably in a position to raise interest 
rates. The Bank of England hinted at raising 
interest rates in the coming months. However, 
this is subject to the growth in the economy.

European Union was also expected to raise 
interest rates considering a robust and sus-
tained growth in the economy through the last 
year. Although the head of the European Cen-
tral Bank has tried to play down the likelihood, 
the buying of government bonds by the ECB 
would be tapering off. The European Central 
Bank for now is keeping its interest rates fixed 
at 0%. 

Japan:

The Japanese stock exchange, Nikkei 225, 
corrected the most among the Asian Indices. 
The Index which ended at a high of 24,124 on 
24th Jan 2018 reached a low of 21,154 on 14th 
Feb 2018 or a correction of 13.3%. Since 
second half of January 2018, Asian stock indi-
ces experienced weakness and some of the 
biggest sell offs happened in Japan, China and 
India. 

However, the PMI indicators suggest that the 
economy is expanding. Service sector which 
constitutes 60% of the economy has been 
growing. Positive Service PMI indicates that the 
economy is stabilising. Core Inflation rate of 
Japan is 0.9% for Dec’17. Interestingly, the 
Unemployment rate which stood at a multi 
decade low of 2.7% in the month of November 
2017 has increased marginally to 2.8% in 

December 2017. Manufacturing activity in 
Japan has been picking up rapidly. The Japa-
nese economy is export dependant, so a weak-
ening of Yen in the Global markets is one of the 
factors that the Government and Bank of Japan 
are working towards. The weakening yen has 
played a big factor in the improving manufac-
turing and export activity. 

United States:

The US economy is quite stable, as observed 
by the Federal Reserve in its last policy meet. 
The inflation is also over the 2% mark. These 
factors will prompt the Federal Reserve to 
raise interest rates in the coming year. There 
have been indications that the Federal Reserve 
might increase interest rates thrice a year, 
although the Federal Reserve kept interest 
rates unchanged in the latest policy meeting. 

Owing to rising inflation in the US, the yield of 
treasury bonds will rise. Towards the end of 
January 2018, US treasury bonds had a yield of 
2.88%. The US Treasury bonds have not seen 
this high a yield since 2014. This was one factor 
that made US bonds more attractive. 

Easier availability of credit from central Banks 
has been boosting the economies and there-
fore the stock markets over a decade. The US 
Federal Reserve maintained an interest rates 
at 0.25% through most of this decade. This 
easy availability of credit fueled growth for the 
developed economies. 

In the month of January some of the big corpo-
rations including Alphabet, which owns 
Google, and Apple reported marginal decline 
in earnings. With the prospect of Federal 
Reserve raising interest rates, the growth in 
profits of these companies also becomes diffi-
cult. This reduces the valuation of these com-
panies marginally, which in turn leads to a 
decline in the stock markets. 

This resulted in decline of Equity market start-
ing from US, and this effect was seen world-
wide, due to which the correction in markets 
was seen. 
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Latin America:

One of the biggest beneficiaries of the com-
modity rise in the world economy is Latin 
American economy, owing to the dependant of 
exports on commodity.  Brazil which is the larg-
est economy of the region has been expanding 
slowly out of the sluggish growth seen in the 
last year. The services PMI of Brazil for the 
month of Dec was 47.4 which was a rapid 
decline, but the PMI for Jan has neither 
increased nor declined but remained flat at 
50.0. Manufacturing has picked up. Overall, the 

Brazilian economy has been progressing. 

About one year ago, Brazil grew out of its worst 
recession in recent times. Although it did has 
managed to sustain its growth, the recovery 
has been shaky. Brazil would be holding elec-
tions in October 2018. The outcome of these 
elections will determine the future policies that 
the economy of Brazil will be adapting. Latin 
American economies are slowly shifting from 
leftist to rightist Government, so investments 
can be expected to pick up in the region.

Equity
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Equity markets rallied through the month of January reaching to all time highs crossing 11100 
mark. Positive global cues,  and quarterly corporate earnings and growth in Banking and other 
sector stocks aided this rally. 

However, a weakness in the Asian Stock Markets Equities from the second half of January 2018 
led to the stock markets losing. The fear of higher interest rates and impact of rising inflation in 
the US led to the selloff in global markets. Potentially higher bond yields also dampened senti-
ments in US markets affecting Indian Equities. Foreign institutional investors sold equities worth 
Rs 1,263.57 crore on 5th Feb, which also added for Nifty’s Crash.  

Owing to the rising bond yield of US treasuries, the FII outflow from India has been close to  ₹6710 
crores in the first half of February 2018.

However, Indian stocks markets were overvalued prior to the crash. Thus, a correction of this sort 
is more beneficial in the long term.

Equity 05

Fig 1: The NIFTY over the last 2 months
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Fig 2: Oil markets in the past 2 months

Oil is the most important constituent of Indian import basket, and over the past half year the oil 
markets have seen a rapid growth owing to persistent production cuts by OPEC as well as declin-
ing inventory levels in United states.

Oil prices rallied for the Month of January 2018 reaching to new highs since 2014. 
Oil prices rallied after the U.S. government reported the tenth straight weekly drop in U.S. crude 
stockpiles by, 1.1 million barrels after which the U.S. crude Oil prices topped $65/ barrel on 25th 
Jan 2018 for the first time since December 2014.

Oil prices fell sharply after the U.S. government reported crude stockpiles rose by 1.9 million bar-
rels. U.S. crude fell to a one-month low on 7th Feb at 61.79 $/ barrel. With production cuts sus-
taining in OPEC & Russia and the increased production US oil production, the oil markets can be 
expected to stabilize.
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Copper (tonne)

Nickel (tonne)

WTI Crude Oil 1 month 
futures (barrel)

Natural Gas (MBTU)

Zinc (tonne)

Commodity (quantity) Projection (fortnight)

6,907

13,250

58.95

2.61

3,438.50

Price (USD)

Ranged

Ranged

Ranged

Ranged

Ranged to Positive

Table 1: Commodity Prices as on 13th February  2018
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Gold prices for the month of January 2018 rallied owing to economic events. Gold prices on 25th 
January 2018 edged to their highest at 1360 $/ tr.oz since August 2016, as the US dollar hit 
three-year lows after comments by US Treasury secretary Steven Mnuchin that he welcomed a 
weaker currency. Gold has an inverse relationship with the US Dollar, a weakening US Dollar 
strengthens Gold.

Gold prices were affected after US Federal Reserve kept interest rates unchanged but said infla-
tion likely would rise this year and hinted at “further gradual” rate increases. 

Commodity (quantity)

Gold (tr.oz.)

Silver (tr. Oz.)

Platinum (tr. Oz.)

Price (USD) Projection (fortnight)

1,329.40

16.61

979

Ranged to Positive

Ranged to Positive

Ranged

Table 2: Precious Metal Prices as on 13th February 2018
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Fig 3: Gold prices over the last 2 months
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Volatility is expected to persist in the global economy in the short term. The P/E ratio of the Indian 
markets are still high, thus the upside of the equity of equity markets is till limited. More correc-
tion will be needed for the markets to trade at par. However, with the economy adapting to the 
structural changes introduced by the government last year, the markets can be expected to rally 
in the medium to long term after correction. Best to stay invested for the long term rather than 
trade. Investing through an SIP will help manage volatility in the portfolio.

With the government set to borrow further, the availability of Government bonds in the market 
will also increase. Increased availability of Govt of India bonds in the markets will weaken bonds 
briefly. However, rising yields will make bonds attractive. Additionally, the relatively higher infla-
tion will make bonds yields rise further. It would therefore be best to invest in medium duration 
bonds

Volatility in the global markets will aid gold prices. Further volatility is expected from the  US Gov't 
shutdown. While gold may be expected to rally, it should not be invested in as an asset for 
returns. It is best to keep 5-10% of portfolio in gold as a hedge.

Investment Strategy



A quick look at the economic events that are taking place across 
the world and the likely outcome.

US

EU

Asia Pacific

India

Country/Region Impact(Projected)Event

US keeps interest rates unchanged

European Central Bank announces 
easing of bond-buying

China begins pruning debt

Budget proposes raising MSP to 
1.5x production costs

US Dollar strengthens

Indian inflation rises

•

•

Euro Strengthens•

Gold weakens•

Yuan strengthens•

Bank of England keeps interest rates 
steady

GBP weakens•

Global Economy



ArthaYantra was founded with the mission to make high quality financial advice available to 
everyone irrespective of their wealth status. Our award winning platform, Arthos, uses artificial 
intelligence based system and complex neural networks to generate advice across Investments, 
Expense management, Insurance, Loans, Estate planning, and Taxes. The advice itself is 
explained by a certified personal advisor. We are the only fintech startup globally to have been 
recognised by Gartner for digital innovation. Winner of Red Herring Global Top 100 startup 
award; Among the top 35 Fintech company in Asia as per Finovate, and NASSCOM emerge 50 
Award. Since our launch, we have helped more than 1,80,000 customers across 650+ cities and 
30+ countries.

Visit corporate.arthayantra.com to see how ArthaYantra can help employers with financial well-
ness program as employee benefit.

 
© 2018 ArthaYantra Corporation Pvt. Limited
All Rights Reserved.
www.arthayantra.com

This material has been prepared for general informational purposes only and is not intended to be relied upon as investment advice. Please refer 
to your advisors for specific advice.
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3rd Floor, Sai Galleria, Plot No. 472, 
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Tel.: +91-9100123693 | e-mail: care@arthayantra.com
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developments can turn out to be different owing to circumstances beyond Arthayantra’s control and knowledge. Arthayantra does not take any 
responsibility for investment or business decisions taken by readers on the basis of reports and articles published in the newsletter.
Readers are expected to form their own judgments. Unless explicitly stated otherwise, all rights reserved by M/s Arthayantra Corporation Pvt. Ltd. 
Any printing, publication, reproduction, transmission or redissemination of the contents, in any form or by any means, is prohibited without the 
prior written consent of M/s. Arthayantra Corporation Pvt. Ltd. Any such prohibited and unauthorized act by any person/legal entity shall invite civil 
and criminal liabilities. All disputes are subject to the courts of Hyderabad Jurisdiction only.
All information provided is on "as is" basis and for information purposes only. Kindly consult your financial advisor to verify the accuracy and recen-
cy of all the information prior to taking any investment decision. While due diligence is done and care taken neither Arthayantra Corporation Pvt. 
Ltd nor  www.arthayantra.com are liable for any information errors, incompleteness, or delays, or for any actions taken in reliance on information 
contained herein.
This newsletter is purely intended for internal circulation of our users only
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