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Weakness in Emerging economies and growth in developed economies. 

2016 has been quite a year for an Indian investor. The 
stock markets began rallying through the first half of 
the year and then Brexit happened. However, gold 
surged and the Indian investor could still receive 
reasonable investment on returns. As the Indian mar-
kets began to revive and test new record highs, the US 
voted for a protectionist Donald Trump as the presi-
dent of the United States in November. To add more 
chaos to the confusion, `1000 and `500 notes were 
demonetized rendering 86% of the currency in circula-
tion as invalid. Owing to these, bond markets, stock 
indices and gold had all declined. Simply put, all forms 
of investments yielded poor returns last month for 
Indian investors. 

The Indian economy itself did not fare well as such. 
The Indian economy is primarily consumption drive. 
With the currency move, consumption activity 
declined. Consequently the Services and Manufactur-
ing activities also declined. The Manufacturing PMI 
reads 49.6 for December 2016 indicating there was a 
decline in manufacturing activity. However, the 
Services PMI reads 46.8 indicating a continued and 
significant decline in service activities.

Many other emerging economies were experiencing 
weakened growth as well. Consider Latin American 
economies for example, the largest economy of the 

region- Brazil- is about to enter the 3rd year of its ongo-
ing recession. Mexico, which primarily exports manu-
factured goods to the USA, saw its Q2 GDP contract last 
year. Although the Mexican GDP did grow in Q3, the 
election of a protectionist President would mean 
Mexico has to look to other markets for export of man-
ufactured goods. The manufacturing PMI of Mexico 
stands at 50.2 indicating a marginal increase in manu-
facturing activity, down from 51.1 in November 2016.

The Asia-Pacific economies too did not fare well last 
year end. ASEAN economies as such were experienc-
ing subdued growth. Singapore faced risks of reces-
sion when its GDP shrank in the 3rd Quarter. Although 
it posted a surprise growth of 1.8% in Q4, the econom-
ic outlook for the nation-state is grey. Manufacturing, 
which is the mainstay for ASEAN economies, contract-
ed in December, The ASEAN Manufacturing PMI stood 
at 49.1 in December 2016 against 49.4 in November 
indicating a further weakening. Vietnam was the 
fastest growing ASEAN economy clocking a growth of 
6.2% in Q4 comparable to China which grew by 6.8% in 
Q4. China’s services and manufacturing activities had 
seen revival a�er witnessing a slowdown for many 
months. The manufacturing PMI for China read 51.9 for 
December up from 50.9 in November. The Services PMI 
for December 2016 stood at 53.4 up from 53.1 in 
November 2016. 
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Despite the growth in activity in China, a certain of 
cautiousness must be observed. Much of China’s 
growth has been debt fuelled. Chinese debt stands at 
about 250% of the GDP. Independent sources estimate 
that about 15-20% of the debt is stressed. China’s 
o�icial figures suggest that the stressed assets are 
about 6% of the total debt. Nonetheless, the amount 
of stressed assets in China are quite high and these 
need to be reined in. The importance of reining in bad 
debt can be seen in the two large-scale economic 
events in the last decade. The first event: USA’s 
sub-prime mortgage crisis of 2008 which became a full 
scale recession with worldwide e�ects. The second 
event: Greece’s default on loans nearly threatened to 
plunge Europe into a bigger second recession.
 
The US and European Union economies are relatively 
better o� today. In December, the US posted a 
year-on-year inflation of 2.1%, exceeding the 2% target 
set by the US Federal Reserve. The inflation grew at the 
fastest rate since June 2014. Many other indicators of 
the US economy were in the green in December 2016. 
The Manufacturing PMI is at 52.4 up from 51.3 in 
November 2016. The Services PMI for December is 52.8 
up from 51.3 in November 2016. The GDP of USA is 
estimated to have grown at 2.8% in Q4 of 2016. Overall, 
Donald Trump will be leading an economy that is in a 
much better shape than the economy his predecessor 
acquired. All of these factors will encourage the US 
Federal reserve to further raise their interest rates in 

the short term and pull USA out of a low-interest 
fuelled economy. 
The inflation in the European Union for December 
2016 was 1.1% which is the highest level since Septem-
ber 2013. Unemployment rates were 9.8% in Novem-
ber 2016, which is the lowest level since Feb 2009. 
Germany, which is the powerhouse of the EU, had seen 
its GDP expand by 0.5% in Q4 and 1.8% for 2016 as a 
whole. The manufacturing activity of European Union 
picked up clocking a robust PMI of 54.9 in December. 
The services activity too was up with a PMI reading of 
53.7 for December 2016. Unlike the US Federal 
Reserve, the European Central Bank is not encouraged 
to raise its interest rates despite the many green shoots 
in the economy. The reasons being the imminent 
Brexit, elections in key member states of Germany, 
France and the Netherlands and the Presidency of 
Donald Trump.

The European Union will continue to be in a low-inter-
est climate. The interest rates were lowered primarily 
due to the debt crisis of early 2010s due to the inability 
of the Greek government to repay its debt. India will 
also face a similar crisis unless it can rein in the 
Non-Performing Assets. India currently has 12.3% of 
total loans, or `6.7 trillion, of stressed assets. The time 
taken on an average by banks to resolve a bankruptcy 
in India is 4.3 years, which is little less than thrice the 
time taken by banks to resolve insolvency in the US 
(Fig 1)

Fig 1: Time taken to resolve insolvency in India, Japan and US
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Despite the longer time taken to resolve the insolvency in India, the actual amount recovered by the banks is only 
about one-fourth of the amount lent. Banks from other major economies like Japan recover up to 3.5 times as 
much in less than 7 times the time taken to resolve the insolvency. (Fig 2)

Fig 2: Bad debts Recovered per Rupee lent.

India had 4 overlapping bankruptcy laws, one of which 
was enacted a century ago. Among the other laws 
passed, Debt recovery Tribunals were established in 
1993 under the Recovery of Debts Due to Banks and 
Financial Institutions Act to “provide expeditious adju-
dication and recovery of debts due to Banks and 
Financial Institutions” The Securitization and Restruc-
turing of Financial Assets and Enforcement of Security 
Interests Act (SARFAESI) (2002) allowed banks to 
auction the commercial and residential assets of 
defaulters. To enable banks to recover the assets, the 
RBI permitted banks to restructure the defaulter’s debt 
by converting outstanding debt as equity. However, 
these acts were not su�icient to tackle the mounting 
NPAs. A case in point being there are about 70000 
cases of `5 Lakh Crores pending in the Debt Recovery 
Tribunals. Even if the insolvency is marked as resolved 
a�er a span of 4 years, the assets sold by the bank to 
recover the debt would’ve depreciated during liquida-
tion. 

With these considerations, the Bankruptcy and Insol-
vency rules was passed in May 2016. These laws came 
into operational e�ect earlier in December. This act 

unified the four existing laws and set a time-bound 
process to recover bad debts. The debt recovery tribu-
nals will be replaced by separate tribunals for individu-
al and corporate defaulters. The process of debt recov-
ery will be carried out by Insolvency Professionals. If a 
bank initiates a bankruptcy recovery with the tribunal, 
the tribunal appoints an insolvency professional to 
create a debt restructuring program for the defaulter. If 
this plan is accepted by 75% of the debtors (banks) the 
restructuring program should be completed in 180 
days. If the restructuring is not accepted within the 
time period, the assets of the defaulter will be 
auctioned to mitigate depreciation and enable the 
debtors to recover more from bad debts.

The Bankruptcy and Insolvency rules is a step in the 
right direction. The e�ective implementation of this 
act can significantly boost India’s ‘Ease of Doing Busi-
ness” rank, the key words being ‘e�ective implementa-
tion.’ Poor implementation of the act will mean India’s 
NPAs will continue to grow and banks will continue to 
be dangerously close to a cash crunch. The last 2 times 
banks faced a liquidity crisis, the world went into a 
recession.
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Commodities
Most of the commodities rallied over the last month. More than the increased demand, commodities rallied due 
to reduced supply. Mines in South East Asia and South America had cut down their production to compensate for 
the low prices. Oil exporting countries especially Saudi Arabia and Russia faced financial crises due to the low oil 
prices due to the flooding of the oil market. Towards this end, Saudi Arabia led OPEC had agreed to reduce their 
oil production. OPEC had further reached an agreement with Russia to reduce the overall oil output. 

On 21st Jan 2016, OPEC and Russia conducted a review of the oil production targets with members claiming 
‘better than expected’ oil production cuts. However, the upside for oil is limited as African Oil exporting countries 
like Nigeria and Libya are expected to resume normal production a�er being hit by insurgency related supply 
constraints.

WTI Crude 

$/
bb

l.
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Oil will be expected to trade around the $54-$56/barrel. With the weakening rupee and a continued dependency 
on oil imports, fuel prices in India are set to go up. With an increase in fuel prices, food prices too are set to 
increase leading to a higher food inflation.

Table1: Commodity Prices (as on 19th Jan 2016) and Projections. (Source: Quandl collections)

Copper (tonne)

Nickel (tonne)

WTI Crude Oil 1 month 
futures (barrel)

Natural Gas (MMBTU)

Zinc (tonne)

Commodity (quantity) Projection (fortnight)

5709.0

10090

52.33

3.20

2775

Ranged 

Ranged 

Ranged to Positive

Positive

Price (USD)

Ranged to Positive

Equity markets in India were in the red through most of November and December. The main reasons being better 
US economic data and demonetization. Additionally the election of Donald Trump as the 45th President of US 
added more volatility to the markets.

However, markets resumed their rally a�er reaching multi month lows.  
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Fig 3: Ni�y over the last 2 months

Ni�y

With the downside e�ects of demonetization fading, FMCG companies have begun adding to their payrolls in the 
anticipation of increased consumption activity. With India being a consumption driven economy, the fading of 
the demonetization e�ects will reflect in the rallying of stocks and the stock markets.

Bullion



2017

Gold prices had been decreasing through most of November and December owing to improved economic data 
in the US. Additionally, with increased bond yields in the US more investments were made in the dollar. As the 
dollar value increases, the price of gold decreases and that resulted in the weakening of the gold.

Gold Prices

$/
tr.

oz
..

Fig 4: Gold prices over the last quarter.

As the date of Donald Trump’s swearing in neared, gold rallied with the uncertainty in policies that Donald Trump 
was expected to bring in. The slowdown in emerging economies added more luster to gold.

Gold (tr.oz.)

Silver

Platinum (tr. Oz.)

Commodity (quantity) Projection (fortnight)

1199.10

16.89

971.00

Positive

Ranged to Positive

Price (USD)

Ranged to Positive
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Investment Strategy

Global Economy

Indian bonds had been rallying through most of last year. However, demonetization along with higher bond yield 
in the US resulted flight of capital from the Indian bond market. However, bonds resumed to rally towards the 
latter half of December. Indian bonds will continue to remain attractive and the Indian bond markets will contin-
ue their rally. It will be beneficial to invest in bonds for the long term.

Gold which was seen falling towards the end of last year began rallying towards the latter half of December. Gold 
is an investment that thrives in uncertainty. The weakening of emerging economies, protectionist governments 
in developed economies, elections in key countries of the European Union will contribute to the uncertainties in 
the global economy. These will contribute to the rallying of the gold. Gold investments should be limited to 
5-10% of the investment portfolio

The equity markets which were declining through last 2 months of the year however, like other Indian assets the 
equities began to rally towards the end of December and have rallied through most of January. Equity markets 
are inherently volatile. Research has found that investors are better o� investing in a systematic plan rather than 
timing the market. Therefore investments in equity have to be systematic or invested for the long term to reap the 
benefits of investment.
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USA

European Union/UK

East Asia

India

Country/Region Impact(Projected)Event

US Federal Reserve raises 
interest rates

ECB holds interest rates

People’s Bank of China weakens 
onshore Yuan

Bankruptcy and Insolvency Rules 
of 2016 implemented fully

US Dollar Strengthens
Gold Weakens

Euro weakens

European exports 
improve

Yuan weakens, exports 
become cheaper

Lending rates of banks will 
reduce

South East Asian economic 
outlook weakens

•

•

•

•

•
•

•

US exports become 
costlier

•

Ease of doing business in 
India improved

•

Investment activity picks up•

WHY SAY ‘NO’ TO 
FIXED DEPOSITS

Conservative investors usually invest in fixed deposits to ensure the principal 
amount  invested is risk free. Instead of compounding your investment ,fixed 
deposits are eating-up your hard earned money. Surprised!!! let’s look the reasons 
behind the statement.
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Before investing look at post tax returns you are going to get .when you consider investment in FD for 1year with 
an interest rate of 7.5%. TDs will be debited from bank when the interest amount exceeds 10000 Rs also Interest 
income earned is taxable as per you tax slab. Individuals in higher tax brackets would end up paying high tax 
which would impact your net return.

Taxation

Average inflation rate in India is around 6% between 2013-2016, FD investments are giving return of 7.5% post tax 
it will be around 5.25-6% which is not even beating your inflation. If you wanted to plan for your long term Finan-
cial Goals you need to at least beat inflation returns and should consider taking risk in your portfolio.

Real Rate of return

When you consider investing in a fixed deposit for longer time horizon you are prone to reinvestment risk. When-
ever you renew your deposit you should check with the interest rate prevailing, there may be chances of lower 
interest rate. The interest rates are subject to volatility where RBI keeps changing interest rate. Planning for auto 
renewal without any goal and time horizon for the investment wouldn’t make any sense.

Reinvestment Risk

Even though we assume FD is risk free asset. there is no asset which is risk free. What if bank defaults? As per RBI 
if bank defaults you are insured maximum of 1 lakh which includes principal and interest amounts held by you.

1lakh is insured

If you are looking for short term deposits you can invest in Ultra short term or Liquid Mutual Funds which are 
giving you return of 7.5-9%.If in case the goals are for your long term you can invest in diversified portfolio which 
has equity and debt component in it.

Before starting investment consider your goals, prioritize them and plan in e�ective way that would help you in 
capital growth. Consult your Financial Planner before initiating the investments.

Alternate to Fixed deposits

Happy Investing!!
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