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Investments are rising and so too will the interest rates

Monetary Policy

As investment picks up, so does consumption. 
As consumption picks up so do the prices of 
goods and commodities. This is better known 
as inflation. So if prices begin to rise rapidly, 
what can the central bank do? It can make 
money scarce in the market by raising interest 
rates. With lesser amount of money, the 
demand for goods and commodities decline 
and the inflation is contained.

European Union/ UK:

Typically developed economies target their 
inflation rate at about 2%-this includes the EU 
and UK. While on one hand the EU hasn’t been 
able to reach the 2% inflation mark for many 
months, the British economy achieved an infla-
tion of 3.1%. Due to Brexit, the British Pound 
has weakened against the Basket of curren-
cies, which implies importing in Britain 
becomes costly. This has contributed to 
growth in the Inflation which stands at 3.1% for 
the month of Dec 2017. However, as the Brexit 
British economy is also at the risk of weaken-
ing the Bank of England has maintained inter-
est rates, despite the high Inflation. 

The European union on the other hand grew 
since early 2010’s primarily due to  cheap 
credit. The European Union is one of the very 

few economies that maintains a 0% interest 
rate. This easy credit boosted economic activi-
ty. Manufacturing PMI for December stood at 
multi year highs of 60.6 The composite PMI 
which is at 58.1 is also a multi year high. 

Judging by these factors European Central 
Bank suggested to roll back the €2.55 trillion 
asset-purchase program by September 2018, 
which means it will be advancing its first inter-
est rate hike since 2011.

Japan:

The Japanese economy has been battling 
deflation since the 1990’s and it was further hit 
by the great recession of 2008. The Bank of 
Japan and the current ruling party of Japan 
have proposed aggressive measures to raise 
the Japanese Economy, primarily by targeting 
the inflation. First, the government of Japan is 
trying to  weaken the Yen, thereby making 
Imports costlier and making exports more 
competitive. Secondly the government aims to 
boost consumption through a landmark pro-
posal to reduce taxes of companies that signifi-
cantly increased wages of its employees. By 
increasing the wage growth, consumption 
power increases, thereby pushing up the infla-
tion. 
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With these measures, core Inflation of Japan is 
at 0.9% while the Manufacturing PMI for the 
month of December 2017 is at 54.0. The wage 
growth is also flat at 0.9% 
The effectiveness of these measures can be 
seen only in the coming months.

United States:

Core Inflation of United States is about 2.2%. 
Number of jobs added in the month of Decem-
ber was 148,000 compared to 220,000 jobs in 
the month of November. Unemployment rate 
of 4.1% is the lowest since even before the 
Great Recession. In December, expansion in 
economic activity of Service sector was slower 
compared to November, while the Manufac-
turing activity picked up faster. Over the past 
month US dollar has been weakening and one 
of the reasons for the weakening is due to 
political uncertainty. In the southern part of 
United states, Alabama has traditionally sup-
ported the Republicans, but last month 
Alabama made history by electing a Democrat 
as its senator. This in turn means that Presi-
dent Donald Trump, who is a Republican has 
reduced support for passing resolutions 
through the House of Representatives. 

The Federal Reserve expects to increase inter-
est rates twice in 2018 and once in 2019. These 
factors suggest that US economy is not grow-
ing as fast as the markets would expect it to 
grow, and hence US dollar is losing its strength 
in the Global market boosting the commodity 
prices as well as strengthening the Indian 
Rupee.  

Asia-Pacific/China:

China’s economic activity in December 
expanded at a faster rate compared to Novem-
ber. Composite PMI stands at 53 in December 
compared to 51.6 in November. This indicates 
a much faster pick up in economic activity. 
While the Chinese economy is expected to pick 
up pace, there is still a general weakness in the 
South-East Asian economies. Manufacturing 
activity for south-east ASEAN economies 
declined in December. However, with the 
Chinese economy growing, the South-East 

ASEAN economies can also be expected to 
strengthen. The Chinese GDP is expected to 
grow by 6.5% this year. The Philippine GDP is 
also expected to grow by 6.7% in 2018, while 
the Indonesian economy has crossed the $1 
trillion mark. 

Latin America:

Brazil, the largest economy of Latin America 
was experienced very high inflation and a 
recession from 2014 to most of 2016. The Bra-
zilian economy expanded first time in three 
years in the quarter of January to March 2017. 
The growth has been possible due to the 
reforms taken by the President Michel Temer 
and Central Bank of Brazil. Due to few corrup-
tion charges, in the upcoming elections it 
seems unlikely that Brazil’s current president 
Temer will be re-elected, and hence the 
reforms undertaken over the last year may be 
in jeopardy.
Most of the Latin American economies had 
elections recently, and there have been shifts 
in the political inclinations of the economy. 
Through most of the last decade, Latin Ameri-
can economies were left leaning. But, recently 
with Chile’s elections, Latin American econo-
mies adopted to rightward shift, which means 
investment activity can be expected to pick up. 
Consequently, Latin American economies can 
witness a stronger growth aided not only by 
the rising commodity prices globally, but also 
through Govt spending as well. Therefore, we 
can expect Brazil to be one of the fastest grow-
ing economies.

India:

Manufacturing activity expanded quickly in the 
month of December 2017. The manufacturing 
PMI for December 2017 reads 54.7, whereas 
Composite PMI reached at 53.0 in December, 
compared to 50.3 in November. Composite 
PMI is the highest since 2014. This is an indica-
tor of Indian Economy shaking off the effects 
of Demonetisation and GST. However, with the 
rising crude oil prices, inflation as measured by 
CPI and WPI are both high. The WPI inflation 
stands at 3.93%, while the CPI stands at 4.88%  
for the month of November.



Monetary Policy 04

Fig 1: India’s GDP growth last 4 quarters

The RBI would like to maintain interest rates at 
4% ± 2%. With oil markets picking up, inflation 
is also expected to go up. With inflation picking 
up in the coming months, RBI can be expected 
to raise interest rates. Over the past year the 
growth of India’s GDP quarter wise has seen a 
decline and then a rise (Fig 1). The decline in 

Quarters of Jan- Mar 2017 and April-June 2017 
has been due to the effects of demonetisation 
of November 2016. The Indian economy grew 
by 6.3% GDP in the quarter of Jul-Sep 2017. 
Overall the Indian economy is expected to 
grow about 6.2%  for the year. 
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The Organization of the Petroleum Exporting Countries (OPEC) and Russia agreed to production 
in November 2016. With increasing compliance by OPEC members and Russia led to a reduced 
supply. SImultaneously, emerging markets saw a revival in demand for crude oil while US oil 
inventories declined. All these factors led to rallying of oil prices from Mid 2017. The oil markets 
gained through the latter half of 2017 with WTI crude oil breaching the $60 mark and reaching 3 
year high values in January 2018. As of 17th Jan 2018, WTI crude stood at $63.97/barrel. 

With the OPEC continuing the production cuts and demand for oil picking up, oil prices can be 
expected to rise in the coming months.

Manufacturing Activity across the world was seen picking up over the past quarter due to increas-
es in commodity prices. Metals such as copper, zinc and lead had been in decline till mid June 
2017 but strengthened through the second half of the calendar year 2017. 
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Fig 2: Oil and Copper prices the past year
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Copper Prices

Copper (tonne)

Nickel (tonne)

WTI Crude Oil 1 month 
futures (barrel)

Natural Gas (MBTU)

Zinc (tonne)

Commodity (quantity) Projection (fortnight)

7,078.50

12,460

60.09

3.25

3,396

Price (USD)

Ranged to Positive

Ranged

Ranged

Ranged to Positive

Positive

Table 1: Commodity Prices as on 17th January  2018



Fig 3: Gold prices in the last year

The last year emphasized the USD - Gold’s inverse relationship. Due to multiple events related to 
the United States the US Dollar weakened, which in turn resulted in gold prices rallying over the 
last year.

In the past year, tensions between North Korea and the United States, the threat of a US Govern-
ment shutdown due to budget deficits and the dismissal of FBI director James Comey had 
induced uncertainty in the US Dollar resulting in spikes in the Gold value as seen in Figure 3.

More recently, Gold rallied after the recent victory of Democrat Doug Jones in the elections in 
Alabama. This increased in the ability of President Donald Trump to push through. Gold further 
benefited from lower U.S. yields and a much weaker U.S. dollar into the year-end.
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Commodity (quantity)

Gold (tr.oz.)

Silver (tr. Oz.)

Platinum (tr. Oz.)

Price (USD) Projection (fortnight)

1,337.35

17.21

1,001

Ranged to Positive

Ranged to Positive

Ranged

Table 2: Precious Metal Prices as on 17th January 2018
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Equity markets rallied throughout the last year. Nifty began the year from the 8200 mark in Janu-
ary 2017 and crossing the 10000 mark in July. The volatility of the stock markets increased since 
then.
The stock markets reached an all time high as the new year began. Nifty closed  at 10819 on 18th 
Jan 2018- a 29% growth over a period of 1 year.

After the demonetization exercise of November 2016 and the introduction of GST in July 2017 the 
service industry, which is the dominant industry of the Indian economy, was affected. In the third 
quarter of FY 2018 (Oct-Dec-2017) the economic indicators suggested that the service industry 
resumed growth. This was also reflected in the improved earnings of companies in the previous 
quarter. 
 
With the BJP winning key elections in Himachal Pradesh and Gujarat, the markets perception of 
the ability of the government to push more reforms improved. This in turn contributed to the 
rallying of the stock markets towards the end of the year.
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Fig 4: Nifty in the last year
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With the earnings of companies improving in the previous quarter, the stock markets rallied. Fur-
ther rallying depends on the budget for the next financial year to be presented in February. 
Historically, higher oil prices have had an adverse effect on Indian stock markets. With the brent 
oil prices crossing the $65/barrel, volatility and a possible correction in the Indian markets can be 
expected. However, over the long term, stock markets are expected to rally. It is best to hold 
equity for longer duration.

With the Government set to borrow Rs. 20,000 crores to fund fiscal deficit, bond yields began 
rising. With the rising oil prices globally, the inflation of India is also set to increase. When the 
inflation rises, the RBI tends to raise interest rates. Longer duration bonds become less attractive 
with rising interest rates. However, with bond yields rising and India’s credit rating improved by 
at least 1 global credit rating agency, foreign investment in government bonds can be expected 
to increase. It is therefore best to have bonds of medium duration in the portfolio.

With the Federal Reserve stating that it will be raising interest rates twice  in 2018 and the weaker 
than expected wage growth in the US markets, the uncertainty in the US economy has spiked. The 
weakness in the US economy weakened the dollar making it one of worst performing currencies 
last month. Gold rises in times of uncertainty. With weakening dollar, gold will strengthen. It is 
good to keep gold as a hedge in the portfolio by limiting gold to 5-10% of portfolio.

Investment Strategy



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

US

EU

Latin America

India

Country/Region Impact(Projected)Event

Alabama elects a Democrat senator

ECB to roll-back the €2.55 Trillion 
bond buying

Latin American countries elect 
rightist Governments

Government amount reduces 
borrowed to ₹20,000 Crore

Dollar weakens

Rupee strengthens

•

•

Euro Strengthens•

Gold Strengthens•

GDP growth to pick up•

Latin American currencies 
strengthen

•

Equity Markets Rally•

Global Economy



“Financial wellness means freedom from financial stress and debt, enjoying life and 
being prepared for emergencies.”

In a fast paced business world, organizations and their employees are being stretched to over-
achieve their business goals. In the process employees face huge amount of stress that affects 
their health and longevity which could be attributed to work related stress.  One of the other 
stress that is much ignored is the ‘financial stress’ faced by employees. Employees may be 
stressed over organizational shifts, market conditions, personal life events, or changes in bene-
fits.

It has been proven that one of the many reasons for bad health & low productivity among 
employees in any organization is “financial stress” due to lack of, and/or, bad financial planning. 
This aspect has a big impact on the productivity of employees as they carry this stress to work-
place. In fact, financial stress leads to mental stress which impacts health and not the other way 
around as many believe.

How does it impact your organization?

Employees who are stressed about their personal finances are both less productive and in a 
worse financial shape than other employees. Some of the differences include being nearly five 
times more likely to be distracted by their finances at work, twice as likely to spend three hours 
or more at work dealing with financial matters and three times more likely to spend five hours or 
more.  Stressed employees are also twice as likely to miss work on account of their personal 
financial issues and more inclined to cite health issues caused by financial stress. Not surprisingly, 
financial stress also has a dramatic impact on retirement savings and credit card debt. 
(Source: PWC Financial Wellness Survey, 2017, USA)

Financial Stress & Employee Productivity – Time for organization 
to wake up and smell the coffee

Blog



ArthaYantra’s Research has proven that financial stress impacts productivity of at least 40% of the 
employees and the financial preparedness levels are very low. It has also shown that 58% of 
employees are unable to meet their monthly expenses and 3 out of 4 employees are not pre-
pared for a loss of job. In a world where retirement age is fast shrinking these factors will only add 
to the existing stress. Organizations across the world are now waking up to this new age reality. 
It would be prudent for organizations to focus on this aspect to enable their employees be finan-
cially secure and stable. A happy and stable employee is a productive employee.

How can we help?

Our goal is to empower employees to make educated decisions to improve their financial well-be-
ing.

AY’s has developed a unique program called the “ArthaYantra Financial Wellness” program that 
helps corporate employees deal with this stress. This program aims to help employees plan their 
personal finances using technology and human interface to enable them to meet their financial 
goals. This program is designed from months of experience of having delivered financial wellness 
to many corporates such as TVS Motors, Polaris, Aegon and many others. We have the capability 
to deliver to both white and blue collared workers. This program is delivered at the workplace 
with the cooperation of the management and the HR teams.

How does the organization benefit?

For employees: We have seen financial wellness score of these employees improve over a period 
of time thereby leading to reduction of stress. A financially stable employee is always a productive 
employee. Having taken care of one of the key elements of an employee’s life, he remains 
engaged at work and remains free of stress.

For employers: The impact of this program is multifold when the management sponsors the well-
ness program on behalf of the employees. This is an excellent tool to demonstrate the honest 
intent of the organization to show their employees that they are concerned for their well-being. 
This improves the stickiness of the employees and enables a strong bonding with the organiza-
tion. An engaged employee is always a productive employee. This has a direct impact on the 
bottom lines giving an immeasurable ROI in the long run.
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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.
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