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 Britain opens the Pandora's Box
How the UK-EU divorce is unsettling the world 
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Monetary 
Policy

The United Kingdom 
voted to exit the Euro-
pean Union.There are 
negative implications 
across the world
The European Union charter allows free movement of 
citizens and material of any of its member countries 

Global Economic slowdown of 2008, the economies of 
many of the EU member nations struggled. The Europe-
an Union’s economic powerhouses of Germany, France 
and to an extent, the United Kingdom, were able to make 
a significant recovery. This increased the migration of 
workers within the European Union to these 3 countries. 

The increase of migrants from the European Union along 
with a weak economy had triggered political forces 

prolonged campaign by these political forces, Britain 
held a referendum on June 23 2016, to exit the European 
Union- the Brexit. The result of the referendum was to 
exit the European Union. However, this was not 
welcomed across Britain itself- Scotland, South-East 
England and Northern Ireland had voted to remain in the 
European while Wales and the rest of England had voted 
to exit.

The markets world over too did not react favorably to this 
decision. Britain’s 10-year GILT fell below 1% for the first 
time. Fitch downgraded Britain’s sovereign ratings from 
AA+ to AA. S&P downgraded Britain by not one, but two 
levels from AAA to AA. The rating agencies indicated 
further cuts due to ‘an abrupt slowdown in short term 
GDP’. Brexit triggered a flight of capital from Britain result-
ing in the Pound Sterling falling to a 3-decade low, as 
seen in Table 1. Stock Indices across the world fell. About 
$2 trillion, more than the GDP of India, was wiped out 
from the markets on 24th June 2016.
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Table 1. British pound against other currencies on 24th June

Alongside Germany and France, the United Kingdom had 
a net inflow of migrants for employment in the EU. The 
United Kingdom, at the time of the referendum, had about 
3 million non-British EU citizens employed. Now, Germany 
and France will have to create employment opportunities 
to support the EU-citizens of UK as well as the rest of the 
EU. British investments in the EU will be reduced while the 
Brexit could create more populism fuelled member exits 
from the bloc. However, productivity improvements 
continue to create an environment for accelerated growth 
in the long term. The GDP growth of EU was revised from 
1.5% to 1.25% post-Brexit.

The US Dollar is viewed as a safe currency to invest in. 

The Federal Reserve of the US had considered raising the 
interest rates in June 2016 but had decided to postpone it 
owing to weak economic indicators- namely job addition. 
However, it had indicated an increase in the interest rates 
in the coming months. Now, with the increased Dollar 
value, the exports of US will become less competitive. This 
would prompt the US Federal Reserve tofurther delay the 
raising of interest rates. Although the USA’s seasonal 
adjusted GDP for Q1 was revised to 1.1% from 0.8%, the 
US economy will grow by 2.0% as against 2.5% last year

Prior to the Brexit the Japanese Yen was strengthening. 
The strong yen made Japanese exports less competitive. 
As a result, the trend of declining exports continued in 
April and May. The PMI was at a 3 year low in May. The Yen 

yen is expected to trade at 96-100 to the dollar in the 
coming months. This will continue to make exports 

at 1.7%. A stimulus package is expected to be initiated to 
boost the economy. The Japanese economy is forecasted 
to grow at 0.5%

Brexit made a major an impact on the emerging econo-
mies. In the Asia-Pacific region, many countries had their 
GDP growth revised due to Brexit. As Brexit will cause a 
slowdown in the UK, EU and rest of the developed world, 
consumption in these regions will not grow as well. Most 
of the economies in Asia-Pacific are export driven. With 
reduced consumption in the developed world, exports 
from these export-driven economies will also be hit. As a 
knee-jerk reaction to Brexit, China devalued the Yuan by 
1% last month to make its exports competitive. In the 

6.0%, revised downwards by 0.2%. Similarly Malaysia’s 
expected GDP growth was revised downwards by 0.4%, 
Thailand’s expected GDP growth was revised downwards 
by 0.4% and Indonesia’s expected GDP growth was 
revised downwards by 0.2%. China launched a stimulus 
package targeting infrastructure to boost it’salready shaky 
economy.

Since the European Union is Britain’s biggest trading part-
ner, the Government of Britain estimated that the GDP of 
UK will be lesser by 3.8-7% in 2030 because of Brexit. Brex-
ithad a negative impact not just on Britain, but on almost 
all economies across the world. 

 

GBP ⇨ USD  $  1 .3 6 1 6   -0 .0 9 4 2 9  ( -6 .4 7 6 %) 

GBP ⇨ JPY  ¥  1 3 9 .1 8 5 0   -1 3 .5 4 7 9 0  ( -8 .8 7 0 %) 

GBP ⇨ EUR  €  1 .2 2 7 3   -0 .0 5 6 8 3  ( -4 .4 2 6 %) 

GBP ⇨ AUD  A $  1 .8 2 7 4   -0 .1 0 3 9 2  ( -5 .3 8 1 %) 

GBP ⇨ CAD  CA $  1 .7 5 8 6   -0 .1 0 8 4 7  ( -5 .8 1 0 %) 

GBP ⇨ INR  R s.  9 2 .3 8 1 1   -5 .4 9 8 9 8  ( -5 .6 1 8 %) 
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Latin-American economies, are resource exporting econ-
omies.Venezuela and Brazil are among biggest exporters 
of oil from Latin America. Since oil prices have been low 
and are not showing signs of improvement, these econo-

from Latin America depend on the consumption by China. 
Brazil, the region’s largest economy, is hit by recession 

region. Brazil is forecasted to shrink by 1.7% this year.

India too had its GDP forecast revised downwards by up to 
0.6% over the next 2 years. However, it still remains the 
fastest growing major economy in the world. Immediately 

24th (1$ = 68.1758 INR). However, it has rallied since then 
to 67.155 to the dollar. This can be attributed to the surge 
in purchase of Indian rupee post Brexit. As seen in the 
chart below (fig. 1), the Indian 10-year bond yield was 
range bound prior to Brexit. However, the surge in 
purchase of Indian bonds post Brexit has led to a rise in 
the bond prices and a fall in the 10-yield.

Fig 1. 10-year bond yield last 5 months
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Point Date Yield Face Price (Rs.) 

a 15-M a r-16  7.58  96.31608  

b 12-A p r-16  7.417  101.7376  

c 14-Jun-16  7.519  100.3577  

d 13-Jul-16  7.284  103.2924  
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Commodities
On Brexit, the price of Oil fell by 6.8% from 49$/barrel to 
46.5$/barrel on 23rd June. This was primarily attributed to 
the strengthening of the dollar.

Prices of Base metals have grown over the last few weeks. 
Nickel prices grew because of a cut down in Nickel 
Production from Philippines due to environmental 
protection. Philippines accounts for one-fourth of the 
global Nickel Production. 

Oil witnessed a brief rally in price since then. However, this 
was attributed to Norwegian oil workers threatening to go 
on a strike. Oil exports from the Middle-East continue to 

price.Oil fundamentals are still weak thus the price of oil 
will remain ranged to negative.

China’s stimulus package saw an increased investment in 
infrastructure thereby increasing the demand for copper. 
This led to a rise in the prices for copper. The macroeco-
nomic data of China indicates that demand will continue 
to grow for the second half of 2016 as well.

While the rupee will retainIndian exports’ competitiveness 
globally, the strengthening of the Rupee against the 
British Pound Sterling would make Indian exports to the 
UK less competitive. Prior to Brexit, the Indian firms that 
invested in the UK had access to the entire EU market. 
However, post-Brexit, the uncertainty in terms of trade 
between UK and EU is likely to reduce their market size 
drastically and restrict their access to only the UK market. 
Indian firms with investments in the UK such as Tata 
Motors, which is owner of Jaguar, Land-Rover saw a fall in 
their share prices by almost 10% on 24th June 2016.  

India is exposed to economic shocks from across the 
world. However, the exposure isn’t strong enough to derail 
the economy. With recent initiatives by allowing FDI in key 
sectors, India’s eternal financial needs will be much 
improved. India’s productivity will also get a boost with 
access to new technology thus creating an economic 
environment for strong growth in the longer run. India’s 
GDP is forecasted to grow by 7.4% this year.



Fig 2. Copper and Nickel Prices past 3 months

CPI in India stood at 5.8% Year on Year. This was primarily driven by food prices, specifically vegetables which have 
become dearer by 7.2% Y-o-Y. However, the food grain prices have been stable due to lower prices in the global market.
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Commodity (quantity) Price (USD) Projection (fortnight) 

Copper (tonne) 4,953 Ranged to Positive 

Nickel (tonne) 10,660 Ranged to Positive 

Wheat (tonne) 156.65 Ranged 

Crude Oil (barrel) 44.19 Ranged to negative 

Natural Gas (MMBTU) 2.78 Ranged to negative 

 
Table 3. Commodity prices
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Equity

results. The S&P 500 crashed by 5.4%, HangSenglost 
2.92%, Nikkei lost 7.9%, The German DAX crashed by 6.8% 
while London’s FTSE fell by5%.

The Sensex fell by 1000 points at the opening of 24th June 
2016, following the results of Brexit. However, it rallied by a 
remarkable 400 points the same day and closed by losing 
604 points or 2.24%. Similarly the NSE too fell by 2.34%.

 

 Fig 3. Sensex during Brexit

Since then, the Sensex has continued to rally and is already more than it was before Brexit. The Sensex may be volatile in 
the short term but is expected to touch 29,000 in the coming months.
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Bullion
Gold is seen as a hedge asset. During times of poor economic growth, gold has been one of the most preferred asset class. 
As seen in Fig4, Gold prices soared overnight by 8.8% when the Brexit results were declared due to a surge in demand. 

China alone added 700 tonnes of gold to its repository over the last year in a bid to diversify its assets. China added about 
114 tonnes of Gold in May 2016 alone.

Fig 4. Overnight rise of gold prices on Brexit result declaration
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As the world economy is still dull with a weak economic growth forecasted, Gold prices will continue to rally. Other 
precious metals will also rise tracking gold.

Table 4. Precious metals prices

Investment Strategy

The United Kingdom’s decision to exit the European 
Union has sent ripples across the world. The global GDP 
forecast has been revised downwards by 0.1% in one year 
and 0.3% the next year. The real economic impact of 
Brexit is long-term rather than short or immediate term. 
During times of economic weakness, gold has and always 
will be the best hedge for the investors. It is worth having 
the exposure to gold, but not more than 5-10% of your 
portfolio.

Due to the low-risk nature of Government backed securi-
ties, the 10-year bond yield has been declining due to an 
increase in demand. In the immediate term Bond prices 
will continue to rise. With the easing of the FDI norms in 
key sectors, India’s external financial needs will be much 
improved. The technological access through the FDI will 
also enhance the productivity and thereby increasing the 
growth prospects. 

 

Bullion metal 
(quantity) 

Price (US$) Projection (fortnight) 

Gold (tr.oz) 1 3 2 3  Pos it ive  

Silver (troz.) 1 9 . 0 7  Pos it ive  

Platinum (oz.) 1 0 8 7  Pos it ive  
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Monsoons have been normal so far and are expected to 
boost rural consumption. Companies with exposure to the 
rural markets will be expected to perform well. 

AY has always recommended maintaining a diversified 
portfolio. An investor with a diversified portfolio will stand 
to gain from all the avenues of investments.

With these events in consideration, the duration of fixed 
income may be increased with an expected return of 
8-10%. An increased exposure to government debt will be 
beneficial. With regards to equity, it is recommended to 
have exposure to Indian equity. Avoid companies with a 
significant exposure to UK. Exposure to other emerging 
market is not recommended and neutral to the US equity.

Global Economy

Country/Region Event Impact(Projected) 

USA • US Presidential 
elections 

• Democrat victory: 
status quo 

• Republican victory: 
protectionist 
economy 

European Union • UK invokes Article 50 
of the EU charter to 
exit the EU 

• Crash in global 
markets 

• GBP crashes further 
• Gold prices will rally 

East Asia • Quantitative Easing 
by PRC 

• Inflation in East Asia 
• Commodity prices 

rally 
India • RBI maintains status-

quo in lending rates 
• Rupee protected 

against further 
losses against dollar 

• Inflation contained 
• Investment pickup 

will be slow 
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Here’s why one should not mix 
investment and insurance
Adequate life insurance cover is the most important 
aspect of financial planning. It is an e�icient way of ensur-
ing that the family will have enough money to meet their 
goals and maintain their life style in case of a mishap to 
the bread earner.

The insurance industry in India is dominated by three 
products: Endowment plans, money back policies and 
unit linked insurance plans (ULIPs). Despite the obvious 
benefits of term policies, they have always attracted lesser 
interest compared to the other life insurance products.

A term insurance subscriber should forgo the premium 
payments made whereas other insurance products pay 
the premiums back along with a premium rate. So, o�en 
people consider forgoing the insurance payments as a 
loss and ignore the benefits associated with term insur-
ance policies.

This also provides a way for agents to sell bad products in 
the garb of helping us. Insurance policies are “sold” in 
India, they are not bought. Eight out of 10 insurance 
subscribers in India end up with wrong products

Insurance and investments are made with varying objec-
tives. Life insurance is an e�ective wayof transferring the 
risk. When we opt for an insurance policy, we are paying 
the insurance company to manage the risk of mishap to 
the breadwinner of family.

Since other insurance policies promise a payback, it is 
considered as an investment which yields a return at the 
end of the tenure. This behavioral nature of the common 
Indian ensured that the insurance market in India is 
predominantly a seller’s market.

The behavioral aspect of an average insurance subscriber 
in India is one of the primary reasons behind increased 
demand for insurance policies other than term insurance. 
We always expect “something” in return of the premiums 
being paid.

Life insurance is one of the most popular and misinter-
preted financial products in Indian Market. It is o�en treat-
ed as an investment and the most e�icient tax saving tool.
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In case of any mishap, the consequences will be covered 
by the life insurance provider. While insurance policy 
negates risk, investments induce risk. The strategy behind 

the motto behind opting for an insurance policy.

Steady returns which would help us achieve our goals 
should be the motto behind making investments. The 
investments should be made based on the risk appetite of 
the individual. The fusion of insurance and investments 
defies both the strategies. It results in higher insurance 
cost and lower risk coverage.

Apart from failing to provide adequate insurance coverage, wrong insurance products would consume majority of our 
savings. Since the returns provided by such products do not even match with the existing high inflation rates, it hampers 
our ability to achieve our goals.

TALK 
TO US.
ArthaYantra’s portfolios are built using Modern Portfolio 
Theory and are built to last Brexit like events. 

Industry portfolios fell by 7% due to the impact of 
Brexit, but ArthaYantra’s port folios fell by only 0.7%.

What does that mean? It means our portfolios are more 
robust, built to withstand market falls and deliver best 
possible returns at the least risk.


