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The World in Debt
The Debt-GDP ratio of most economies is rising.
The G20 feels it may be unsustainable
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Monetary Policy
Lower interest rates are fuelling growth but bloating debt as well
The G20 summit is a meeting of the leaders of the 20 largest economies to discuss various
issues, including the course of the world economy and the steps to be taken by the members.
The G20 summit was held at Hamburg during July 7th-8th, 2017. The G20 observed that:
“The global economic recovery is progressing and gaining momentum. Investment has
picked up, and trade and manufacturing are showing signs of recovery. However, the pace
of this growth is still weaker than desirable, and downside risks remain.”
Among the Highlights of the G20 summit was that the leaders have observed the need for fair
trade. Further, the leaders were committed to reduce competitive devaluation of their currency. There was also focus on sustainable Debt-to-GDP ratio and focus on fair trade taxes
and agreement.
Since the great recession of 2008 most central banks lowered their interest rates in an effort to
boost investment and consumption. However, private investment remained subdued since
then. Consequently, most of the growth is driven by credit fuelled government spending.
However, this led the Debt-to-GDP ratio of various economies to bloat since then. Data from
the Institute of International Finance showed that global debt reached $217 trillion in the first
1
quarter of this year, or 327 percent of the world GDP. This growth in debt has been primarily
attributed to the increasing debt in the emerging economies. However, the developed economies have sizeable debt levels.

1 http://www.cnbc.com/2017/06/28/chinas-debt-surpasses-300-percent-of-gdp-iif-says-raising-doubts-over-yellens-crisis-remarks.html
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Fig 1: Debt to GDP ratio of EU and US

Consider the European Union. The European Central Bank maintains an interest rate of 0%.
The EU’s GDP expanded by a weak 0.5% in the quarter ending March 2017. However, economic activity indicators as measured by PMI suggest robust expansion. The composite PMI
stood at a robust 56.8 with Manufacturing PMI reading a strong 57.4 for June 2017. Inflation
rate of EU for the month of June was 1.3%. The unemployment rate of EU is 7.8% which is a
comfortable low from where it was a decade ago. The Debt-to-GDP of EU which was 83.5%
at the end of 2016 is likely to reduce with the European Central Bank indicating that it will
taper the buying of Government bonds. Compared to other major economies such as USA
and Japan, the Debt-to-GDP ratio of the EU is manageable.
The USA’s Government Debt-to-GDP ratio as on March 2017 was about 104%, which means
the Government of the United States owes as much as the size of its GDP. The US Federal
reserve had maintained an interest rate of 25 bps for nearly 8 years after recession, raising the
interest rates by 100 bps over the past year. In the first quarter of 2017, the US economy has
grown at about 2.1%. The Unemployment rate of United States was 4.4%- the lowest since the
recession. Jobs added in the month of June were about 220,000 and wages grew at about
2.9%. Although Jobs have been added at a rapid growth, wage growth is still lagging; consequently inflation will take time to reach the desirable levels of where Federal Reserve wants it
to be. It's due to this that Ms.Janet Yellen, chairman of Federal Reserve recently testified in
front of House of Financial Services that there will be slower than expected rate hikes going
ahead. This implies that the Government Debt-to-GDP ratio may not be lowering anytime
soon.
The Asian economies too have an increasing Government Debt-to-GDP ratio.
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The Japanese economy faced chronic deflation since 1990s and the government of Japan
had taken more debt to boost inflation and growth. This resulted in Japan having the highest
Government Debt-to-GDP ratio in the world. Japan’s Debt-to-GDP ratio as on 31st December,
2016 is 250% which means that the amount Japan owes about two and half times size of the
GDP. Economic indicators suggest that the Japanese economy is expanding at a weak
pace- the economy expanded at an annualized rate of 0.5% in Q1 of 2017. The unemployment rate of Japan is about 3.1%. Japan is an export economy and most of its exports are in
the form of manufacturing goods, and when Manufacturing PMI shows an expansion on 52.4,
it suggests that the economy is likely to continue expansion. The Bank of Japan just set a
target inflation of 2%. Although the core inflation for the month of June ‘17 read a positive
0.4% indicating 5 consecutive months of positive inflation, the Bank of Japan has lowered the
inflation forecast for the coming quarters. This suggests that the Debt-to-GDP ratio of Japan
may not be lowering any time soon.
China is following a similar trajectory as Japan did in the 1990s- using debt to boost economic
growth and inflation. The Chinese economy grew at an annualized 6.9% in the first quarter of
2017. This was primarily driven by a property boom which was fueled by Government Infrastructure spending which in turn boosted industrial output. However, most of this spending was
1
in the form of debt. The household Debt-to-GDP
ratio of China was 45% in the first quarter of
2017- the emerging market average is 35%. The overall Debt-to-GDP ratio of China was about
327% as on May 2017. Meaning, the world’s second largest economy owes about 3 and a
quarter times the size of its economy. The Manufacturing PMI was below 50-at 49.6 in the
month of May. But there was a slight increase in the PMI for the month of June at 50.4. This suggests all is not well in the Chinese economy and there will be continued debt increase in the
coming quarters. With the bloating debt, China’s credit rating was downgraded by one level
in June.
Unlike most of the major economies, the Indian economy has seen a decline in the Government Debt-to-GDP ratio since 2008 (Fig 3).
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Fig 3: Government Debt-to-GDP ratio of India

After demonetization there was a brief lull in the services sector. For the first time in five years,
service sector showed a decline in the final quarter of the financial year. However, the Indian
Economy was able to shrug off the effects with both, manufacturing and services sector picking up activity.

Monetary Policy

05

The RBI has targeted an inflation rate between 2-6%. In the month of June the Consumer Price
Index (CPI) Inflation stood at 1. 54%, while the WPI stood at 0.9%. The primary reason for low
inflation has been attributed to low food cost, which is an effect of the 4% surplus monsoon in
the month of June. Additionally, GST was rolled out on 1st July 2017. The introduction of GST is
the biggest tax reform since the Independence of India. Due to the impact of GST essential
food prices have been reduced and prices of financial services, restaurants, shopping etc.
have increased. These will aid the RBI in lowering the key repo rates thereby pushing up investment. However, with the lowering of interest rates India’s Debt-to-GDP is set to increase as
well.
In the G20, efforts taken by the Government to boost the startup ecosystem was recognized.
The Government’s push to attract more investments in the form of “Make in India” was also
recognized. However, more structural reforms are required by India to grow as it did in the
early 2000’s. Towards this, Government of India has initiated labour reforms in the form of guaranteed minimum pay. The roll out of this scheme might take a while, but the reform will enable
the ‘Make in India’ initiative gain traction. This in turn will aid India’s finances.

Commodities
Oil prices continue to be subdued with supply exceeding demand.
Oil Prices were down around 13 percent since late May (Fig 4) when producers, led by the
OPEC countries, extended a pledge to cut output by 1.8 million barrels per day (bpd) for an
extra nine months. However, the production cut was insufficient to balance the markets. This
has been keeping prices relatively low. In China, the growth in demand for oil has been subdued.

Commodities
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Fig 4. Oil prices over the past 3 months

In the last week of June Crude oil hit a 10-month low to $42.74 as rises in output revived concerns about global oversupply. Later, reports of a drop in US oil production enabled crude oil
prices to rise to 1.5% in the first week of July, creating the longest period of daily gains in over
five years. However, oil prices fell to 44.23 nearly or 3 per cent on 7th July due to rising U.S. production. Despite OPEC’s efforts by producers to curb global oversupply, exports from these
countries hit a high for 2017.

Table 1: Commodity prices as on July 20th 2017 (Source: Quandl)
Commodity (quantity)

Price (USD)

Projection (fortnight)

Copper (tonne)

5,929

Ranged

Nickel (tonne)

9,590

Upwards

WTI Crude Oil 1 month
futures (barrel)

46.79

Ranged to Downwards

Natural Gas (MBTU)

3.04

Ranged

Zinc (tonne)

2,744

Ranged to Upwards

Equity
The Indian equity markets for the months of June 2017 and July 2017, continued to rally to all
time highs aided by events such as the RBI’s Monetary Policy meeting, US Federal Reserve’s
meeting and declining oil Prices.
In the first week of June the stock prices rose due to the Reserve Bank of India’s (RBI) bi-monthly Monetary Policy Committee (MPC) meeting’s decision to hold key interest rates. The markets further rallied in the second week because of the two-day monetary policy meeting of
the US Federal Reserve which decided to leave the interest rates unchanged and further stating a slower than expected rate-hike in the coming quarters.
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Fig 5. Nifty over the past 3 months
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The equity market in mid- June witnessed a subdued run by owing to a host of global cues,
including falling crude oil prices and reports that US President Donald Trump was being investigated by special counsel Robert Mueller for possible obstruction of justice.
Towards the end of June and Early July, the markets rallied with the rollout of GST. On 30th
June, the Nifty closed up 16.80 points at 9520.90. The drop in retail Inflation of India in June and
US Federal Reserve Chair Janet Yellen’s testimony before the US Congress, where she hinted
at slower than expected rate hikes going ahead added to the rally, reaching to all time high
on 13th July 2017.

Bullion
During early June, gold prices rose due to uncertainty arising from the UK elections. Additionally Dollar weakened due to political uncertainties arising in US, strengthening the gold to
$1287.85/tr.Oz on 6th June, 2017.
The US dollar and Gold have an inverse relationship. Meaning when the dollar strengthens,
gold weakens. Between mid June and early July, dollar gained in the wake of the stronger
than expected U.S. payroll. Consequently gold prices weakened in the same period.

Bullion
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Table 2: Precious metal prices and projections (as on 21-July-2017)
Commodity (quantity)

Price (USD)

Projection (fortnight)

Gold (tr.oz.)

1,247.25

Upwards

Silver (tr. Oz.)

16.43

Ranged

934

Ranged

Platinum (tr. Oz.)

Investment Strategy
With the strong monsoon and roll out of GST, consumption growth will increase. Labour
reforms are on the way and low inflation suggests that RBI will lower interest rates. With low
interest rates we can expect more investments in the coming years, all of these helps to boost
equity market in the long run. However, there are still political tensions that are taking place
at the borders of North-East and West. These tensions induce volatility in near term. In order to
avail benefits of GST and consumption, it is best to hold equity for longer duration, rather than
to trade it.
With inflation being below 2-6% mark, RBI is likely to lower interest rates. With lowering of interest rates longer duration bonds will be more attractive. So it is good to have longer duration
bonds in the portfolio.
The world economy is only growing moderately as the G20 Summit has suggested and there
will always be geopolitical tensions because of slow growth. All of these will fuel volatility in the
global market and during times of volatility gold becomes a very attractive investment. With
United States expanding at a slower than expected rate, Gold will rally. As global factors
induce volatility, gold becomes the preferred instrument for hedging and not as an investment.

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 Weakens

USA

US Federal Reserve indicates
slower than expected rate hikes

• Equity Markets rally

European Union/UK

EU begins tapering of government bonds buyout

• Euro strengthens

East Asia

Japan maintains status quo on
interest rates

• Yen weakens

India

RBI lowers interest rates

• Rupee Weaknes
• Equity Markets Rally

• Gold Strengthens

Blog
Practical Steps to Clear Debts
Being in debt is stressful, any day. Taking more debts to pay off previous debts makes it even
difficult to escape the vicious debt cycle. If you are burdened with debts, it’s not just you.
*Nearly 68% of us have some sort of debts, loans, or credit burden!
In most cases, debts result from untimely borrowing, noncommitted expenses, and wrong
investment choices. On the whole, improper financial planning plays the culprit.
Factors like commitment, planning, and funding are essential to come out of the debt cycle.
Read through this ArthaYantra post to come up with a plan that includes simple yet practical
steps towards paying off debts.
1. Come Up With Alternative Income Sources
Look for more income sources to meet your money needs, but not through loans. Do not
attempt to borrow any more money to fund lifestyle.
If you can afford time and energy, pick up a part-time job, earn some extra cash to meet the
requirement. You may also ask other capable family members to earn a little extra through
part-time jobs. Use this extra income towards living and clearing your debts.
2. Evaluate Your Spending Choices, Stick To The budget
Debts consistently make us fall short every month, leading to borrowing. *Around 58% people
find it difficult to meet monthly expenses on time and 70% either don’t plan and budget or
cannot stick to the planned budget.
So, it becomes necessary to budget out and cut down on spending. Evaluate routine habits
to understand pitfalls. It makes sense to keep an eye on daily expenses and go for worthy purchases. Spend only on essentials and basics required for survival. In simple, measure and track
your income vs expenses figures. Curb expenses with reasoning.
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3. Change Your Lifestyle to Fit In Current Situation
Have a thorough understanding of your current phase of life and manage your finances
accordingly. Continuing your bachelor lifestyle doesn’t work if you are married or set for family
expansion. After all, you cannot play with the security of your dependents.
Ditching your unwanted expensive habits, which stand between you and your financial
goals, help. Such habits even add to your debts or make you disable in paying off. Your focus
should solely be on clearing current debts. Block your maxed out credit cards. No signing up
for new credit cards, no financing for furniture, nothing for which you do not have cash to
pay.
Also, consider regular habits like a daily latte, restaurant lunches during work hours, or fast
food, which burns your pocket. Your plan of attack should begin with eliminating unnecessary
money behaviors. Try replacing them with less expensive measures, if some of them are
unavoidable.
4. Organize Debts and Pay More Than Minimum
Develop a game plan to quickly clear debts by organizing them. Irrespective of the interest
rates, list out your debts from smallest to largest. Start with clearing out the smallest ones first,
within a time frame, by paying some, every month. Sticking to a plan makes it easy to get out
of debts.
Make more than minimum monthly payments to pay off debts sooner and lessen your interest
burden. *Nearly, 50% of us prefer to pay out minimum amount credit balance. This doesn’t
help as you end up paying a high-interest amount and even slowing the payoff process.
Remember to start with paying off the bad debts first. Bad debts are those incurred to make
purchases that quickly lose their value and has no potential to generate income. They usually
come with the high-interest rates. Example credit card loans. Good debts are those with
low-interest rates and with a potential to generate income over time. For example, with a
student loan, your education increases your value as an employee and amplifies your worth.
5. Get In A Complete Financial Plan to Avoid Future Debts
Create a complete financial plan after considering your current status of income, expenses,
debts and assets. Make right investment choices to avoid any chance of debts in the future.
Do not pump in money into bad investments.
Also, plan to avoid liquidity crunch to ensure that you do not get into a situation where you
have to borrow money during an emergency.
To conclude, financial discipline and good planning are essential for enjoying debt-free life.
Simultaneously, planning for other money needs help avoid possible future debts.
Approach an expert for an end-to-end solution to build and analyze your current financial
state, besides measuring progress towards future goals! Online fiduciary-like ArthaYantra
offers holistic advice and helps create a personalized financial plan. Get it today!
*Financial Wellness Survey by ArthaYantra

“

I had lost all my funds and
hopes due to bad investments. It was a very depressing phase of my life. I had
trusted wrong people who
never bothered about my
life goals. Luckily, I found ArthaYantra, my savior.”

Client Story
The Cost Of Bad Investment Advice
An independent, self- sustained woman, Mrs. Ravindranath, post her husband’s unfortunate
death, received the insurance claim of Rs 50 lakhs after a long wait. She wanted to wisely
invest the money so that both her kids could continue leading their life with no disruption.
As her husband had good earnings, he always wanted to give the best to both their kids. He
sent them to the top international schools and gave the best possible care. To continue with
similar lifestyle, Mrs. Ravindranath had to put her savings to best use. Her salary was not
enough to cover all the expenses. She consulted many advisers and went ahead with their
suggestions. She purchased multiple traditional policies largely insurances like ULIPs.
She ended up paying a premium of Rs 6.5 lakhs per year for a cover of Rs 50 lakhs but the
returns were not adequate. Moreover, the remaining savings were blocked in fixed deposits,
the returns from which were paltry post taxation. As a result, very soon she experienced liquidity crunch, ending up with less cash in hand.
It was then Mrs. Ravindranath approached ArthaYantra for an advice. She learnt from them
that the situation arouse due to her bad investments. ArthaYantra advised her to maintain an
optimum emergency fund to meet her immediate liabilities. Her earlier investments in ULIPs
and Fixed Deposits were withdrawn and vested to build an emergency fund. Through a diversified portfolio, Mrs. Ravindranath could afford a house worth Rs 75 lakhs in two years.
Ignorance may be bliss for many but not in the case when you have to trust someone with
your hard earned money. It is important to understand each suggestion or advice given to us
regarding our investments and their implications with a long term objective.

Employee of the Month
June 2017

Vamsi has been instrumental in enhancing the
usability of our platform Arthos® with his creative
thinking and commitment to excellence. He brings
a fresh perspective and healthy approach of problem solving that makes him outshine in his role. An
adept Angular JS programmer, he has delivered
multiple enhancements and features making lives
of our customers simpler!

Vamsi Krishna

About ArthaYantra
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 130,000 customers across
650+ cities and 30+ countries.
Visit www.corporate.arthayantra.com to see how ArthaYantra can help employers with
financial wellness program as employee benefit.
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