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The interest rate see-saw
While most major economies look to raise interest rates,
some may be going the opposite direction
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Monetary Policy
Central banks are tinkering with the interest rates to balance GDP
and inflation
The GDP can be interpreted as money in the system. Money is typically saved, invested or
spent. Therefore a change in the amount spent, invested or saved reflects the change in
GDP.
The interest rates are the primary tool used by central banks across economies to control the
economic growth. A low interest rate drives growth in consumption and investment. A low
interest rate thereby raise not only the GDP but the market inflation as well. Higher interest
rates reduce investments and consumption thereby reduce the growth of the GDP as well as
inflation.
Since the Great Recession of 2008 and the Greek financial crisis, many banks have maintained low lending rates to push their economies’ growth. Additionally, banks had pumped
more money into their economies through quantitative easing. The increased money in the
system increased liquidity and aided in the revival of these economies from slowdown.
The US Federal reserve had maintained an interest rate of 25 bps since 2009. The US economy,
the source of the great recession of 2008, grew by 1.2% in the quarter ending March 2017.
Non-farm Jobs added last month was about 138,000, the unemployment rate stood at 4.3%
which is the lowest since 2009. The inflation in May dropped to1.7% - below the US Fed’s target
of 2%. Despite the softer inflation, the economic indicators prompted the US Federal Reserve
to raise interest rates in the second week of June. The US Fed raise the interest rates by 25 bps
to 1.25%- the 4th raise in interest rates since December 2015.
The European Union had plunged into recession after the sub-prime mortgage crisis in the US.
This resulted in the debt crisis of the Portuguese, Irish, Italian, Greek and the Spanish economies. Since then, the European Central Bank (ECB) maintained a zero interest regime and
bought government bonds to increase liquidity in the system. In the last month, May 2017, the
economic indicators of the European Union had indicated a robust growth.
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The composite PMI of the EU stood at 56.8 for May 2017 indicating a very strong growth. The
unemployment rate in EU for May 2017 read 9.3%- the lowest since March 2009. The EU’s inflation in May stood at 1.4%. The ECB has set a target of 2% inflation, which is why despite the
strong economic performance, the ECB may not raise interest rates. However, the ECB has
suggested that it will taper off the buying of bonds by the end of the year and perhaps end
the quantitative easing by 2019.
The UK had voted to leave the European Union in the referendum held in June last year. The
British government had formally initiated procedures to exit the European Union last month.
The UK wanted a ‘hard-exit’ from the EU. To garner more support from the parliament, PM Theresa May had called for snap elections with the expectations of winning a majority. However
out of 650 seats the Conservative party won 318 seats-less than the 325 required for a majority,
resulting in a hung parliament. (Fig 1) This further resulted in the weakening of the British
pound.

Fig 1. Conservatives win 318/650 seats resulting in a hung parliament

The inflation in Britain was 2.9% in May 2017. However, there were mixed signals from the Bank
of England with regards to the interest rates. While there were calls for a raise in the interest
rate, a large contribution to the inflation was the depreciating value of the pound since Brexit.
The weakening pound had resulted in imports becoming costlier. This in turn was reflected in
the costlier consumer basket.
Unlike the British pound, the Japanese Yen strengthened during the same period. The core
inflation in Japan for May 2017 stood at 0.4%. The Japanese economy, which experienced
chronic deflation since 1990s, had experienced positive inflation for 4 consecutive months.
The 4 months of positive inflation despite a strengthening currency is an indication that the
Japanese economy may be slowly moving towards stronger economic growth. The Japanese economy grew by an annualized 1% in the quarter ending March 2017.
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Similar to the US and EU, Japan’s growth was fueled by very low interest rates. The Bank of
Japan maintained the rates of less than 0% at -0.1% as part of the ambitious ‘Abenomics’ to
boost consumer spending. The Bank of Japan fixed the inflation target of 2%- which is still a far
cry from the current 0.4%. However, the 4 months of positive growth is an encouraging sign for
inflation in the coming quarters.
The US Federal Reserve’s move to alter interest rates have an effect on the emerging economies. This can be seen in the world’s second largest economy- China. The People’s Bank of
China (PBoC) had provided easy credit for bolstering growth since 2008. The GDP of China
expanded by an annualized rate of 6.8% in the quarter ending March 2017. China hasn’t able
to regain its growth to the levels seen in the 2000s. China’s attempt at rebalancing the economy from a manufacturing and infrastructure driven growth to one driven by consumption is
yet to take off. This can be seen in the low inflation and the high property prices in China. The
consumer price index for May 2017 read 1.5% compared to a year ago. While the People’s
Bank of China would prefer lowering interest rates to boost consumer inflation, it must also
control the runaway growth in property prices. With the US Federal Reserve raising interest
rates, there will be short term flight of capital from China to the US resulting in a weakening of
the Yuan. To balance all these conditions, the PBoC had left the key lending rates unchanged
but raised the sort term lending rates 1 to arrest the outflow of capital.
Like China, many major emerging economies currently prefer lowering their interest rates. Brazil’s economy for example, was under crippling recession for a period of more than 2 years
alongside very high inflation. The Central Bank of Brazil had raised interest rates to as high as
14.25% in second half of 2015 to tackle inflation. With the weakening of inflation, the Central
Bank of Brazil began lowering interest rates since October 2016. The inflation for the month of
May 2017 read 3.6%- a 10 year low. Consequently, the Central Bank of Brazil lowered interest
rates by 100 bps to 10.25% on May 31st 2017. Corresponding with the lowering of interest rates,
the economy of Brazil emerged from its worst recession by growing at an annualized rate of
1% in the quarter ending March 2017. While Brazil’s growth may not be robust in the near term,
it may not fall into a recession in the near term as well.
Parallels can be drawn between the Brazilian and the Chinese economies with the Indian
economy. In the Quarter ending March 2017, the Indian economy expanded by 6.1%- an
effect of the demonetization exercise from the previous quarter. Like Brazil’s, the Indian economy has one of the highest interest rates among most major economies. The Government of
India had taken initiatives to allow the RBI to lower interest rates in order to boost private
investment and accelerate GDP growth. In its last policy meet, although the RBI did not
reduce interest rates, it reduced the forecast for inflation in the current financial year. The RBI
also stated that there continues to be inflationary pressures due to macroeconomic situations. This statement is similar to the scenario in China. While there is a need for lowering interest rates, the decision on lowering the rates depends on the global macroeconomics.

1 https://www.reuters.com/article/china-economy-rates-repos-idUSB9N1HW05U

Commodities
In the third week of May, oil prices rose on growing expectations that OPEC and other producing countries will agree to extend output cuts.
On 25th May 2017, the OPEC and non-OPEC oil ministers concluded their meeting with an
agreement to extend current production cuts for an additional 9 months.
During May end, oil prices continued to fall after the news of OPEC's decision to extend production cuts for 9 months after November's landmark deal failed to clear a global supply overhang.
In early June, oil price is expected after Saudi Arabia, The United Arab Emirates, Egypt and
Bahrain cut ties with Qatar due to political differences.
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Fig 2: Oil prices over the past 3 months
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Prices of commodities will increase in near future due to increasing demand.

Table 1: Commodity prices as on June 12th 2017 (Source: Quandl)
Commodity (quantity)

Price (USD)

Projection (fortnight)

Copper (tonne)

5,751.00

Ranged to Positive

Nickel (tonne)

8,960.00

Ranged to Positive

WTI Crude Oil 1 month
futures (barrel)

46.46

Positive

Natural Gas (MBTU)

2.97

Ranged to Negative

Zinc (tonne)

Equity

2,515.00

Ranged to Positive
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The Indian equity markets during the month of May 2017 continued to rally to all time highs
despite Global shocks such as China’s downgrade, Donald Trump's full budget plan and
aided by local events such as the GST rates.
In the second week of May, The Indian shares rose due to the expectations of lower interest
rates after a better monsoon forecast. The Indian rallied further after the government finalized
rates for the GST.
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Fig 3: NIFTY over the past 3 months

However, global events weakened the rally. US President Donald Trump's first full budget plan,
which called for an increase in military and infrastructure spending and cuts in areas including
healthcare and food assistance, was not well received by the markets. Markets further were
affected after Moody's cut its sovereign credit rating on China.
The Indian stocks rallied as the nation celebrated Prime Minister Narendra Modi’s three years
in power. NSE Nifty hit its all-time high of 9,668.25 points on 9th June 2017.

Bullion
Over the last three months, the gold prices rose despite the fluctuations. Between the mid
April and early May, the gold prices dropped as the outcome of the French elections resulted
in low risk and uncertainty across the globe. In the same period, US dollar strengthened
because of strong economic data thereby weakening the gold to 1222.95 $/tr.Oz on May
10th.
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 June 6th.
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Fig 4: Gold over the past 3 months

With the political uncertainty from the White House, gold prices regained mid-May onwards.
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Table 2: Precious metal prices and projections (as on 13-June-2017)
Commodity (quantity)

Price (USD)

Projection (fortnight)

Gold (tr.oz.)

1,268.25

Ranged to Positive

Silver (tr. Oz.)

16.96

Ranged to Positive

Platinum (tr. Oz.)

942.0

Ranged to Positive

Investment Strategy
As discussed in the equity section, the rally in the Indian markets was primarily driven by Indian
economic conditions and reforms. As reforms continue to be made, equity markets will scale
new highs. However, there will be volatility in the markets in the short term due to global economic conditions. It would be best to hold equity for the long term to get benefits of the rally.
As global factors induce volatility, gold becomes the preferred instrument for hedging. Gold
prices rally when equity markets fall. Therefore, it is best to invest 5-10% of the portfolio in gold
to reduce losses while at the same time gain the benefits of the equity markets’ growth.
In the last policy review, the RBI left the interest rates unchanged. However, the RBI lowered
its forecast for inflation in the current financial year indicating that a possible rate cut in the
near term. In such a scenario, bonds with longer durations become more attractive. It therefore is best to invest in bonds with long duration.

Global Economy
A quick look at the economic events that are taking place across
the world and the likely outcome.
Country/Region

USA

Event

US Fed raises interest rates

Impact(Projected)

• US dollar strengthens
• Gold weakens

• GBP weakens

European Union/UK

UK snap elections result in hung
parliament

East Asia

Chinese sovereign ratings downgraded

• Emerging economy
currencies and markets
weaken

India

RBI leaves interest rates
unchanged

• Rupee strengthens
• Longer duration bonds
more attractive

• Euro strengthens

Blog
How To Prioritize Financial Goals?
Setting up priorities is a day-to-day struggle in life, yet essential to proceed smoothly. Similarly,
setting up money goals on priority makes it easy to focus and divert money, accordingly. Prioritizing financial goals simply means knowing money needs and prime money concerns of life.
Read through to get more details.
What Are Financial Goals?
Financial goals are targets for reaching future money needs. They are often about saving or
paying off debts. These goals can either be small or big, and long-term or short-term. But they
must be achievable within the desired time frame.
Most people tend to underestimate what they can achieve over time. A financial expert can
play a major role in estimating the achievable milestones over the period. Approach online
advisory like ArthaYantra to get expert advice from certified financial planners.
Tips To Set Money Goals
Identify and prioritize money goals to sort your finances. Below are some helpful tips to list out
money goals.
Select realistic, achievable and specific goals. Keep each goal simple.
List them out on a paper, separating big and small money goals. Big money goals
include saving to build an emergency fund, buying a home, or retirement saving.
Small money goals may be paying off the credit card, saving for a vacation, etc.
Give a timeframe for every goal and allot ideal amount to reach each one, after considering the inflation rate.
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Prioritize The List
After jotting down your goals, prioritize them based on the importance and urgency. Some of
your top priorities may include:
1. Paying Off Debts: Your first goal should be to clear debts as soon as possible. Clearing your
high-interest debts like the credit card or hand loan allows you to divert your money towards
savings. Consider transferring the debt to lower-interest loans first and plan to clear gradually.
2. Building Emergency Fund: Plan to build the emergency fund of three to six months income.
Emergency fund equips you to deal with unexpected happenings of life and you do not have
to look around for monetary help in such circumstances.
3. Retirement Planning: Retirement planning should be one of the top priorities. Starting with
small amounts on regular basis also help save huge over time.
4. Saving To Buy A Home: Dream to buy a house tops the ‘lifetime to-do’ list for most people.
It is a big money goal that needs a huge corpus. A systematic plan is essential to achieve this
goal.
5. Planning for Kids’ Higher Education: Kids’ education is another crucial goal for many parents, which can be achieved through dedicated savings and right investments.
Many more priority goals could be included based on the individual’s portfolio. Get your personalized portfolio after discussing with a certified financial planner.
Once the priorities are listed, take steps towards reaching those goals. Simply saving towards
the dedicated goals may not be sufficient in reaching them within the timeframe. Rather,
park the money or invest through the right channels. Investing in a well-diversified mutual fund
portfolio helps your money grow over a period of time, beating the inflation. A periodical
review is also essential to understand the performance and changes are to be made if
needed.
In conclusion, knowing your net worth is crucial to set financial goals and build a suitable plan.
Net worth is the difference between what we owe and what we own. It shows the way to
know if we are heading in the right direction.

“

I was so blinded by my urge
to buy the bigger sedan that
I didn’t realize that this extra
money will help me reach
my goals faster. Something
which is of higher importance to me than driving a
big car.”

Client Story
Importance Of Buying Decisions – Big Car vs Small Car!
All financial decisions are interconnected and a mistake in one financial decision taken in life
can impact some other aspect of life. Manoj always wanted to buy a big car. It was his
dream. It would have cost him Rs 20 lakhs. However, saving for his children was far more
important goal for the family.
Like most people who do not see long term impact of financial decisions; Manoj too thought
that buying a big car today will not impact his ability to send his kids to good schools. Less did
he realize that buying the big car will impact the savings, which are necessary to contribute
towards his children’s education. Many a times we think that we still have time to build the
reserve for our children’s education, but it is important to understand that every penny
counts!
ArthaYantra helped him understand that all the decisions in life are interconnected and that
he should give-up on the big car and instead save the extra money for the children’s education. There would be a possibility in future when Manoj can revisit and fulfill his dream of buying
a big car. But practical reality is suggesting that for now he will have to wait.
ArthaYantra’s job as the advisor is to ensure that the financial decisions by the customer are
practical and long term in nature. Taking the right financial decision is what distinguishes a
successful person from others. It does not matter if the financial decisions are significant or
insignificant.
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Kaustubh Singh

A certified financial planner by profession.
Kaustubh has immensely contributed to Investment
Advisory with his impeccable work for last 10 years.
He has successfully delivered plan presentations to
a large spectrum of customers, be it a CEO from an
MNC or a simple Uber driver! His work has touched
more than 4000 families and helped them secure
their financial goals. An avid writer and passionate
personal finance advisor that's Kaustubh from
team ArthaYantra.

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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