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Monetary Policy
Political events have had a say in the fortunes of world currencies
In November 2016, when the Government demonetized the 500 and 1000 rupee notes, most global financial
institutions had pegged India’s Q3 GDP growth between 6-6.5%.
The rupee had weakened dramatically to a record low of `68.8 (23rd Nov 16) against the US Dollar. But since
then, the rupee strengthened robustly to `65.2 (19th Mar ‘17) to the Dollar- a position much stronger than before
the demonetization exercise. Events from the last 2 months alone have impacted the Indian rupee’s fortunes.
(Fig 1)
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Fig 1: The Indian Rupee vs. US Dollar
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There have been many macro-economic factors that have contributed to the strengthening of the rupee. For
example, the GDP of India was calculated to have grown by 7% in Q3 of FY 2016-17 exceeding forecasts of
6-6.5%. Economic activity as measured by PMI indicated that the economy had shaken off the effects of
Demonetization by the end of Jan 2017 and was in expansion mode in February 2017. The inflation as measured
by CPI was a stable 3.65% for Feb 2017. Despite this the RBI did not lower interest rates during the last policy
review on 8th Feb 2017. The RBI had changed its stance on the interest rate change from ‘Accommodative’ to
‘Neutral’ indicating that there was less likelihood of the RBI reducing interest rates anytime in the near future. This
implies there would be fewer rupees in the global currency markets resulting in a strengthening of the rupee (a
in Fig1)
On March 13th 2017, India’s most populous state had overwhelmingly voted in favor of the ruling central government’s party to rule the state as well. This in turn would give the central government’s party control over both the
upper house and the lower house of the parliament. Now, a control over both the upper and lower houses will
enable the ruling party to pass bills and laws at a much quicker pace. With the current government being seen
as pro-reformist and with control over both the houses of the parliament, world markets expect structural reforms
in India to occur at a much quicker pace. This in turn bolstered investor sentiment in India and thereby Rupee
strengthened further (b in Fig1).
Another currency that benefited due to elections is the Euro. This year, key members of the European Union will
be going to polls namely Germany, France and the Netherlands. The Euro was trading at a low of 1€ = 1.05$ 1 on
2nd March 2017. On 16th March 2017, the Dutch elected Pro EU Mark Rutte as the Prime Minister for the 3rd term.
The Euro strengthened by about 2% after the election results were declared to 1€ = 1.078$ 2. Economic indicators
suggest that the European Union as such has grown at a robust rate. The European Central Bank targeted an
inflation of 2%, which the European Union has maintained for 2 months. The unemployment rate for January 2017
was stable at 9.6% and the lowest since May 2009. Despite these positive indicators, the European Central Bank
may not raise interest rates. Therefore, only pro-EU elections from Germany and France will result in the strengthening of the Euro.
Currency exchange rates are important to an economy. In some economies, currency exchange rates are
critical. Export oriented economies like Japan and China rely of weaker currencies to make their exports competitive. While China has managed to devaluate the Yuan, Japan’s efforts at lowering its currency value has
been difficult. Japan which has been battling chronic deflation for 2 decades experienced a core inflation of
0.1% in February 2017. A part of this was due to the weakening of the Yen and the rallying of commodities. However, the positive inflation resulted in a renewed interest in Abenomics and Japan’s economy as such resulting
in a strengthening of the Yen. Thus, Japan’s inflation may not sustain.
So how do currencies weaken or strengthen in the world markets? In simple terms if there are more investors who
would buy a rupee, the value of the rupee strengthens. Similarly, if there are more investors who wish to sell the
rupee, the value of rupee weakens. With the RBI’s policy, political stability and an overall positive growth in
Indian economic activity, there is more demand for the rupee. Now, buying or selling rupee means investments
or redemption of Indian rupee backed assets such as Indian bonds, stocks and other India-based holdings.
A strengthening rupee should indicate an increased demand for Indian bonds as well. However, the BSE India
Bond Index suggests the opposite. On the occasion of RBI not lowering interest rates, the bond index fell (Fig 2).

1 http://www.xe.com/currencycharts/?from=EUR&to=USD
2 http://www.xe.com/currencycharts/?from=EUR&to=USD
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Fig 2: BSE India Bond Index over the past 3 months

So how did the rupee strengthen despite the falling bonds? Read on in the next section.
3 S&P Indices
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The equity markets rallied to all-time highs over the last 2 months with Nifty ending above 9000 for the first time.
The equity markets which had corrected in the last 2 months of 2016 had rallied through most of 2017 (Fig3).
This rally was boosted by the announcement of the better than expected Q3 GDP and the winning of the elections. These announcements made India a more attractive market to invest resulting in a huge inflow of foreign
investments largely in the form of equity.
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Table 1: Surge in Foreign Investments in India in equity.

FII/FPIs 2017

INR crores
Equity

Debt

Total

January

-1177

-2319

-3496

February

9902

5960

15862

March**

20961

11670

32630

29686

15311

44996

Nifty
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Fig 3: Nifty over the last 1 year reaching record high

4 https://www.fpi.nsdl.co.in/Reports/Yearwise.aspx?RptType=6

Commodities
The OPEC-Russia combine has the potential to cut almost half the oil inventories. In November OPEC and Russia
had reached a deal to reduce their oil output. And since then oil had rallied beyond the $50/barrel mark and
hovered between $53-55/barrel. There was a general belief that the oil markets had reached equilibrium. In
OPEC’s last meeting, it was found that there was a 98% compliance of the revised oil target.
However, US oil inventories were still quite high indicating that there was still a much higher supply than the
demand for oil. When news of the US oil inventories were declared, the world oil prices plunged to below the
$50/barrel mark and the price of oil continued to dive downwards. With the US Federal Reserve raising interest
rates, oil prices corrected further.
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Fig 4: Crude prices declining over the last month
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Crude oil will continue to correct and will reach an equilibrium. There is very little in the current situation to
support oil prices. Which is why unless OPEC intervenes, oil prices will continue to remain low.

Table2: Commodity Prices (as on 21st Mar 2016) and Projections. (Source: Quandl collections)
Commodity (quantity)
Copper (tonne)

Price (USD)
5,890.50

Projection (fortnight)
Ranged

Nickel (tonne)

10,055

Ranged to Negative

WTI Crude Oil 1 month
futures (barrel)

47.34

Ranged to Negative

Natural Gas (MMBTU)

3.09

Ranged to Negative

Zinc (tonne)

2,860

Ranged to Positive

Bullion
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Gold and the US Dollar have an inverse relationship. When dollar strengthens, gold weakens. On 15th March
2017, the US Federal Reserve raised interest rates from 0.75% to 1%. Normally, this would result in the strengthening
of US Dollar and weakening of gold.
While announcing the raising of lending rates, Ms. Janet Yellen had stated that she sees the US unemployment
being stable and that the Federal Reserve will mostly raise the interest rates twice more in 2017 to rein in inflation.
The US Federal Reserve had previously raised interest rates once in 2015 and once in 2016. All of these should
indicate that the dollar should strengthen and gold prices to fall. However, gold rallied(Fig 5). Gold gained
almost 25$ overnight with the US Fed’s announcement.
Why? Markets believe that private investments are yet to pick up. If the Federal Reserve raises interest rates
before investment picks up, the US economy will not grow any faster thereby weakening the dollar and strengthening gold.

Gold
1,280

$/tr.oz.

1,240
Shaded area indicating
the rallying of gold after
the interest rate hike by
the US Federal Reserve

1,200
1,160
1,120
1,080

Fig 5: Gold prices rallying despite the US Fed raising interest rates

Gold may continue to be range-bound or rally owing to the Federal Reserve’s statement.

Table 3: Precious Metal Prices (as on 21st Mar 2016) and Projections. (Source: Quandl collections)
Commodity (quantity)

Price (USD)

Projection (fortnight)

Gold (tr.oz.)

1,232.05

Ranged to Positive

Silver (tr. Oz.)

17.30

Ranged to Positive

960

Ranged to Positive

Platinum (tr. Oz.)

Investment Strategy
Equity markets have rallied to all-time highs. While local factors have been a major factor of this rally, global
factors continue to have a significant influence over the Indian equity markets. The ability of the markets to
sustain this rally therefore will depend on global factors as well. In such a case, it would be better to invest in equities systematically rather than trade for short gains.
When the RBI had not lowered interest rates in its last review, the India bond indices corrected. However, they
resumed their rally since then. Towards the mid of March onwards due to the declaration of the results of the
state elections and global factors like the Federal Reserve’s rate hike, the demand for Indian bonds resumed
(see Fig2). The bond markets will continue to rally due to the promise of the Indian growth story and a general
uncertainty in the US economy. Exposure to bond in the medium to long term will be beneficial.
As discussed under the bullion section, gold will continue to be range bound or strengthen modestly. Investment
in gold should be made as a hedge rather an instrument for generating returns. Gold thrives during times of
uncertainty and the uncertainty in the US Economy and the elections in key EU countries of Germany and France
will add to the uncertainty in the global economy. Exposure to gold will be beneficial. But, gold should comprise
not more than 5-10% of the portfolio.

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)

US Federal Reserve raises interest
rates

• Dollar Weakens

European Union/UK

Netherlands votes Mark Rutte PM
for 3rd term

• Euro Weakens

East Asia

China extends credit for boosting
GDP

USA

• Gold Strengthens

• Yuan Weakens
• Real Estate bubble in China

• Rupee Strengthens
India

RBI holds interest rates

• FIIs, FPIs increase
• Stock indices rally

Breath Of Life

“

I had never thought
that something so
tragic will ever
happen to me, had
Nishant not taken life
insurance we would
have been stranded.”

Client Story
A sharp ringing of mobile jerked Sanjana from a deep thought. It was her elder daughter, Nysa, calling from
boarding school. The excitement in the child’s voice for winning an interschool writing competition brought a
smile on Sanjana’s face.
Life had not been easy for the mother of two! A massive heart attack had shattered Sanjana’s whole world.
Sudden demise of Nishant, her husband, the only earning member, had left the family with bad investments.
Nishant was working with an eminent software company, earning about Rs 1 lakh per month. He had recently
bought a house on loan. His savings were not much leaving Sanjana with not enough money to continue both
her kid’s education and home loan EMIs.
One day, Sanjana received a call on Nishant’s number from ArthaYantra, informing that the six-monthly review
of his financial plan is due. Sanjana did not know about ArthaYantra. ArthaYantra’s team informed her that they
were, Nishant & his family’s, financial advisor and that they have all the financial information of the family. Upon
validating the news of Nishant’s death, ArthaYantra provided to share all the information with Sanjana.
A big boost came to Sanjana when she learnt through ArthaYantra about the Rs 1.5 Crore insurance policy for
which she was the nominee. With ArthaYantra’s help, Sanjana claimed and received the amount from the insurance company.
This single decision of Nishant to take financial advice helped the bereaved family. Had it not been for the complete financial revamp across his loans, expenses, insurance and investments, Nishant’s wife would not have
been on a financially strong ground.
In no way can anyone fill the loss of the family, however, ArthaYantra ensured that the financial future of the
family does not suffer due to this loss. The credit for this should only go to Nishant for his timely action.
Sanjana is now a satisfied customer of ArthaYantra as she continues to take the advice and invests with the company.

Blog
WHAT IS KYC – KNOW YOUR CUSTOMER?
Know your customer (KYC) policy is a mandatory, regulatory and legal requirement for the identification and
verification of the customer’s details, by using independent and reliable information or documents.
The KYC policy incorporates key elements as per the Reserve Bank of India’s directive in 2004. The elements
include customer identification procedures, customer acceptance policy, monitoring of transactions and risk
management.

WHY IS KYC IMPORTANT FOR YOU?
The objective of the KYC is to identity theft, prevent terrorist financing, money laundering and financial fraud.
KYC allows us to understand the customer better and manage risks prudently. KYC collects and verifies basic
details of the customers like:
Name and authorized signatures
Legal status of the legal entity or a person
Identity of the beneficial controllers and owners of the account

Regulatory: In terms of the guidelines issued by the Reserve Bank of India (RBI) on 29th November 2004 on

Know Your Customer [KYC] Standards – Anti Money Laundering [AML] Measures, all banks are required to put in
place a comprehensive policy framework covering KYC Standards and AML Measures.

Legal: The Prevention of Money Laundering Act, 2002 (PMLA) which came into force from 1st July, 2005 (after
“rules” under the Act were formulated and published in the Official Gazette) also requires Banks, Financial Institutions and Intermediaries to ensure that they follow certain minimum standards of KYC and AML as laid down in
the Act and the “rules” framed there under.
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WHY WE FOLLOW KYC POLICY?
Every financial institute, including mutual fund distributors, have to follow KYC when dealing with customers. You
will have to adhere by the policy when:
Seeking financial planning through a registered board
Investing in mutual funds
Opening some subsequent account
Opening a bank account
Applying for a loan or credit card
In case of lack of enough documents with banks or financial
institutes
Changes in beneficial owners, signatories, etc.
For some additional information
When you get registered with Arthayantra, we help you get your KYC registration done for free.

Documents Required For KYC Include:
Legal name and any other name change (as per identity proof)
Correct permanent address (as per identity proof)
Identity proof (PAN card)
Address proof (utility bill, bank account statement, voter ID card, passport)

Note: As per SEBI rules, PAN is mandatory for registration with any
SEBI-registered financial board.
Thus, KYC registration is a must to avail advice from from a financial planner. If you do not want to share required
documents for KYC, we will not be able to get you registered, open account and process your transaction.
Hence, KYC should be the first step towards securing your financial future.

Take charge of your finances now!
Ensure a hassle free financial year
end this March with ArthaYantra.
USE THE CODE*

FY_2018

*LIMITED PERRIOD OFFER

20%
DISCOUNT

Employee of the Month
Chandrakanth Addagarla
Chandra, as he likes being called, is probably the most patient guy
on the AY floor. When AY faced a crisis because of termination of a
couple of senior folks in the Marketing team, Chandra stood like a
rock among the ruins and held the fort admirably.
Not only did he hold the fort, he raised the bar so high that very soon
he became the go-to person in Marketing. He has not just brought
leads for AY through his Digital Marketing efforts, but has also
engaged continuously with the Service Delivery teams to ensure far
reaching analytics are done on even the upgrades at each
employee level and how it can be done better.

Way to go Champ!
Thanks for all that you do at AY!

About ArthaYantra
ArthaYantra is the world’s first and only full service robo-advisor. Our mission is to make high
quality financial advice affordable to everyone, irrespective of their wealth status. Our
advice puts customer at the center and optimizes his resources to work towards his goals. Our
award winning platform uses artificial intelligence based system and complex neural networks to generate advice across Investments, expense management, Insurance, Loans,
estate planning, and taxes. Since our launch, we have helped more than 120,000 customers
across 650+ cities and 30+ countries.

© 2017 ArthaYantra Corporation Pvt. Limited
All Rights Reserved.
www.arthayatra.com
This material has been prepared for general informational purposes only and is not intended to be relied upon as investment advice. Please
refer to your advisors for specific advice.
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Disclaimer

Reports, analysis and views in this newsletter (Finzine) seek to present an unbiased picture of developments in the markets & economy. Actual
developments can turn out to be different owing to circumstances beyond Arthayantra’s control and knowledge. Arthayantra does not take
any responsibility for investment or business decisions taken by readers on the basis of reports and articles published in the newsletter.
Readers are expected to form their own judgments. Unless explicitly stated otherwise, all rights reserved by M/s Arthayantra Corporation Pvt.
Ltd. Any printing, publication, reproduction, transmission or redissemination of the contents, in any form or by any means, is prohibited without
the prior written consent of M/s. Arthayantra Corporation Pvt. Ltd. Any such prohibited and unauthorized act by any person/legal entity shall
invite civil and criminal liabilities. All disputes are subject to the courts of Hyderabad Jurisdiction only.
All information provided is on "as is" basis and for information purposes only. Kindly consult your financial advisor to verify the accuracy and
recency of all the information prior to taking any investment decision. While due diligence is done and care taken neither Arthayantra Corporation Pvt. Ltd nor www.arthayantra.com are liable for any information errors, incompleteness, or delays, or for any actions taken in reliance
on information contained herein.
This newsletter is purely intended for internal circulation of our users only.

