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Monetary Policy
How globalization is driving geopolitics, economy and monetary
policy
Globalization is one of the biggest contributor to the economic growth. Globalization arguably has been the biggest contributor to wealth creation and alleviation of poverty. India’s
economic boom has been largely due to the opening up of the Indian economy in the early
90s. The German and Japanese economic miracles of the mid-20th century were a result of
export competitiveness in a globalized world.
However, over the past year or more, there have been increased protectionist tendencies
among the very nations that propagated globalization. The current president of the United
States, Donald Trump was elected due to his protectionist views. The British exit of the European Union was another manifestation of protectionism. Shortly after the referendum, there
were waves of protectionism across Europe. Far-right protectionist parties gained in the
national elections of EU nations. The Dutch Far-right party – ‘Party for Freedom’ had gained in
the elections to become the second-largest party in the Dutch parliament. More recently, the
French elections may have resulted in a decisive victory for the centrist Emmanuel Macron.
However, the runner-up in the presidential race was Marine le Pen- the president of the
far-right National Front party. While the west still retains free trade and open borders, right
wing protectionism is gaining popularity.
Let’s consider the economy of United Stated. The US economy’s GDP expanded by 0.7% in
Q1-the slowest in 3 years. This is the first quarter under President Trump. Despite the promises
by Trump to reduce trade deficit with Mexico, the US’s trade deficit with Mexico in March 2017
was the highest since 2007 as imports surged. 1 Despite the claims that economies like India,
China and Mexico are replacing US jobs, the unemployment rate of the US in April 2017 was
4.4%- the lowest ever unemployment rate in that country since May 2007.2 The number of jobs
added in April 2017 was 211,000- far beating expectations of 188,000. Wages had grown by
5.53% YoY in March 2017. It would seem that the US economy continues to grow due to globalized trade and is slowed because of protectionism.
1 http://www.marketwatch.com/story/us-trade-deficit-with-mexico-highest-since-2007-2017-05-04
2 http://www.ndtv.com/world-news/us-unemployment-falls-to-10-year-low-in-april-brings-relief-to-donald-trump-after-disappointing-econ-1690198
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While globalization aided in the growth of economies, the growth is not uniform. Consider the
EU- 28 countries with open borders forming the largest free trade market. The Euro Area (EA17)
had an unemployment rate of 9.5% in March 2017, down from 10.2% in March 2016. The EU28
had an unemployment rate of 8% in March 2017, down from 8.7% in March 2016. However,
the unemployment rate of individual members varies drastically. Unemployment rate was
lowest in the Czech Republic (3.2%), Germany (3.9%) and Malta (4.1%). However, the unemployment rate was the highest in Greece (23.5%) and Spain (18.2%). The right wing protectionism is a consequence of this disparity in economic growth. Right wing parties in the more prosperous economies in the EU called for closing of borders. The UKIP in the United Kingdom,
Party for Freedom in the Netherlands, and the National Front in France had promised exit from
the European Union in the referendums and elections in their countries. Despite gains, these
countries continue to enjoy the benefits of access to the European Free Market.
Globalization also makes countries more vulnerable to external shocks. Consider China,
which was the fastest growing major economy for 2 decades since the 90s. Chinese economy
capitalized on globalization through its manufacturing prowess earning it the title of the “factory of the world.” However, since the Great Recession of 2008 the Chinese economy’s
growth has slowed despite the sub-prime mortgage crisis occurring outside of its borders.
China has since tried to regain the growth through credit fuelled infrastructure and manufacturing driven growth. As the export rate declined, China was left with an overcapacity, a real
estate bubble and a massive increase in the debt-to-GDP ratio. China attempted to rebalance its economy to a consumption driven one. However, the economy continues to slowdown. Even though the Chinese economy had grown at a strong rate in Q1 (Jan-Mar) 2017
at 6.9%, April’s economic indicators suggested that the softness in growth had returned. The
industrial output had grown by 6.5% in April 2017, as against 7.6% in March 2017.

Fig 1: The Silk Route

(source Wikimedia commons)
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Towards driving growth, China plans to drive another wave of globalization by rebuilding the
earliest recorded globalized trade route- the silk route (Fig 1). China plans to achieve this
through the ‘One Belt One Road’ project. One belt One road refers to the building of infrastructure to develop trade routes between China and the economies of South and South-East
Asia, Middle East, Africa and Europe. These include building of ports, rail links and trade centers in the member countries for the purpose of trade. The Chinese will develop these infrastructure in member countries that are technologically challenged in doing so themselves,
such as Pakistan, Central Asia and East Africa. The countries which use Chinese aid in developing the infrastructure for the OBOR will have to benefit from the trade route to be able to
pay back the Chinese for the credit. There nonetheless remains a risk that the member countries may not have the trade surplus from the OBOR to compensate China for the credit.
Interestingly, India became a British colony after local kingdoms allowed European traders to
set up trade posts in their kingdoms. Trade therefore was a driver of colonialism and imperialism. About 45 years after independence, the Indian economy opened up and increased participation in the globalized world. While it has benefited from the globalized trade, it also
experiences the downside risks as well. The most recent and notable effect being the
reduced job addition in IT and ITeS companies. The Indian government has aimed at boosting
international investment in India. Towards this, it is working to earn an upgrade in sovereign
ratings. Two of the biggest factors that hinder the sovereign upgrade of India are the high
fiscal deficit and NPAs. To deal with the fiscal deficit India has liberalized few sectors that were
off-limits for foreign investment, and removed the redundant Foreign Investment Promotion
Board (FIPB). Towards reducing the Non-Performing Assets (NPAs) the Government has promulgated an ordinance that will allow the RBI to act against defaulters.
Globalization means an access to a larger market. But it also means that an event in one part
of the world will have an effect all over the world. A slowdown in part of the world will mean
that rest of the world will slow down as well. The global market is an entity of its own- it may
cause a problem, but it can fix itself as well.

Commodities

Commodities

05

Oil declined in March due to reports of higher oil inventories in the US. Oil prices rallied in April
due to renewed efforts by OPEC to reduce output to rebalance the market. However, in early
May oil prices continued to decline to levels last seen before OPEC and 11 non-OPEC producers agreed to cut production.
The primary reasons for this decline are the persistent growth of US oil output and a drop in the
oil demand from China. Additionally, talks of peace in Libya led to speculations that production could pick up, especially since the nation is exempted from OPEC’s production cuts. Thus
there continues to be higher supply of oil than demand resulting in the oil glut continuing.

WTI Crude Oil
56
54
52
50
48
46
44
42
40

Fig2: Oil prices over the last 3 months

The OPEC is set to meet on May 25 to discuss their next moves. It is expected that OPEC would
continue to extend the output deal by another nine months.
China is the biggest buyer of commodities in the world. When the April’s economic indicators
of China indicated softness in growth, commodity prices declined.
Table 1: Commodity prices as on May 12th
Commodity (quantity)

Price (USD)

(Source: Quandl)

Projection (fortnight)

Copper (tonne)

5,858.50

Negative

Nickel (tonne)

9,305.00

Negative

WTI Crude Oil 1 month
futures (barrel)

48.66

Ranged to Positive

Natural Gas (MBTU)

3.42

Ranged to Positive

2,568.00

Ranged to Positive

Zinc (tonne)

Equity
The stock markets have rallied over the past two months. Global events, specifically events in
Europe, have had a significant influence in the stock markets over the past 2 months. (Fig 3)
The Nifty’s over the last 2 months has been similar to the European stock indices.
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Fig 3: European indices and Nifty moving in tandem

European stock markets dropped due to the French elections and calls for early elections in
Britain, particularly in the first half of April. Similarly the Nifty too had been range-bound and
negative in the same period.
Since then, the European markets rallied in the wake of Emmanuel Macron's victory in the first
round of presidential elections in France. Germany's DAX performance index, hit 12,456.18
points on 25th April 2017- an all-time high at that point. An upward movement in stock market
was seen in the second week of May, as investors attempted to re-start a equity market rally
in the wake of France's key presidential elections.
A very similar path was followed by Nifty when it rallied to an all-time high on 25th April 2017.
The NIFTY has continued to rally since then.

Bullion
Gold had rallied from mid-March to mid-April reaching a high of $1286/tr.oz. in April 13th 2017.
The rally was primarily due to rising geopolitical tensions and uncertainty. Britain had formally
initiated proceedings to exit the European Union and British PM called for early elections. Tensions between US-North Korea, US-China and Russia added to this rally.
Since mid-April to mid-May, gold declined in value as tensions eased. The uncertainty of the
French elections had aided in keeping the gold prices steady in mid-April. However, as the
elections neared, the exit polls indicated that France would continue to be a part of the EU
prompting to investors to no longer invest in safe havens. Gold, being a safe haven, had lost
value since then.
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Fig 4: Gold prices over the last 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 22-May-2017)
Commodity (quantity)

Price (USD)

Projection (fortnight)

Gold (tr.oz.)

1,259.90

Ranged to Positive

Silver (tr. Oz.)

17.14

Ranged to Positive

Platinum (tr. Oz.)

938.0

Ranged to Positive

Investment Strategy
As seen in the equity section, the equity markets continue to be influenced by global factors.
With uncertainties and geopolitical tensions, global factors will bring volatility in the equity
markets in the short term. However, with the government continuing to push reforms the
equity markets can be expected to rally in the long term. Investing in equities through an SIP
will help in dealing with the volatility and holding equity will be beneficial for longer term.
In addition to SIPs, bonds will also aid in containing volatility in the portfolio. As the government
continues to push reforms towards a ratings upgrade, it will introduce many reforms towards
improving the government’s finances. This will make the Indian bonds more attractive. With
the RBI ending the rate cut cycle, bonds with a longer duration will be less attractive. It would
therefore be best to invest in bonds of shorter duration.
During times of volatility and uncertainty, gold performs well as an asset. However, gold
should be invested in for hedging your portfolio rather than as an instrument for returns. Therefore, a portfolio with large exposure to equities should have about 5-10% exposure to gold.

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

USA

European Union/UK

East Asia

India

Event

Impact(Projected)

US Federal Reserve leaves
interest rates unchanged

• Dollar weakens

European Central Bank keeps
interest rates unchanged

• Euro Weakens

People’s Bank of China raises
interest rates

RBI given powers to act against
defaulters

• Gold Strengthens

• Yuan Strengthens
• Chinese growth weakens
• ASEAN economy growth
weakens
• Chinese real estate cools
• NPAs reduce
• Rupee strengthens
• Retail interest rates
reduced

Blog
What could be an emergency?
An emergency could be an unexpected medical issue that requires money for treatment?
Even if you have a medical insurance, you may need some money in hand to initiate the
treatment. Sometimes, your medical insurance may not cover your current health issue. What
then? Are you prepared for such an emergency?
In the current scenario across IT industry, most employees are being laid-off! This simply means
the sudden-job-loss. If you were to face it, are you equipped to continue the survival until
recovery? What if you have taken a home loan, after paying all your savings towards the
down payment, and has to continue with EMIs and other money needs, without your
income?
What if you have to get through an unexpected relocation process to another city due to an
unplanned job change? Typically, many companies hold the notice period salary and clear
only with the full and final settlement. How can you get through the three-month notice
period without your pay? Can you pay for your relocation charges meanwhile? Can you deal
with it without borrowing money?
What if you have met with an accident and turned disable or lost the life? Or, if one of your
earning family members have passed away, could you take up the unexpected financial
blow, along with the emotional distress?
All these scenarios fall under emergencies of life, which needs due attention both mentally
and financially. Neither your child’s education cost nor your desire to buy a new vehicle is an
emergency, as these are expected expenses, which need preparation before hand.
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Thus, a real emergency has to be urgent, unexpected and requires upfront payment or attention. Financial preparation is very much required to face such emergencies and the fund built
to deal with such situations is called as ‘An Emergency Fund’.
How to build an emergency fund?
Experts believe in having an emergency fund containing at least six months of the family
income for survival until recovery. The fund has to be built gradually with proper planning and
by adding a little every month. You should pile up for the emergency fund even if you have
debts to repay.
Get the sense of security by building an emergency fund with these features:
sufficiency (at least six months)
liquidity
security
Does that mean your emergency fund is an idle fund?
Not really. Once an emergency fund is built, you may park at different channels as long as it
is fairly easy to access. Some feel safer to keep cash handy, while a few others don’t want to
sit on the money. Rather they look to grow the money and thus, invest at places where the
capital remains safe and liquid.
Parking the fund in basic savings account seems simple but the truth is that your money grows
at just 3.2% per annum in banks’ savings account.
At the same time, when the same amount is invested in liquid mutual funds, where the capital
is secure, the interest earned is around 8%. If you do not get to face any emergency say for
eight years from the time of investment, the fund becomes a huge corpus with the magic of
compounding!
How to calculate the right amount required to meet emergencies?
Calculate the amount required to meet emergency keeping all your current financials in
view. A financial planner, by analyzing your expenses, assets, and liabilities, and after keeping
your lifestyle in mind, helps you to quantify the required amount. For expert finance advice,
approach ArthaYantra – online fiduciary offering holistic services for everyone.
In conclusion, an emergency fund is a liquid money that is essential to face life’s uncertainties.
Also, have a thorough financial plan in place that considers all other money goals, to ensure
that the emergency fund is not to withdraw for the unintended purpose.

Life is unpredictable start facing it

“

It was tough to see
Jaya suffering, I tried
to do my best to give
her comfort and best
possible medical
care.”

Client Story
We tend to postpone decisions, but at times life forces us to start planning. One such event
occurred in the happy married life of Dr. Jayesh and Jaya, when they faced the harsh reality
of life. Jaya was detected to be suffering from a terminal illness. With this development, the
couple not only had to plan for their immediate future but also for the future of their children.
Jaya worked as a government employee and Dr. Jayesh was professor at the well acclaimed
Shanti Niketan, known for its modesty and teachings. Being, a devoted husband and father,
planned ahead of time and acted responsibly. The day Dr. Jayesh realized that Jaya’s health
requires repeated medical supervision, he approached ArthaYantra for advice.
ArthaYantra stepped in behind the scene as financial advisor who was there for the family.
Recommendation was to set aside a lump sum amount to create the medical fund and keep
this investment in liquid funds. This way with time he could build enough money to fight for life,
along with his wife. Through monthly investments he could also provide funds for his daughter’s education and marriage. A top up health cover was suggested to provide adequate
insurance cover for his daughters and himself as the current insurance was not enough.
It is certainly not easy to face the situation and see your loved one suffering. And we understand that it can happen with anyone. If a few prudent steps can help you avoid the pain of
financial loss due to suffering, does it not make sense to apply it to ourselves?

Don't Buy Insurance Using A
Thumb Rule!

Know How Much Life Insurance
You Really Need
Based on scientific analysis for your immediate needs and beyond.
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