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Monetary Policy
Despite gains in economic performance, political events threaten to
make the road ahead uncertain
For the past month and a half quite a few events occurred- some creating stability in the
world economy and some shaking it.
After a series of elections which shook the economy over the past year and a half including
Brexit, Italy’s referendum, US Elections and the French elections- September 2017 was marked
by an election which stabilized the economy. This was the elections of Germany, one that
Angela Merkel was expected to win and continue as the chancellor on the back of continued robust performance of the German economy. Overall, the economies of EU and United
Kingdom have been performing quite well. The PMI indicators of EU in all the sectors have
been positive reaching new heights. The inflation rate of EU for the month of September 2017
stands at 1.5%, while the European central Bank wants the inflation rate to be stable at 2%.
The Inflation rate of 1.5% suggests that consumption activity is not picking up. The Unemployment rate in UK and EU has been significantly lower than before the Great recession of 2007.
Although PMI indicators suggest that the economy is doing good, there are few shaky events
up ahead mainly in the form of one of its key members, Spain. Catalonia, is seeking Independence from Spain altogether. If Catalonia becomes an
independent state, there is prospec1
tively a negative impact on the European Union, implying instability in the region altogether.
In the recently concluded elections in Germany, a newly founded Right wing party - Alternative For Germany- gained seats in the German parliament. Although it wasn’t enough to form
a new Government it does suggest that right-wing populism is gaining in Germany. This could
be mirrored in the rest of the EU. Italy will be conducting its elections shortly. Initial polls suggest
right wing parties which favour exit from European Union are gaining, which potentially could
potentially result in Italy exiting the European Union just like Britain. All these factors put together contributed to the decline of Euro vis-a-vis US dollar. But German bonds have gained with
the return of Angela Merkel.
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Japan is in a similar situation as well. All PMI indicators of Japan suggest that growth has been
stable and positive. The inflation rate of Japan has also been positive for most part of the year.
Wage growth has also been positive. The Bank of Japan continues to maintain negative interest rates. The Bank of Japan expects the economy to do well, but is not confident of reaching
an inflation rate of 2%. Prime Minister Shinzo Abe recently dissolved the lower house of the
Japanese Parliament calling for flash elections. About two months ago, the UK’s Prime Minister Theresa May had dissolved the British Parliament, so that she can hold flash elections in the
hope of gaining more members who would favour her reforms. She wasn’t able to gain necessary majority in the parliament. Initial indicators suggest that Japan is also heading towards
a similar situation. Prime Minister Abe’s party currently holds close to two-thirds of the parliament but needs a few more seats in their favour to push reforms. But polls suggest that just like
the United Kingdom, Abe may not get the necessary majority and may in fact lose some of
the seats.
The US economy has also been doing well as suggested by the PMI indicators. However, core
Inflation for the month of September 2017 is at 1.7%. Jobs were not added in the last month,
in fact 33000 jobs were removed in the month of September. Considering these factors, the
US FED kept the interest rates unchanged at 1.25-1.5% in the last policy meeting. The Federal
Reserve believes that loss in jobs was due to the consecutive Hurricanes of Harvey, Irma and
Maria that hit the region. The Federal Reserve believes that Job loss is a short term effect
rather than a long term.
The Federal Reserve, since the Great Recession till date, was fueling the growth in United
States using debt. The current balance sheet of US stands at $4.5 trillion, the Federal Reserve
has now begun tapering down their balance sheet, by $10 billion every month. All of these
indicate that the US economy is facing a temporary glitch and is expected to grow robustly
in future.
The performance of the Chinese economy as measured by PMI suggests that the world’s
second largest economy is doing well. Yet, there are some underlying concerns for this
growth. China has been fueling its growth through debt and it’s credit growth is fast. China’s
debt is more than 250% of its GDP, which is seen as becoming increasingly difficult to manage
for China. Credit rating agencies led by Standard and Poor cut China’s Credit rating to A+
from AA last month as they foresee a possibility of Government Bond default soon. When
China faces a downgrade the whole of Asia- Pacific region including India suffers. The downgrade resulted in an outflow of cash, which contributed to the decline of the Indian rupee
against the dollar.
The People’s Bank of China has recently scrapped some of its currency policies, mainly the
currency forwarding policy maintained by Bank of China. With the scrapping of this policy,
Chinese investors can buy Dollar and sell Yuan easily, which means that Yuan will become
cheaper. Despite Yuan weakening since the scrapping of this policy, it is still up by 6.5% this
year. A lot more reforms are needed in China if it has to manage to stabilize its growth.
China is the world’s biggest importer of commodity, and Latin America depends largely on
export of commodities. With the Chinese economy performing well, Latin American economy
will also perform well. Brazil, which was in a recession until the beginning of this year, has managed to clock in positive growth in all aspects as measured by its PMI. The inflation rate of
Brazil was as high as 12% in the last year, and currently the inflation rate of Brazil is the lowest
in 18 years.
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This is primarily because of the intervention of Central Bank of Brazil and by President Michel
Timer. Brazil has lost almost 8% of its GDP since 2014, but this year it seems to be regaining some
of its lost GDP.
The numbers across the world indicate that the world economy is performing well. World
trade is picking up despite protectionism and consumption is picking up, although not as
quickly as expected.
The PMI indicators of India has been positive in September, compared to August where the
Services activity declined. The GDP of India was affected in the last quarter due to Demonetization and the introduction of GST. In the last 2 quarters, India lost the tag of the fastest growing major economy to China. Although, there were calls for the Government of India to introduce a fiscal stimulus to boost the economy, there are few factors which need to be considered before doing so. For example, despite no fiscal stimulus the economic activity picked up
in September, which means that the economy is slowly adapting to the introduction of GST
and shaking off effects of demonetization. (Table 1)

Table 1: Economic Activity of India picking up in September. A reading of over 50 indicates expansion, a
reading of less than 50 indicates contraction

PMI

August 2017

September 2017

Composite

49.0

51.1

Manufacturing

51.2

51.2

Services

47.5

50.7

Most of the economies invest in infrastructure to boost economic activity, which is expected
in India if the Government proceeds with a fiscal stimulus. Inflation for India is at about 3.36%
as measured by Consumer Price Index. The RBI, which has adopted a policy of inflation
targeting likes to keep it at 4% ± 2%. So, the inflation is within limits as set by the RBI.
Fuel prices are likely to increase, which implies food prices will also increase. With such factors,
the RBI may not change the interest rates in the next policy meeting. The interest rates were
unchanged in the last policy meeting as well at 6%. The reverse repo rate still remains at 5.75%.
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Fig 1: Gold prices over past 3 months

After reaching year highs in early September, gold prices have weakened since then.
Gold prices hit one year high of $1350 on 11th Sep, as a weak dollar and geopolitical uncertainty increased demand for gold after North Korea’s largest and most powerful nuclear test.
This was further bolstered by an expected US Government shutdown.
However, Gold markets declined as the flare up between North Korea and its neighbors
cooled off. With President Trump agreeing to a deal by the Democrats to raise the debt ceiling by $15 billion, a government shutdown in the US was averted in early September. This in
turn reversed the rallying of gold after it reached a peak of $1350/tr.oz. after perceived
receding risks.
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As discussed under the monetary policy section, the Victory of Chancellor Angela Merkel in
the German elections on 25th Sep weakened the euro, which consequently strengthened
Dollar pushing gold to 1295.50 $/tr.oz, it’s weakest since Aug. 25.
The gold prices declined further after President Donald Trump proposed the biggest shake-up
of the U.S. tax system in three decades which strengthened the USD.
Gold prices rallied briefly after a recent report stated that the number of Jobs declined by
33000 in USA for the month of September due to the devastating effects of Hurricane Harvey.

Table 2: Precious Metal Prices as on 19th October 2017
Commodity (quantity)

Price (USD)

Projection (fortnight)

Gold (tr.oz.)

1,283.40

Ranged to negative

Silver (tr. Oz.)

17.02

Ranged

922

Ranged

Platinum (tr. Oz.)

Equity

Equity
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Fig 2: NIFTY over past 3 months

The Indian equity markets were volatile for the last 3 months. The markets mainly reacted to
international events.
Equity markets rallied from early to mid September. The political tensions between the US and
North Korea which flared up then led to declines in the Asian markets as a whole. NIFTY fell to
9916 on 6th sep 2017. Asian shares hit decade highs as investors regained confidence after no
new provocation by North Korea. This helped NIFTY rally to a high of 10153.50 on 18th Sep
2017.
Indian stock markets ended low on 22nd Sep after the US Federal Reserve outlined plans to
increase interest rates by the year-end.
The Indian markets regained the 10,000 mark to end at 10,016 on 10th October, after positive
cues from across the world. The US economy had shown signs of growth. The euro strengthened after Catalonia's president stepped back from declaring immediate independence
from Spain, easing near-term concerns about eurozone instability.
The equity markets are set to rally for the longer duration despite near term volatility owing to
the structural reforms introduced by the government of India.
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Fig 3: WTI Crude prices over past 3 months

Oil markets are seen rebalancing with demand increasing from the EU and emerging markets
and supplies being reduced due to disruptions and planned cuts in production led by Saudi
Arabia and OPEC.
Oil prices jumped to their highest for more than two years on 25th Sep, reaching up to
$52.22/barrel after major producers said output cuts were squeezing supplies. The improving
global growth, especially from the emerging economies and the eurozone, pushed up
demand for oil thereby pushing up oil prices.
Oil prices climbed in the first week of October due to tensions in Iraqi Kurdistan after the
region's independence vote. Turkey threatened to shut a pipeline that transports oil from the
region in northern Iraq to the Mediterranean creating a potential shortfall in the market.
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Saudi Arabia’s economy contracted by 1.03% over the second quarter of the year, after a
0.5-percent contraction in the first quarter. The pace of recession accelerated because of
the country’s participation in the OPEC oil production cut and because of disappointing
growth in the non-oil industries.
However, oil supplies increased when oil production in the Gulf of Mexico region resumed
after successive Hurricanes in the region forced the shutdown of more than 90 percent of
crude output in the area. This in turn limited the upside of oil prices.

Table 3: Precious Metal Prices as on 20th October 2017
Commodity (quantity)

Price (USD)

Projection (fortnight)

Copper (tonne)

7,008

Ranged to Positive

Nickel (tonne)

12,090

Positive

WTI Crude Oil 1 month
futures (barrel)

51.47

Ranged to Positive

Natural Gas (MBTU)

2.92

Ranged to Negative

Zinc (tonne)

3,145

Positive
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The last quarters have seen weak growth in the Indian economy. Coupled with the Asia-Pacific region weakness, there will be volatility in the Indian markets. These factors contributed to
the weakening of the Indian Rupee which in turn will make Indian exports more competitive.
The expected increase in Indian exports will aid in the rallying of the Indian markets. With the
introduction of structural reforms, the Indian economy is poised to grow for the long term. It will
be beneficial to hold equity for the long term rather than short or immediate term.
The inflation is at 3.4% which is well within the limits of the 4% ± 2%. With rising commodity
prices, there is a risk of higher inflation. This would mean that the RBI will not be lowering interest rates in the next policy review. The Government of India will be expected to invest more in
infrastructure to boost growth. The government can do this through one of 2 means: through
taxes or through fresh issue of bonds. In such a scenario, it is best to hold bonds with medium
to long duration.
As discussed under the monetary policy section, political Uncertainty still persists in EU, Japan
and US. The increased political uncertainty will result in Gold attracting more investment as a
safe haven- leading to the rallying of gold. However, gold must not be an instrument for
returns. It is best to hold as a hedge with not more than 5-10% of the portfolio.
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A quick look at the economic events that are taking place across
the world and the likely outcome.
Country/Region

USA

European Union/UK

Asia Pacific

India

Event

US overhauls decades old tax
laws

ECB announces a slower tapering of QE

Japanese parliament dissolved,
no clear majority in flash elections

RBI holds policy rates

Impact(Projected)

• Dollar Weakens
• Gold Strengthens

• Euro strengthens
• Gold Strengthens

• Asian Indices crash
• Yen Dollar weakens
• Gold Strengthens

• Rupee strengthens

Blog
Health Card - is it a Savior Beyond Medical Insurance
Mr. Rohit’s 10-year-old was diagnosed with dengue. All the medical expenses together
including diagnosis, consultation, medication etc. costed more than INR12,000. Since there
was no hospitalization, the medical insurance worth INR5,00,000 came for no use at that point
of time.
Cases like these are common in most Indian families, where the extra/unexpected health
care expenses come along, disturbing the savings routine. Now, is there a way to lessen the
unexpected medical burden?
Yes, there are cards that can bridge the gap left vacant by medical insurances. With annual
or monthly memberships, these cards offer discounted rates on health, diagnostics, and other
medical expenses. An insurance covers post-hospitalization expenses whereas health cards
offer discounted rates even at the outpatient department, visits to doctors, medical centers,
pharmacies, diagnostic centers, etc. Additionally, unlike insurances that predominantly cover
hospitalization come with waiting periods for pre-existing diseases and senior citizens, health
cards are valid from the time of purchase.
For instance, Indian Health Organisation (IHO) is one such company that offers health cards
to its members for preventive health care services. The health card’s main feature is to provide health expense concession to the organization’s members across 1500 medical centers
at 38 cities in India.
Thus, the health care cards are of great benefit to Indians, given the exponential rise in the
medical care expenses in the country. The right health cards cover preventive health care
costs that account for 70% to 75% of overall medical expenses.
Even though some insurers offer OPD covers, they are quite expensive and come with a limit
on each treatment. Healthcare cards are a solution to people with high-risk and with pre-existing conditions, especially senior citizens.
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To summarize, the top benefits of health cards include:
•Discounts on health care expenses like doctor consultation, medicines, diagnostics, dental
care, etc.
•Applicable for everyone irrespective of the age and even for the one with pre-existing
ailments.z
•Access to multiple hospitals, pharmacies, diagnostic centers tied up with the concerned
company.
•Cost-effective membership charges and discount offers up to 30% on several services.
Conclusion:
Discount cards or health cards are no way a replacement for medical insurance cover. However, the discounts offered on health, drug, radiology and pathology expenses do come in
handy while dealing with the primary health expenses. Plan your expenses and finances well
and rest assured.
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