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Geopolitical tensions are inducing uncertainty at a time of low infla-
tion across the world

Tensions flared across the world last month. In some cases, like the US-North Korea, tensions 
almost soared to a point where armed conflict seemed inherent. There were more geopoliti-
cal uncertainties in other parts of the world as well: uncertainty due to German elections and 
Brexit, unrest in parts of Latin America, Japan-India-China relations  and  more. However, 
economies by themselves performed well despite heightening tensions and low inflation.

Consider the United States. Most of the economic indicators are positive for the US economy. 
The unemployment rate of United States is low and stands at 4.4%. Wages increased by about 
2.95%, and about 156,000 non-farm jobs were added in the economy in August. However, the 
inflation was low at 1.4%. With calamities like Hurricane Harvey which struck Texas, and due to 
escalating tensions with North Korea, the dollar weakened. Recently President Trump threat-
ened the congress with Government Shutdown for refusing to fund the wall with Mexico. The 
Federal Government faced a financial crunch which threatened to shut down the govern-
ment. This was mitigated by a deal passed by the House of Representatives to raise the debt 
ceiling by $15 billion to fund the Government till December 2017 as well as the aid for Hurri-
cane Harvey. This deal was preferred by the Democrats more than the Republicans, with 
whom President Trump is affiliated.

The economies of both, the European Union and the United Kingdom performed well in the 
previous month. Unemployment levels of the European Union and United Kingdom are low. 
Both the EU and UK expanded in terms of Economic activity measured by PMI. The composite 
PMI of European Union for the Month of August stood at 55.7 while that for the UK stood at 54.1 
indicating a robust growth. The growth in the EU is primarily fuelled by the zero interest regime 
maintained by the European Central Bank to nudge investment and inflation. However the 
inflation for the month of August 2017, which stood at 1.5%, is less than the 2% mark that the 
European Central Bank wants it to be. The European Union will be facing crucial elections this 
month especially in Germany, which is the powerhorse of the European Union. 
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Initial Polls indicate that the existing government of Angela Merkel will continue to govern 
Germany after the Elections of September 24. However, until the results are announced, there 
will be a bit of volatility and bit of uncertainty in the European Union.

Japan’s economy is also in a similar situation. The Composite PMI of Japan stood at 51.9 for 
the month of August 2017 indicating that the economy is expanding. Core Inflation for the 
period is 0.5%. Like the European Central Bank, the Bank of Japan too would like the inflation 
to be 2%. But positive inflation for 5 months is still significant as Japan faced chronic deflation 
since the 1990s. Unemployment rate continues to be low, but the wages have also declined. 
Since wages have declined consumption activity may reduce leading to lower inflation.  Re-
cently, North Korea tested missiles and detonated hydrogen aided nuclear bombs. The Japa-
nese Yen is considered a safe-haven investment. Thus increased geopolitical uncertainty in 
the region results in investors investing more in the Japanese Yen. Consequently the Yen 
strengthens making Japanese exports less competitive and while making imports cheaper 
thereby hampering the growth of Japan’s economy. It is expected that though the economy 
might expand in the coming quarters, inflation will decline. 

Asia- Pacific is primarily dominated by the economy of China. Economic indicators suggest 
that the Economy of China is performing well as measured by Composite, manufacturing and 
Services PMIs which stood at 51.9, 51.1 and 51.5 respectively. Debt is primarily driving growth 
in the Chinese GDP while consumer inflation continues to be low at 1.8%. Although China has 
built excess capacity through investments in infrastructure, the ability to utilise this capacity 
will determine the sustenance of the growth of Chinese GDP. The South East economies have 
a significant exposure to the Economy of China. The manufacturing PMI of China for the 
month of June declined, due to which the Manufacturing PMI of south-east economies for 
the month of July declined to 49.3. When the manufacturing activity in July picked up in 
China, the spillover effect can be seen in South-East economies where the manufacturing 
PMI for month of August increased to 50.4. 

Like South-East Asian economies, Latin America is also dependent on the economy of China. 
The Latin American economies depend on exports of commodities and China is the largest 
buyer of commodities in the world. Brazil, which is the largest economy in the region, contin-
ues to weaken in terms of economic activity. The GDP of Brazil has been contracting for the 
last couple of years. Earlier in 2017, Brazil’s economy expanded by 1% ending perhaps its worst 
recession. However, a lot of reforms need to be undertaken for sustaining the growth in the 
economy. Fundamentals are not robust for Brazil. Manufacturing activity has picked up, but 
service activity has declined and the composite PMI has been in red for the quarter. 

Similarly, the economic activity of India has been in the red for the last quarter. Composite 
PMI for the month of August stood at 49.0. Service activity, which is the largest contributor to 
the Indian economy, declined rapidly in the month of August with a PMI reading of 47.5. Man-
ufacturing activity however expanded with a PMI of 51.2, though it declined in the month of 
July with the introduction of GST.

India was the fastest growing economy until the quarter ending December 2016. However, in 
the quarter that ended in March 2017, the GDP grew by only 6.1%, which is a sharp decline of 
3% points on a year-on year basis. This was primarily attributed to the effects of demonetisa-
tion. Subsequently, GDP in the quarter ending June 2017 also grew by only 5.7%. In the same 
quarter, the economy of China grew by 6.9%. Recently, former RBI Governor Raghuram 
Rajan, expressed his views on how demonetization had adverse effects on the Indian econo-
my in the short term.



As the Indian economy primarily transacts in cash, taking out around 86% of cash meant a 
decline in purchase of Goods and services. This in turn contributed to the decline in GDP 
growth for the last two quarters. 

The inflation of India is under control as measured by the WPI and CPI. The RBI would like to 
keep the Inflation at about 4% ± 2%, which means RBI wants to keep inflation between 2-6%. 
For the month of August, CPI of India stood at 2.36% while the WPI at 1.9%, which is slightly 
higher than the reading in the month of July. The low inflation in the month of July, prompted 
RBI to reduce interest rates by 25 Bps. 

In the beginning of this quarter, a structural change was instituted with the introduction of GST. 
The primary aim of GST was to introduce “One India, One Tax” system. The GST was expected 
to benefit the manufacturing sector with easier movement of goods. But the effects seen are 
the opposite. The manufacturing sector’s growth was its slowest in the last five years. The man-
ufacturing sector grew by 1.6% in the previous quarter compared to 3.1% in the quarter 
before that. With introduction of GST there was a steep decline in the prices of goods. Howev-
er this was more an effect of manufacturers offloading their inventory through discount. With 
the reduction in inventory manufacturing activity can be expected to pick up, as a decline in 
inventory translates to increase in demand. 

That said, with the lingering effects of demonetization, growth in demand will be a bit slow. 
The slow growth in demand has been observed not just in the domestic market, but interna-
tional markets. Now, due to decreased demand, manufacturers will be expected to take on 
more debt to run their business. Due to increased debt, and slow demand there will likely be 
an increase in Non- Performing Assets. Recently, RBI listed out more companies to be default-
ers and further expect the number to increase. Hence, the immediate term looks shaky for the 
Indian Economy as a whole.
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Oil Prices peaked in the beginning of August at $50.14/barrel (WTI) with reports of declining 
inventory in the US. However Oil prices declined since then. Oil prices reached a low of 
$46/barrel towards the end of August due to the effects of Hurricane Harvey in the US. With a 
large number of oil refineries concentrated around Texas, a hurricane meant shutting down 
of the refineries therefore reducing demand for crude oil. Interestingly while crude oil prices 
declined, refined oil prices like Petrol and Diesel increased due to reduced supply.

With the end of the Hurricane, crude oil prices bounced back with increased demand. How-
ever, reports suggested that the US inventories were not gaining as quickly as expected. This 
in turn meant that there will be increased demand for oil thereby increasing the price of oil. 
Oil prices once again reached the $50/barrel mark in mid-September with slower than 
expected gains in oil inventory. This suggests that the oil market may be rebalancing with 
increased demand. 
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Copper (tonne)

Nickel (tonne)

WTI Crude Oil 1 month 
futures (barrel)

Natural Gas (MBTU)

Zinc (tonne)

Commodity (quantity) Projection (fortnight)

6,539

11,000

49.48

3.12

3,096

Price (USD)

Positive to Ranged

Negative to Ranged

Negative

Positive to Ranged

Negative

Table 1: Commodity prices as on 19th September 2017
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Fig 1: WTI Crude prices over the past 3 months



Equity markets rallied through the month of July. The Indian markets scaled new heights in the 
last week of July breaching the 10,000 mark for the first time. The Nifty recorded a high of 10128 
on July 31st. However, Political tensions between the US and North Korea flared up. The ten-
sions led to declines in the Asian markets as a whole including NIFTY. Over a period of 5 days, 
the Nifty lost over 400 points and declined to 9710 on 11th August 2017.

Throughout August Nifty remained volatile reacting to geopolitical events from across the 
world. However, Nifty resumed rallying late August onwards through September reaching an 
all-time high of 10152 on September 18, 2017.

However, as discussed under the Monetary Policy section the Indian economy may experi-
ence volatility in the immediate term. 

Fig 2: Nifty over the past 3 months
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Gold is a safe haven therefore gold prices rally due to uncertainty. Over the last 2 months, 
there were plenty of geo-political events which triggered uncertainty and thereby fuelled a 
rally lasting 2 months (Fig 3). Gold Prices rallied through the months of July and August reach-
ing $1350/tr.oz. mark in early September before declining.

Tensions between US and North Korea flared with North Korea threatening to launch Nuclear 
Strikes in US territory of Guam, detonating a nuclear device, test firing ballistic missiles and 
threatening neighbors who are allies of the United States with invasion. The US too reacted 
negatively and threatened to attack North Korea thereby flaring tensions in the region.

Gold prices gained overnight on 18th August, reaching up to $1295 as markets reacted to the 
terrorist attacks in Spain and mounting political turmoil in the US. Gold also climbed after Presi-
dent Donald Trump threatened a government shutdown if Congress doesn't fund his pro-
posed border wall with Mexico.

Fig 3: Gold over past 3 months
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Investment Strategy
The equity markets have been rallying over the past month. However, Geopolitical tensions 
continue to persist. India being an emerging economy is more susceptible to global uncer-
tainty than the developed economies. Persistent geopolitical situations will make the equity 
markets volatile. With structural changes being instituted in India there will be more volatility in 
the immediate term. However the markets are set to rally for the long term. Therefore it is best 
to stay invested in equity for the long term.

The GST was introduced in early July. The Government realized a GST revenue of Rs.92,283 
cr.against an expected of Rs. 91,000 Cr. This suggests that government finances set to 
improve. With the GDP growing at 5.7% the previous quarter, the government will be expect-
ed to take up more projects to boost GDP growth. These will make bonds an attractive invest-
ment. Therefore it will be beneficial to have exposure to Bonds of longer duration.

Although the US congress approved a Debt ceiling, it is not a permanent solution to the Gov-
ernment funding problem. The President of the US agreed to a Government financing deal 
proposed by the Democrats rather than his own Republican Party. This may lead to political 
instability in the US. More uncertainty can be expected with elections in Germany- the power-
house of the European Union, and tensions in Northeast Asia especially North Korea. Gold will 
correct temporarily but will continue to grow with persistent geopolitical tensions. Best to have 
gold as a hedge in terms of turbulence.

Commodity (quantity)

Gold (tr.oz.)

Silver (tr. Oz.)

Platinum (tr. Oz.)

Price (USD) Projection (fortnight)

1,308.45

17.15

956

Positive to Ranged

Positive to Ranged

Ranged
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Table 2: Precious Metals prices as on 19th September 2017



A quick look at the economic events that are taking place across 
the world and the likely outcome.

USA

European Union/UK

Asia Pacific

India

Country/Region Impact(Projected)Event

US Federal Reserve Holds interest 
rates steady

German elections result in victory 
for Angela Merkel

North Korea- US tensions

RBI holds policy rates

Dollar Weakens

Gold Strengthens

Rupee strengthens

•

•

•

Euro strengthens•

Gold Strengthens•

British Pound weakens•

Asian Indices crash•

US Dollar weakens•

Gold Weakens•

Global Economy



Following a recent amendment in the Prevention of Money Laundering Act (PMLA) Rules, 
2017, linking the customers’ Aadhaar numbers to their respective mutual fund accounts has 
become mandatory for mutual fund houses. An online facility to link mutual fund investments 
to Aadhaar has been launched by the Registrar and transfer (R&T) agent, CAMS (Computer 
Age Management Services). Thus, the customers need to provide the required information to 
the mutual fund houses. The last date for linking Aadhaar and mutual funds is 31 December 
2017.

Steps To Link Your Mutual Fund Investments To Your Aadhaar On CAMS:

Step 1: Go to the CAMS Website,
Click on ‘Investor Services’ on the top panel
Click on ‘Link your Aadhaar’ on the left panel
or visit https://www.camsonline.com/InvestorServices/COL_Aadhar.aspx

Step 2: Enter your registered email and PAN
The page auto-populates with the names of fund houses. If some are missing, undergo this 
process with the other R& T agents as well.
ICICI Prudential Mutual Fund, Birla Sun Life Mutual Fund, and HDFC Mutual Fund are all 
serviced by CAMS.
UTI Mutual Fund and Reliance Mutual Fund are serviced by Karvy.

Step 3: Click on the fund houses
Enter registered mobile number and submit
You will get an OTP/one-time password on the same number.

Step 4:
Enter OTP
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Step 5: An acknowledgment will be sent
An acknowledgment on one’s email from the UDAI will also be sent.

This is how one can link Aadhaar, on the R&T platform, to MF investments and can authorise 
the agent to seed one’s Aadhaar number based on PAN or any other combination in all the 
accounts maintained with the asset management companies for KYC (know-your-customer) 
and other related due diligence purposes, as per the PMLA requirements and UIDAI guide-
lines.

The agent is also authorized to download and share the Aadhaar and demographic informa-
tion with CKYCR (Central KYC Registry), other KYC agencies (SEBI-registered KRAs or KYC regis-
tration agents) wherever applicable and warranted by regulators or the PMLA. Follow all the 
mandatory rules to avoid any discrepancies in your mutual fund investments. Do the right 
things and get your finances in order.
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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 Invest-
ments, 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 corporate.arthayantra.com to see how ArthaYantra can help employers with financial 
wellness program as employee benefit.

 
© 2017 ArthaYantra Corporation Pvt. Limited
All Rights Reserved.
www.arthayantra.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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