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Over the years, the investment landscape has become 

increasingly complex. Thanks to globalisation, no part of the 

world is isolated from events happening in other lands. If 

one were to try and represent the market as a mathematical 

equation, it would have innumerable variables, each of which 

affect the outcome to different degrees. Globally rising interest 

rates, currency fluctuations, crude oil prices, financial policies 

and of course, elections are only some of these variables. As 

investors, it is important we understand how these affect our 

investments so we make informed decisions and stay on the 

most efficient track to our financial destinations. 

This issue, we bring to you expert views on the global economic 

and financial environment with specific focus on the domestic 

market. Inside, you will find an insightful economic analysis of 

rising interest rates and their effect on lenders, borrowers, and 

investors.

We also have special features on equity linked saving scheme, 

business insurance and different kinds of investing strategies.

Best,

tushar goyal
Editor-in-Chief 

Disclaimer
The opinions, beliefs and viewpoints expressed by the various authors in this 
magazine do not necessarily reflect the opinions, beliefs, and viewpoints of 
the owner/publisher. Placing an advertisement in this magazine does not 
imply endorsement by the owner/publisher. All content in this magazine is for 
informative purposes only and does not amount to professional advice. The 
publisher does not seek to influence the reader’s financial decision-making 
in any way whatsoever. Please consult your financial advisor before taking 
any decision. The intellectual property rights in all material contained in this 
magazine are owned by Meri Punji IMF Private Limited (formerly known 
as P S Management Solutions Pvt. Ltd.), and can be reproduced only after 
obtaining prior written consent. 

Editor’s Desk
From the 

Punji (noun / Hindi) - Capital meaning, wealth in 
the form of money or other assets owned by a person or organization or 
available for a purpose such as starting a company or investing.
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For centuries, scientists were intrigued 
with the idea of a perpetual motion 
machine, a device that remains forever 
in motion after an initial energy input. 
It is interesting to note its applications 
in the world of finance where investors 
must make some basic investments to 
put into motion a perpetual investment 
and wealth creation machinery. Let’s 
see how this works.

tax savIngs unDeR 
seCtIon 80C
Under Section 80C of the Income Tax 
Act, 1961, a taxpayer is allowed to 
claim tax deductions of up to Rs 1.5 

lakhs from their taxable income by 
investing in eligible schemes. These 
are Employee Provident Fund (EPF), 
National Savings Certificates (NSC), 
Public Provident Fund (PPF), five-
year tax saver bank fixed deposits, 
five-year tax saver post office time 
deposits, Senior Citizens Savings 
Schemes (SCSS), Sukanya Samriddhi 
Yojana (SSY), life insurance premiums, 
and tax-saver mutual funds or Equity 
Linked Savings Schemes (ELSS). While 
SCSS and SSY are relevant only to 
specific demographic profiles, the 
other options are available to a large 
base of taxpayers.

Out of these, ELSS proves to be the 
best tax-saving option for wealth 
creation. Not only is it a tax-friendly 
investment option, it also offers higher 
liquidity as compared to the rest. 
ELSS investments come with a lock-
in period of just three years while the 
other investments have much longer 
lock-in periods. Let’s see how ELSS 
can be used for efficient tax planning, 
effectively creating a perpetual 
investment machine.

tax PlannIng WIth 
elss
Say, an investor falls in the highest tax 
bracket (30%) and begins their tax 
saving on April 1, 2017 by investing 
Rs. 1 lakh in an ELSS fund. They invest 
the same amount next year for FY 
2019 tax saving. In 2019, they do 
this for FY 2020 tax saving, with each 
investment locked in for three years 
from its investment date. 

In 2020, the investment made in 2017 
is no longer locked in. Say, the NAV of 
the fund on April 2, 2017 was Rs. 25 
and that on April 5, 2020 is Rs. 40. This 
means they can use their 2017 ELSS 
investment to fund their investment 
for 2020; all they need to do is redeem 
the required number of units (at the 
prevailing NAV) and reinvest them 
for tax savings. Similarly, in 2021, the 
2018 ELSS investment is free with 
additional free un-redeemed units 
from 2017. This process of redeeming 
the required number of units and re-
investing them can go on forever.

Thus, ELSS is a good option for tax-
savings that locks in your investment 
for three years. This means that if 
you invest any sum in year 1, 2 and 
3, your investment in year 1 will be 
free for redemption in year 4. In year 
4, the same amount can be reinvested 
as fresh investment under 80C. Not 
only do you not have to save for this 
amount, but your investment also 

grows over this 3-year period, leaving 
you with excess funds.

In this way, the machine continues 
to work perpetually for you year 
4 onwards and you don’t need to 
actively track your 80C investments 
after the first three years. 

What makes elss 
suIteD foR PeRPetual 
Investment?
While the concept can theoretically 
work for any 80C investment, ELSS 
proves to be a superior choice for the 
several advantages it offers: 

•	 The initial investment required 
is the lowest for ELSS. It also 
has the shortest lock-in period; 
while other options mandate at 
least five years, ELSS requires a 
commitment of only three years

•	 ELSS potentially offers higher 
returns. In the long-term, wealth 
creation through this route is likely 
to be substantially higher because 
of superior returns and the power 
of compounding

•	 While ELSS redemptions come 
with a 10% tax, the gains over 
three years can easily cover this 
cost 

funDIng tax savIngs 
WIth elss
The ELSS strategy for tax-saving is 
simple and easy to execute. Thus, 
just like perpetual motion machines 
remain in constant motion after the 
application of some initial force, 
our ‘perpetual investment machine’ 
retains a continuous investment cycle 
after the initial three-year investment. 
Investors are advised to discuss this 
strategy for tax planning in greater 
detail with their financial advisors 

Pe
rP

et
ual Investment machIne

Using ELSS 
to Fund Tax 

Savings
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Make 
the Right 
Investment 
Choice

Is a sYstematIC 
Investment Plan 
RIght foR You?
An SIP offers investors convenience in 
terms of distributing their investment 
over several years such that they do 
not have to part with lump sums to 
make it work. In fact, investments 
through this route can be automated 
such that a fixed sum is debited from 
the bank account each month. 

The SIP route is best suited for young 
investors, who may want to start 
as small as Rs. 500 per month, thus 
allowing them a flavour of investing 
even at a small scale. It is also suitable 
for individuals with a regular income 
and surplus. SIPs offer the flexibility 
to continue investments even when 
a month is missed or there is an 
additional investment because of 
excess surplus.

SIPs are also useful in determining the 
exact amount an investor must set 
aside to achieve long-term financial 
objectives. 

shoulD You oPt foR 
lumP sum InvestIng?
The lump sum mode allows individuals 
with a large corpus to invest at a 
go, ensuring money does not lie 
idle in a bank account. Thus, lump 
sum investing is ideal for seasoned 
investors who have generated large 
sums which they wish to reinvest 
at once. Individuals with uncertain 
income but substantial cash flow may 
also prefer to invest via lump sum. This 
allows them to stay invested despite 
erratic cash flows, aiding them during 
lean times when they can withdraw 
from the lump sum using a Systematic 
Withdrawal Plan. Here, they aren’t 
required to redeem the entire corpus 
but only a stipulated amount at a 
time while the rest of it keeps earning 
returns.

the hYBRID oPtIon
A third, hybrid option is also available 
wherein investors can opt for a liquid 
fund with a Systematic Transfer Plan 
(STP). Say, an investor has a lump sum 
amount but is not confident about 
timing the market. They also doesn’t 
want their funds to lie idle in a bank 
account generating a paltry return. In 
such a case, they can invest the lump 
sum in a short-term, liquid fund and 
do a STP into their desired mutual 
fund scheme. Here, a fixed amount 
is transferred from a liquid fund to 
another fund – equity, balanced fund 
etc. 

By investing in this manner, firstly, the 
investor doesn’t let funds sit idle and 
earns an interest higher than the bank 
rate. Secondly, the investor also enjoys 
the benefits of rupee cost averaging by 
buying less or more units depending 
on the price.

make a smaRt 
Investment DeCIsIon
Investors must ultimately choose a 
method that works for them based on 
their income, cash flow and financial 
goals. Those with a regular income 
can safely invest in a SIP and those 
with a lump sum amount but not sure 
about market timing can opt for the 
hybrid route. 

Moreover, investors don’t need to 
limit themselves to a definitive mode. 
They can invest in a SIP if they have 
a regular income and boost their 
portfolio by investing through lump 
sum whenever they have a surplus. 
For those with a large surplus and a 
low risk appetite, an STP can offer 
the best of both worlds. Make an 
informed choice by consulting your 
advisor or financial planner 

Even as the concept of Systematic 
Investment Plans (SIP) gains currency, 
investors are often confronted with the 
age old choice between systematic and 
lump sum investing. A pertinent question 
remains – which of the two results in higher 
future returns? That it’s fair to compare the 
approaches is a matter of some debate. 
While investors will come across literature 
arguing in favour of one against the 
other, making the right investment choice 
ultimately rests on understanding the 
difference between the two.

A major difference is in the cash flows – 
an investor with money at hand will be 
comfortable investing a lump sum amount, 
whereas in case of an SIP, the investor 
may not possess a lump sum amount but 
expects a regular income in the future. For a 
person with not enough lump sum amount, 
investing at a go is infeasible. Similarly, for 
someone with an uncertain future income, 
SIPs remain out of question.

Investment
VsSystematic Lump Sum

I n v e s t  I n  I n v e s t I n g May-June, 2018

8 9



The human body is a machinery, albeit 
a unique one, that needs continual 
repair and maintenance. This often 
means significant medical costs. There 
is no denying the fact that, today, 
medical expenses are on a rise and our 
health on a decline. When tough times 
hit, the cost of medical care can be a 
huge blow to your finances. However, 
most of us still remain ignorant of the 
need to plan for financial emergencies 
arising out of an accident or sudden 
illness. One must be adequately 
insured against health risks and 
purchase a good medical cover in the 
form of a Mediclaim policy, which 
ensures a stress-free treatment at a 
quality hospital. 

What Is meDIClaIm?

A Mediclaim insurance policy is 
an economical way of financially 
preparing for medical emergencies. It 
takes care of medical expenses related 
to hospitalisation on an illness, accident 

tYPes of meDIClaIm 
PolICIes
There are predominantly two types of 
Mediclaims –

•	 Individual Plan – Specific 
coverage, called sum insured, for 
an individual 

•	 Family Plan – This involves buying 
a sum insured not specific to 
a particular person but for the 
whole family, also known as 
Floater Policy. This is ideal for a 
family of four or less

Say, a family of four - husband, 
wife, and two kids – purchases a  
Rs. 1 lakh cover for each member. If 
anyone meets with an accident and 
is hospitalised, the insurer will pay an 
amount up to the limit specific to the 
person. But if the family had a floater 
policy of, say, up to Rs. 3 lakhs for the 
entire family, the cover would be up to 
Rs. 3 lakhs. If the family fully used the 
float in a year, the insurance company 

wouldn’t be liable to pay anything 
in the event of either the same or 
another person’s hospitalisation.

Senior citizens were earlier not covered 
under Mediclaim but this is now 
changing. Star Health and Max Bupa 
offer policies till seventy five years of 
age, a clear shift in the mindset of the 
industry towards the acceptance of 
longevity.

thIngs to ConsIDeR 
When BuYIng 
meDIClaIm 
Investing in Mediclaim is a prudent 
decision, which needs an equally 
prudent consideration of several 
associated factors:

•	 Sum insured (coverage amount): 
When choosing the coverage 
amount, consider factors like 
rising healthcare costs, rate of 
inflation, etc. If you happen 
to live in a metro, the cost of 

hospitalisation will be higher 
compared to that in rural areas. 
Additionally, if you would like to 
cover dependants too, a higher 
sum insured is required

•	 Individual vs family floater: This 
is an entirely personal decision. 
Those unmarried can opt for the 
individual policy. But if you would 
like to cover your entire family, 
a floater plan is the ideal choice. 
Floater plans also happen to be 
easier on the pocket due to the 
discounts offered by the insurance 
companies

As a prudent practice, opt for a 
 Rs. 10-15 lakhs cover. At the minimum, 
get insured for Rs. 5 lakhs. However, 
be sure to consult a financial advisor 
to zero in on the right Mediclaim plan 
for you and your family 

As a variant of Mediclaim, critical 
illness policies are now available to 
cover the huge costs that arise in case 
of terminal diseases - heart ailments, 
cancer etc. where the sum assured is 
disbursed when policy claim conditions 
are satisfied (irrespective of whether 
any expenses have yet been incurred). 
A Mediclaim policy also offers tax 
deductions on premiums paid under 
Section 80(D) of the Income Tax Act, 
1961, when it is paid by any mode 
other than cash. 

or surgery, provided one is admitted for 
more than 24 hours. It covers various 
hospitalisation costs - treatment, 
surgery, room rental, ambulance etc. 
and those incurred about 60 days post 
hospitalisation. The bills are settled 
either through a cashless treatment 
facility or reimbursement offered by 
the insurance company. Thus, it is 
important to invest in a Mediclaim 
policy to safeguard your financial 
well-being. 

Mediclaim  Insurance
Secure Your Health

with

how is it different from health insurance?
health Insurance mediclaim
Offers a comprehensive health 
cover - hospitalisation expenses, 
pre and post-hospitalisation 
expenses, pharmacy bills, and 
ambulance fees, covering over  
25 critical illnesses

Covers hospitalisation expenses and 
treatments toward accident and 
pre-specified illnesses, subject to a 
specific limit

The cover is high - up to Rs. 60 
lakhs

Cover is lower - up to Rs. 5 lakhs

No further claims can be made once 
a claim is settled

Any number of claims can be made, 
subject to the sum assured limit
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the fund manager’s faith in certain 
sectors, depending on their business 
cycle stages. While cyclical sectors 
(banks, automobiles, capital goods, 
cement etc.) are seen as risky, they 
offer great returns in the early and mid 
stages of a bull market. At the peak 
of a bull or bear market, defensive 
sectors (pharmaceuticals, FMCG etc.) 
tend to outperform. 

ComPanY 
ConCentRatIon
The factsheet also gives the stock 
holding details of the scheme. Instead 
of focusing on individual names, 
investors should focus on company 
concentration, which tells you what 
percentage of your investment is 
at risk. You can calculate company 
concentration by adding the weights 
of the top five or ten companies. If the 
weight of the ten largest stockholdings 
is within 50% and the weight of the five 
largest stockholdings is within 30% 
of the portfolio value, the company 
concentration risk is acceptable. 

nav anD RetuRn
The factsheet also shows the NAVs and 
returns of different scheme options. 
Because the returns given in most 
factsheets are trailing over different 
time-scales, investors might find it 
difficult to visualise their percentage 
annualised returns. They can then 
think of the growth of Rs. 10,000 to 
understand the wealth the scheme 
created over different time periods.

aCtIve stoCk 
alloCatIon veRsus 
BenChmaRk
Active Stock Allocation versus 
Benchmark tells the investors which 
active stocks are overweight or 
underweight versus the benchmark. 
However, investors must understand 
that overweight and underweight are 
relative concepts. Being underweight 
on a stock does not necessarily mean 
the fund manager is bearish on it. In the 
case of redemptions, instead of selling 

How to Read a 

Mutual 
Fund 
Factsheet

Let’s look at some of the most 
important ones. 

sCheme-RelateD 
InfoRmatIon
Typically, the top section of a factsheet 
provides useful scheme-related 
information that tells you about the 
fund manager’s strategy - whether 
they invest in small cap, mid cap or 
large cap assets. The factsheet will 
also give details of the fund manager 
- the person ultimately responsible 
for managing fund money and fund 
performance. Because the manager 

directly impacts your returns, it is 
important to know their track record. 
The factsheet will also lay out an 
investment objective, a general 
statement indicating the objective of 
the scheme - capital appreciation or 
income or both. 

seCtoR-RelateD 
InfoRmatIon
If the fund’s allocation is biased 
towards a few sectors, it is riskier but 
with a higher potential for returns. 
When maintained over a period of 
time, biased sector allocation signifies 

shares of all stocks in the portfolio, 
the manager may selectively sell a few 
stocks he is underweight on to achieve 
the best results for unit holders who 
remain invested. Similarly, when there 
are fresh flows in the scheme, the fund 
manager would buy shares of those 
stocks he is overweight on to create 
higher alphas for investors.

maRket 
CaPItalIsatIon 
The weighted average market cap of 
the scheme portfolio is the average of 
market cap of all the stocks weighted 
by their proportions in the portfolio. 
When all stocks in the portfolio are 
listed in an ascending order of market 
cap, the market cap of the stock in the 
middle is the median market cap. 

assets unDeR 
management (aum)
The average AUM is the average of 
the assets under management of the 
scheme at the beginning of the month 
and end of the month. 

tuRnoveR RatIo
This is a measure of how much of the 
portfolio changed in the past year. A 
ratio of 100% means that the fund 
manager replaced all holdings once 
in the last year. Most experts believe 
that a low turnover ratio is good since 
it reveals a “buy and hold” approach. 
However, some investment experts 
believe that managers who churn 
their portfolios more look to actively 
exploit market opportunities based on 
valuation differentials. 

sIP RetuRns
This powerful tool explains the wealth 
creation potential of the scheme using 
systematic investment plan (SIP).  
It shows how much wealth could have 
been created through a monthly SIP  
in the scheme over various time 
periods 

As mutual funds become the 
preferred route of investment for 
many, an enhanced understanding 
of associated terms can help one 
become a better investor. Asset 
Management Companies (AMCs) 
publish an important document called 
the factsheet that acts as a monthly 
report detailing information for each 
active scheme. Nowadays, this is 
easily available online on an AMC’s 
website. The information contained in 
it can also be found on various mutual 
fund research websites.

Decoding a factsheet requires an 
understanding of its various elements. 
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It has been a decade since the sub-
prime financial crisis gridlocked 
financial markets and put economies 
across the globe in a limbo. In the 
years following the crisis, markets 
have seen a significant change in 
investing styles and the way assets are 
managed. Domestically, the S&P BSE 
Sensex recovered all its losses suffered 
during the crisis over a period of three 
years. However, it remained stagnant 
for the next four years. 

Equity Investing
Quality Matters

The fall in commodities worked 
positively for India which is a net 
importer of commodities. However, 
select industries like crude oil, steel 
and wheat bore the brunt of this fall, 
thus witnessing a deterioration of their 
respective corporate balance sheets 
and a destruction of significant market 
wealth.

nPa Cycle 

Public sector banks have seen 
significant decay in asset quality 
since 2015. As the NPA cycle grew 
worse, the provisioning norms ate into 
corporate profits and asset values saw 
significant erosion leading to a fall in 
the banks share prices. Large private 
banks also saw significant NPAs in 
their corporate loan books.

However, retail-focused private banks 
remained largely unscathed during this 
and hence commanded a significant 
premium to their corporate banking 
peers. Another pocket of quality lay in 
the housing finance and non-banking 
financial space due to the largely retail 
focus and strict ALM policies in place.

the WaY foRWaRD 
As highlighted above, quality has been 
an all-weather wealth creator for long-
term investors despite several blips 
in performance. While uncommon, 
these blips have not eroded the 
wealth created during the market 
upswing. Further, it is important 
to note that companies labelled as 
quality are fundamentally driven 
rather than by sentiment. Hence, 
the volatility quotient of these stocks 
remains relatively low as compared to 
momentum and value driven stocks 
where asset pricing is dependent on 
subjective factors.

Axis MF has been a strong believer in a 
result-oriented approach to investing 
and has stuck to this line of investing 
since inception. We had released a note 
titled Q3 Review - Fund Fundamental 
Performance clearly highlighting this 
focus on quality 

Contributed by 
axis mutual fund

•	 Strong corporate governance/
Strong promoter pedigree 

•	 Secular growth rate of the sector, 
which is anywhere around 1.5 to 
2x of GDP

•	 Strong business model that 
demonstrates pricing power in the 
product category 

•	 Good ROEs and cash flows 

Since our inception in 2009, we have 
followed this approach and about 
80%-90% of our portfolio is based on 
the philosophy.

ReCent events – 
steaDfast aDheRenCe 
to qualItY PaYs off 

Our approach surrounding quality 
has enabled us to navigate through 
pockets of pain in the market. Few 
examples are as below.

the Commodity Complex 

Commodities are a cyclical business 
that work on the demand appetite 
of the global market. Economic 
growth is an indicator for commodity 
demand. In 2013-16, the price of key 
commodities dropped by up to 60% 
causing havoc in the commodities 
market.

During this time, the S&P BSE Quality 
Index, an index tracking companies 
that score well on common financial 
parameters like return on equity and 
free cash flows, has significantly 
beaten broad market indices. The 
recent volatility seen in the markets 
has brought quality investing back into 
the limelight. At Axis AMC, quality 
forms a focal point of our investment 
strategy due to the inherent benefits 
it offers over sustained investment 
periods.

What Is qualItY? 
While there is no single definition, in 
our opinion, quality typically connotes 
a combination of a set of two factors:

qualitative factors 

•	 Strong Return Metrics (E.g. Return 
on Equity(ROE), Return on Capital 
Employed (ROCE)) 

•	 Stable Cash Flow – A company 
should be able to fund its organic 
growth from internal accruals and 
use long-term capital and working 
capital efficiently

•	 High profitability, low debt-to-
equity and earnings consistency

quantitative factors 

•	 Strong management pedigree 

•	 Transparency of operations for 
investors and key stakeholders 

•	 Credible oversight committees 
and strong internal controls 

•	 Sustainable long-term business 
model 

In essence, this style offers two 
potential advantages. First, quality 
has historically delivered a return 
premium, i.e. the opportunity to 
outperform a broad benchmark over 
the long-term. Second, it offers a high 
margin of safety. Quality typically 
outperforms other investment styles 
during periods of turbulence as these 
stocks are considered less volatile 
by market participants due to their 
fundamental attributes.

qualItY – an axIs 
exPeRIenCe 
At Axis, we primarily follow a bottom-
up stock selection approach with a 
minimum 2-3-year view on stocks. 
Bias towards high quality and growth 
with strong fundamentals are the key 
look outs for our fund managers to 
select companies for their portfolios. 
Four principles drive our investment 
philosophy at Axis: 

quality typically 

outperforms other 

investment styles during 

periods of turbulence 

as these stocks are 

considered less volatile 

by market participants 

due to their fundamental 

attributes
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BusInEss 
InsurancE
An Opportunity for SMEs

In recent times, India’s business ecosystem 
has seen a boom, its growth fuelled by 
foreign investment and technological 
advancement. Today, Indian SMEs and 
startups are globally competitive and lead 
the way in implementing best practices 
in most areas. However, an area that still 
remains overlooked is business insurance. 
Business owners and startup founders are 
still largely unaware of the types of business 
insurance policies and packages available 
for SMEs and startups in India.

What’s worrying is that a business 
owner in India typically has no time to 

spend on managing risks, essentially 
walking on a high-wire without a net. 
You could have a flourishing business 
today, and it could be gone tomorrow 
due to fire, theft, flooding, riots, 
accidents, equipment failure, breach of 
partnership, employee attrition etc. For 
most businesses, insurance is essential 
to their survival and a steady stream of 
customers.

One can protect their business’ financial 
security by investing in the following 
types of insurance policies. 

A key person is someone whose talent and experience has a huge impact on the performance 
of your organisation. Such people, being key assets, cannot be easily replaced. Thus, a key 
person insurance is important because it:

•	 Indemnifies your business against the loss due to death of the key person

•	 Assures your customers and suppliers about the financial strength of your business

•	 Provides a fund to recruit and train suitable talent

•	 Compensates the family of the deceased key person

Partnership insurance can help you maintain business continuity, especially in the case of the 
death of your partner and their family not willing to continue the partnership. Some of its key 
benefits are:

•	 It is a prudent solution for continuing the business in the event of unforeseen circumstances

•	 It enables the partnership firm / other partners to buy out the deceased partner’s share

An insurance policy taken by the husband under the MWPA creates an estate for the exclusive 
benefit of the wife and children, be it a married, widowed or a divorced man. Its benefits are:

•	 It creates an encumbrance-free estate for your family

•	 It insures savings for the exclusive use of your family

•	 It minimises the impact of litigation, in case of any debt related issues, on your family

•	 It provides you complete peace of mind given that your family is financially secured even 
when you may not  be around

•	 Even if you have procured a loan to run your business, there is a possibility that in case 
of problems regarding repayment of loans or payment of taxes, a dispute with banks/tax 
authorities may arise. Using MWPA provisions, you can ensure that the money saved for 
the exclusive use of your family remains secure

It’s no secret that employees are the most important asset of a company. Hence, it becomes 
imperative for an organisation to make its concern for their well-being known. Simple 
gestures like providing them with a life cover for their family’s secure future goes a long 
way in contributing to higher employee satisfaction and earning their loyalty towards the 
organisation. An employer-employee insurance comes with the following benefits:

•	 Serves as an excellent employee retention tool

•	 This policy provides insurance for the employee as an incentive/ benefit or reward for his 
loyalty and retention

keY PeRson InsuRanCe

PaRtneRshIP InsuRanCe

mWPa

emPloYeR – emPloYee InsuRanCe

Just one wise step can secure your business’ financial future. Ultimately, be it for a small or a large 
corporation, an insurance is necessary in order to protect employees and encourage investment in 
the business. Finding the right insurance types for your business may seem tricky, so don’t hesitate 
to contact an advisor for help 

Contributed by 
aviva life Insurance
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In the last few months, financial 
markets have been worried about 
interest rates rising across the globe. 
Initially, it came as a shock as market 
participants had become used to zero/
low interest rates, with complacency 
about turnaround in the interest 
rate cycle at a high. In fact, an 
entire generation of financial market 
participants who, throughout their 
careers had only seen interest rates 
fall, had actually started to think that 
interest rates could never rise and 
that low/zero interest rates were the 
normal.

This scenario was brought about by the 
Federal Reserve to keep recession at 
bay post the technology bubble burst 
in 2001. It was Alan Greenspan, the 
then Fed Chairman who had pioneered 
the low interest rate regime. Coupled 
with increasing liquidity in the financial 
system by printing new currency, this 
gave a boost to the economy and the 
financial markets. Each time the Fed 
announced a lowering of interest rate, 
markets would rocket. Over time, the 
boost to the economy was limited and 
the additional liquidity at low interest 
rates found its way into financial 
markets (equities, debt, commodities 
etc.), stoking asset price inflation, 
including real estate. 

As investors, traders, and speculators 
could borrow at low costs, almost 
each asset class multiplied in value. 
Leverages were created at multiple 
levels to borrow at low interest rates 
and invest/trade in the financial 
markets. Since interest rates and bond 
prices are inversely correlated, bonds, 
including junk bonds, saw huge rallies. 

Even where financial assets were 
absent, exotic tradable securities were 
created. This created a huge bubble 
across asset classes, which eventually 
lead to the global financial crisis in 
2008-09. Stripped off all the jargon, 
the root cause of the 2008-09 global 
financial crisis can be traced to low 
interest rates.

Post the financial crisis, central banks 
became even more aggressive in 
pumping liquidity into the financial 
system, leading to an even bigger 
bubble during 2009-17. Low interest 
rates soon became the drug that 
kept financial markets buoyant. 
Governments and central banks had 
a vested interest in keeping interest 
rates low, not wanting to be seen as 
playing spoilsport to the heightened 
economic activity. Governments were 
especially happy since they could fund 
their huge deficits at low costs. 

Soon, Europe and Japan joined in 
full force with the USA. The low 
interest rate regime distorted the 
markets, challenging our traditional 
understanding of economics that 
capital always comes with a cost. 
Large parts of developed markets, 
with trillions of dollars of bonds, 
were trading at negative yields - an 
absurd scenario where the lender was 
paying the borrower! The absurdities 
of markets were such that AAA 
and C rated bonds were trading at 
similar yields. Bonds from Greece 
government, which has defaulted on 
loans several times in the last 20 years, 
were trading at yields similar to USA 
treasuries (sovereign bonds).

The Impact of  

Rising 
Interest 
Rates:
an Economic 
analysis

Governments and central banks had a vested 
interest in keeping interest rates low, not 

wanting to be seen as playing spoilsport to the 
heightened economic activity. Governments 

were especially happy since they could fund 
their huge deficits at low costs
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hoW Does It affeCt 
InDIvIDuals lIke us?
Individuals can be borrowers (by way 
of home loans, car loans, personal 
loans etc.) and lenders by way of 
deposits they keep with banks.  
Ideally, the deposit rates (both savings 
and fixed deposits) should also go 
up but history shows that banks 
have been very slow to increase the 
rates they offer on deposits. Thus, 
individuals do not get the full benefit 
of rising interest rates through the 
cycle. However, on the lending side, 
banks and NBFCs are quick to raise the 
rates for loans, both new and existing, 
where the loans are at flexible rates of 
interest. Thus, here too the individual 
is at a disadvantage 

vivek mavani
Vivek Mavani is a SEBI Registered  

Investment Advisor based in Mumbai

WhY aRe InteRest 
Rates an ImPoRtant 
InDICatoR foR 
eConomICs anD 
fInanCIal maRkets?
Interest rates are directly correlated 
to risk and cost of capital. The 
providers of capital have to be 
compensated in the form of interest; 
higher the risk, higher should be the 
interest rate. When interest rates or 
bond yields fall, it signals a lowering 
of risk which was not actually the 
case. By keeping interest rates low 
for an extended period (more than 
10 years), central banks were in 
effect manipulating the markets 
since risk was not entirely factored 
in. This artificially created market 
scenario had to come crashing down 

some day. The day of reckoning 
happened to be towards the end of 
2017, when the Fed signaled an end 
of low interest rate regime.

Panic was a natural outcome since 
the market prices of securities were 
pegged to lower interest rates and 
rising interest rates would mean 
falling values of the securities - be 
it bonds or equities or any exotic 
variety. Falling market prices 
trigger a sort of a contagion since 
multiple levels of leverage have to 
be undone. If falling interest rates 
signal lower risk, rising interest rates 
signal higher risk. Subsequently, 
prices have to correct, which is 
exactly what started towards the 
end of 2017. There on, this process 
not only continued but is likely to 
continue for a while.

costs, their cost of funding deficits 
increases, subsequently increasing 
deficits. In India, even before the RBI 
had signaled higher rates, the bond 
yields in the financial markets had 
begun to inch up and had increased 
by almost 100 bps until cooling off 
slightly in the first week of April. 
Until the interest rate offered on new 
securities by the government, there 
were no takers and twice in the last 
six months, the issues devolved.

Corporates also borrow for their 
growth needs. Rising interest rates 
affect cash flow calculations and 
payback period for new projects. 
This directly affects the Return on 
Capital Employed (RoCE) and Return 
on Equity (RoE). Since higher interest 
rates increase project cost (pre-
operative interest costs are generally 
capitalised) and subsequently lower 
the profits, the RoCE and RoE are 
much lower. Profits decrease while 
capital employed increases. Thus, 
projects which would have been 
attractive at a certain rate of interest 
become less attractive at higher 
interest rates, unless costs can be 
passed on in the form of higher 
prices.

Impact on lenders

Typically, banks, financial institutions, 
and NBFCs are lenders. They borrow 
from one source (deposits, bonds, 
borrowings) and lend to the other 
in the form of loans. The margin 
between the cost of funds and 
rate of lending, typically called 
Net Interest Margin (NIM), is their 
spread. Thus, the impact on them is 
mixed depending on how their cost 
of funds and rate of lending change 
in the short, medium, and long-term.

Here, there could be several 
scenarios of the impact depending 
upon the flexibility of their cost of 
funds and rate of lending, including 
the time period of their borrowings 
and rate of lending. If a bank/NBFC 
has raised adequate funds during 

the low interest rate period and uses 
the same funds to lend when the 
lending rates increase, they would 
see their NIM expand. This could 
be a strong possibility with several 
NBFCs in the next 1-2 years. Those 
banks that have raised significant 
fixed deposits in the past will also 
see a slight NIM expansion for that 
part of the portfolio since the fixed 
cost funds can now be lent at a 
higher rate.

If the bank/NBFC has extended loans 
on fixed interest rates in the past, 
with their cost of funds increasing 
(assuming their cost of borrowing 
is not fixed), they could see 
contraction in their NIM. Depending 
upon the funding mix and the loan 
portfolio of the individual institution, 
the interplay between time period, 
and interest rates on both sides 
will vary. Some will see their NIMs 
expand, while some may witness a 
contraction. Most may just maintain 
their spreads between their cost of 
borrowing and rate of lending.

Increased negative 
impact on banks

Banks have to keep a certain portion 
of their total deposits invested in 
government securities for their 
Statutory Liquidity Ratio (SLR) 
and Cash Reserve Ratio (CRR) 
requirements. Since bond prices and 
interest rates are inversely related, a 
rising interest rate scenario means 
banks need to provide for the mark 
to market losses on their investment 
portfolio of bonds. This impact could 
be very significant if interest rates 
rise sharply in a short period of time. 
The RBI made certain concessions 
about provisioning for the market 
to market losses in the last few 
days, allowing banks to spread 
the provisions for their trading 
portfolio over four quarters besides 
providing flexibility for provisioning 
requirements on bonds banks intend 
to hold till maturity.

Impact on India

The low interest rate scenario 
benefitted India as well, since it had 
received billions of dollars of foreign 
equity and debt investments coming 
by way of venture capital and private 
equity. The increased liquidity in global 
markets had enabled interest rates 
in India to also remain low. But the 
cycle is turning in India as well which 
will have far reaching consequences 
across the economy and the markets. 
We briefly discuss them below.

Impact on Borrowers

Borrowers are of three types 
- government, corporate, and 
individuals. Governments are 
generally always borrowers for the 
deficits they run. With higher interest 

If falling interest rates 
signal lower risk, 
rising interest rates 
signal higher risk. 
subsequently, prices 
have to correct, 
which is exactly what 
started towards the 
end of 2017
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deficit target, and political uncertainty 
are some of the key ones.

Crude prices at US$ 70 p/b can lead 
to a weak currency, wide current 
account deficit, and rising inflation. 
A slipping fiscal deficit can cram out 
private sector borrowing and raise 
general interest rates in the economy. 
But political turmoil in an already noisy 
India can cause much more volatility.

Markets don’t love uncertainty. 
They love stability, growth, and 
predictability. And if a divided electoral 
mandate hampers that, it raises 
concerns. With major state elections 
slated this year and the big general 
election in 2019, the whole of India 
Inc. is cautiously looking at turning 
events.

Indian markets, however, have a 
floor as to how much they can move 
downwards. If valuation levels decline 
sharply, mutual fund SIP inflow will 
provide buying support. Of course, 

The financialisation trend continues. 
While the fixed income segment is 
attracting the bulk of AUM, retail 
inflows are directed mostly into 
equities. At a time when markets are 
gyrating, this nascent retail trust has 
to be nurtured. It is advisable that 
risk mitigation investment strategies 
like SIP, asset strategic allocation, 
and realistic goal based investing are 
recommended to investors. Investors 
also need to be educated that the 
market is neither a roller coaster, 
nor a lift. Rather, it is a walk up the 
mountain. It is difficult and requires 
discipline, patience, and planning. But 
when you reach the top, the view is 
splendid   

nilesh shah,  
Managing Director,  
Kotak Mutual Fund

Mr. Market is an eccentric man. 
Sometimes he overreacts but at other 
times exhibits normal behaviour. At 
times he is extremely depressed and at 
others, bursting with excitement. It is 
our job to not to react to his reactions.

Since the peak in Jan-18, markets 
have corrected by around 8%. The 
decline in small and midcap stocks is 
well into double digits. It is evident 
that the market is unable to make up 
its mind in the short-term. And this is 
because sentiments are changing fast.

The dynamics of global trade and 
finance seem to be undergoing a 
change. US, which up until now 
had been the proponent of free 
trade, capital flows, and business 
connectivity, is going protectionist. 
China, which is essentially communist, 
is asking for free trade. This trend, 
if it takes root, will have major 
consequences for global growth and 
capital. The resultant volatility in the 
market is because the participants are 

‘end of the world’ kind of sentiments 
can hurt all bottoms. But that is not 
what we plan for.

The RBI kept policy rates on hold while 
maintaining their neutral monetary 
policy stance - largely in line with 
expectations. The overall tone of the 
policy was neutral as compared to 
some of the earlier ones. Also, with 
a reduction in the projected inflation 
range for FY19, there seems to be a 
tilt towards a dovish undertone. While 
the RBI does maintain that there are 
upside risks to inflation, the lowering 
of the CPI inflation projections for 
FY19 lends comfort.

The mutual fund industry average 
AUM stood at Rs. 23.05 lakh crore at 
the end of Mar-18. This is a growth 
of 25.9% on YOY basis. In the same 
period, the Kotak Mutual Fund 
average AUM for Mar-18 was at  
Rs. 1.24 lakh crore, a growth of 35.2% 
on YOY basis.

unsure as to where and how this will 
impact business.

In our opinion, the present US 
establishment is using the maximalist 
position to strike a bargain later. 
Although China, too, has been using 
its undervalued currency to gain trade 
advantage. If the US is able to negotiate 
a gradual recalibration of Yuan, a freer 
access to Chinese markets, and a more 
transparent regime, this may result in 
welfare for everyone in the long run, 
especially India. But for the next few 
months, global markets and stocks of 
dependent companies may move like 
a pendulum.

At the domestic front, early green 
shoots seem to be showing signs of 
growth. Car sales in year-on-year 
terms are rising. Airline traffic, too, 
has shown healthy increase. CPI 
inflation seems to be undershooting 
RBI projection levels. But risk factors 
exist. Rising crude prices, a tight fiscal 

Market 
Outlook
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FAQs ComPaRatIve analYsIs of elss anD ulIP

Parameter ulIP elss

 (unit linked Insurance 
Plan)

(equity linked savings 
scheme)

Is there any lock-in 
period?

ULIPs have a mandatory 
lock-in of 5 years

ELSS have a mandatory 
lock-in of 3 years

What returns can I 
expect?

The returns can vary 
because an investor can 
choose any combination of 
equity, debt, hybrid funds 
in his investment.

Being market-linked, the 
returns can vary depending 
on the scheme selected 
but an investor can expect 
an approximate return of 
12-14%.

What are the tax 
benefits?

The invested amount 
offers tax deduction under 
Section 80C upto 150000, 
and gains are exempt.

Gains up to INR 1 lakh are 
free of tax. Tax at 10% 
applies to gains above INR 
1 lakh

What are 
the charges 
applicable?

There are complex and 
multiple charges like policy 
administration charges, 
premium allocation 
charges, mortality charges, 
etc.

No Charges applicable

What about 
liquidity?

Funds can be available 
after the lock-in of 5 years 
subject to further policy 
conditions.

Funds will be available after 
the lock-in of 3 years.

ComPaRIson of equItY lInkeD savIngs sCheme 
& otheR tax savIng Investment oPtIons

Parameter PPf nsC fD elss

Lock in 
period 15 years 6 years 5 Years 3 years

Returns
7.60% 
(Compounded 
Annually)

7.60% 
(Compounded 
Annually)

7.00 - 8.00 % 
(Compounded 
Annually)

12-15% 
(market linked)

Min. 
Investment Rs. 500 Rs. 100 Rs. 1,000 Rs. 500

Max. 
Investment Rs. 1.5 Lakhs No Upper 

Limit
No Upper 
Limit No Upper Limit

Amount 
Eligible for 
Deduction 
under 80c

Rs. 1.5 Lakhs Rs. 1.5 Lakhs Rs. 1.5 Lakhs Rs. 1.5 Lakhs

Taxation for 
Interest/
return

Tax Free Interest 
Taxable

Interest 
Taxable

Gains up to  
INR 1 lakh are 
free of tax.  
Tax at 10% 
applies to  
gains above 
INR 1 lakh

Safety/
Ratings Safe Safe Safe Risk

 

hIstoRICal PeRfoRmanCe of some elss sChemes

sname Corpus 
(Crore) nav 3 month 6 month 1 Year 2 Year 3 Year 5 Year 10 Year since  

InCP Ret
launch  
Date

IDFC - Tax Advantage Reg (G) 1084 55.4042 -6.51 4.00 24.08 24.02 11.38 21.70 -   20.18 Dec 26 2008

Aditya Birla SL - Tax Relief 96 
Fund ELSS Reg (G) 5032 29.95 -7.02 4.25 19.85 20.37 11.45 22.47 12.63 11.53 Mar 29 1996

Motilal Oswal - Long-Term Equity 
Fund Reg (G) 852 17.3905 -3.96 2.11 19.22 28.46 17.53 -   -   19.07 Jan 21 2015

L&T - Tax Advantage Fund (G) 2989 53.469 -6.21 1.37 17.68 22.24 12.75 19.56 14.44 14.90 Feb 27 2006

Principal - Tax Saving Fund (G) 385 201.67 -9.39 1.00 17.07 23.93 13.25 21.18 10.11 16.61 Mar 31 1996

Mirae - Asset Tax Saver Fund Reg 
(G) 864 15.407 -9.01 0.03 16.57 26.38 -   -   -   21.33 Dec 28 2015
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Every individual is unique and so are his or her investment needs. Investment planning must always be aligned with one’s 
goals. Hence, our approach is to help you chalk out an investment strategy that is best fit for ‘you’.

We see ourselves as educators rather than advisors. Our endeavor is to build awareness about the various kinds of investment 
products in the market. After all, an informed decision is always a better decision. 

Info@meripunji.com
203, Siddharth Chambers, Hauz Khas, Kalu Sarai, (Adj. Azad Apts.), New Delhi - 110016

www.meripunji.com
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