
FINFAILS
Saradha chit fund 
scam

FINVIEW
Mr. Neeraj Gupta 
– CFA, Certified 
Corporate Trainer

MOVIE REVIEW
Margin Call

FEBRUARY 2019 EDITION || VOLUME XII || ISSUE XIII

NIVESHAK
Finance and Investment Club

Are Financial 

Assets The New 

Gold for Indian 

Middle Class?

#10 Year Challenge 
From Economic Ascension to 

Hyper-Inflation Venezuela’s

Budget 2019
Economical Impact of Tax 

Incentives



un nouveau départ

Dear Niveshaks,

This month, Niveshak brings to

you yet another interesting

edition comprising of a rich

variety of articles from the

finance domain. The movie

review section provides a quick

view on the movie ‘Margin Call’

which brings to light the filthy

world that can exist behind the
glorious buildings of the financial
realm. The cover story

is a study on “Are

financial Assets the

new gold for the Indian

middle class”. It

carefully examines the

opportunities that the

untapped middle class

Indian population who

is most concerned

about increasing their

returns and becoming wealthy

provides, to financial products

and markets and what role will

they play in individual investor

portfolio, going forward.

The Article of the Month reads

with the heading, “Economic

Ascension to Hyper-Inflation:

Venezuela’s #10YearChallenge”.

It is a contribution by Mayank

Jaiswal, NMIMS University,

Mumbai. The FinGyan section

is a deep analysis on the

economical impact of the tax

incentives in the Budget 2019;

the same has been contributed

by Abhishek Kumar Gautam,

PGP 18 student at IIM

Shillong.

Under ‘The Month That Was’

section, we present to you a

quick summary of the latest

news happenings over the past
month, including

the impact of

withdrawal of the

Most Favored

Nation (MFN)

status Pakistan’s

economy, RBI’s

reluctance to

change FPI

portfolio limits,

appointment of

Mr. Ajai Kumar as the CEO of

Yes Bank to name a few.

The Finview section presents

an interview with Mr. Neeraj

Gupta, Charted Financial

Analyst, a trainer of financial

markets and visiting faculty

with National Institute of

Financial Management (MOF) ,

Edurpristine, ICICI Securities,

International College of

Financial Planning, TMU Mor-
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-adabad, and corporate trainer

with Axis Bank, DSPBR, ICICI

Prudential Mutual Fund, ABFL.

In addition , a Certified Master

Trainer for BFSI under PMKVY

(Skill Development program of

GOI).

We would like to thank the

PGP 17 members of Niveshak

for their invaluable guidance

and support. We wish them the

best for all their future

endeavours.

With that we wish you all have

a good reading experience and

thank you for your continued

support to Niveshak.

Stay Invested,

Team Niveshak



Contents
NIVESHAK: FEBRUARY 2019



The 

Month 

That Was .. .

. ..

..

Niveshak

Investment 

Fund

AOM:

Venezuela’s 

#10YearChallenge

Cover Story: Are 

Financial Assets the 

new Gold for the 

Indian Middle Class

FinFail: 

Saradha

Scam

FinGyaan: 

Budget 2019 & 

Economic Impact 

of Tax Incentives

FinView: 

Mr. Neeraj 

Gupta

Classroom:

Portfolio Replication 

Strategy

15

06

24

18

08

26

21

10

27
Movie Review: 

Margin Call.



THE MONTH

THAT WAS

of Energy and Industry Suhail al-

Mazrouei said on Twitter.

RBI reluctant to change FPI portfolio

limits

The government introduced restrictions

to cap an FPI’s investment in a single

corporate bond to 50 percent of the

bond issue during April 2018. This

restricted FPI’s exposure in any

individual corporate group to not more

than 20 percent of their overall

corporate bond portfolio. They were

allowed to invest in debt papers with

less than three-year maturities,

provided the total investment in debt

papers maturing within a year did not

exceed 20 percent of the portfolio. The

RBI has asked investors to look at the

voluntary retention route (VRR) — a

new channel currently in the works to

enable FPIs to invest in debt markets in

India — to bypass existing restrictions.

How the withdrawal of 'Most

Favoured Nation' status will impact

Pakistan economy

Pakistan will no longer enjoy rebates

on tariff, freer markets and a free flow

of goods that come with the MFN

status. These bonuses are helpful for

the participating countries as they give

local goods wider access to markets,

but it may also cause price wars and

make domestic industries weak. Data

suggest the bilateral trade between

India and Pakistan increased to $2.41

billion in 2017-18 as compared to

$2.27. billion in 2016-17 with India

being a net exporter of goods worth

$1.92 billion in FY17. Pakistan exported

China's GDP growth pace was

inflated for nine years, study finds

China over-reported its economic

growth between 2008 and 2016 by an

average of 1.7 percentage points,

according to a recent study by

researchers at the Chinese University

of Hong Kong and the University of

Chicago. The discrepancy came from

local governments who are rewarded

for meeting growth and investment

targets, the authors say in a draft

paper published by the Brookings

Institution. The Beijing-based National

Bureau of Statistics, knowing such

manipulation well, has been adjusting

the local numbers but hasn’t done so

sufficiently since 2008, authors Wei

Chen, Xilu Chen, Chang-Tai Hsieh and

Zheng Song wrote.

[6]

Saudi's Falih says no OPEC+ output

policy change until June

The Organization of the Petroleum

Exporting Countries and its allies such

as Russia — known as the OPEC+

alliance — will meet in Vienna on April

17-18, with another gathering

scheduled for June 25-26. OPEC

member United Arab Emirates (UAE)

said on Sunday it would continue to

meet its obligations to cut supply under

the producer agreement. “We will

continue to deliver on the OPEC &

Non-OPEC commitment for voluntary

production adjustments until the global

market is re-balanced,” the Minister of

NIVESHAK | FEBRUARY 2019 THE MONTH THAT WAS
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goods worth $488.5 million in 2017-18.

However, the trade potential between

India and Pakistan are much higher

than the existing trade between the

two nations. A World Bank report in

September last year highlighted that

commerce between India and Pakistan

can grow up to USD 37 billion if both

nations eliminate artificial trade

barriers

British Lawmakers Vote to Seek

Brexit Delay

British lawmakers voted

overwhelmingly Thursday to seek a

postponement for the U.K.'s departure

from the European Union. The vote

comes after Parliament defeated

Prime Minister Theresa May's plan for

Brexit for the second time earlier this

week, leaving Great Britain's future in

limbo just 15 days before the country

was set to break off from the bloc.

Lawmakers approved by a vote of 412

to 202 a motion to seek a short delay if

a Brexit deal can be reached by March

20 or a longer delay if an agreement is

not made by that time. Parliament on

Wednesday voted to reject leaving the

bloc without a deal under any

circumstances, a prospect that

economists and politicians say would

throw the country into chaos.

All 27 other members of the EU will

need to approve an extension of the

original leave deadline, which is March

29. EU members have repeatedly

voiced their frustration with Parliament

over its inability to pass a departure

plan and have warned that any request

for an extension will need to be

properly justified. May will likely

request the postponement next week

when she attends an EU meeting in

Brussels, according to reports.

May and her government also on

Thursday very narrowly survived an

attempt by some lawmakers to wrest

control of the Brexit process from her.

A motion to give lawmakers control of

the parliamentary agenda failed by a

slim 314 to 312 vote.

Interim Budget 2019: an exercise

aimed at pleasing farmers, informal

workers, salaried taxpayers

With a keen eye on the coming

general election, the interim Budget

2019-20 contained elements that are

aimed at benefiting three major

segments of the population — farmers,

informal sector workers, and salaried

taxpayers — with announcements of

an income support scheme for the first,

an insurance scheme for the second,

and tax exemptions for the third.

Ajai Kumar is appointed as the

interim CEO of Yes Bank

Ajai Kumar is appointed as the interim

CEO of Yes Bank. He will hold the

charge of MD & CEO till the new CEO

Ravneet Gill joins the

lender. Yes Bank said that the Reserve

Bank of India had approved the interim

appointment.

[7]
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Comments on the Equity market and NIF’s Performance:

This year the Indian equity market will be marked by the Game of polls. It is no

secret that a win for the incumbent government would result in a favorable

outcome for the equities. The jitters of the upcoming elections have kept the

Indian stock market on edge. So much so that it is predicted that a win for an

alliance of regional parties would have the capability to knock the market down

by 7.5%.This can also seem to reflect in the performance of NIF with 18 of the

25 stocks showing a downward trend last month.

Further, although the domestic investors are still optimistic about the market

even though the participation has slowed, but foreign investors have continued

to sell with as much as $91.34 million sold so far this year.

As on 31th July 2017

Value Scaled to 100

NIF PERFORMACE EVALUATION

As on February 28, 2019

Total Investment Value:  10, 00,000

Current Portfolio Value: 18,44,537.25

Change in Portfolio Value: 194.07%

Change in Sensex: 174.98%

Risk Measures:

Standard Deviation NIF:  35.35

Standard Deviation Sensex: 20.02

Sharpe Ratio: 2.55 (Sensex: 3.55)

Cash Remaining: 37,788
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TOP LOSERS FOR THE MONTH

• Lupin (-13.12%)
• Paramount Comm (-9.38%)
• Westlife Dev (-7.05%)

INDIVIDUAL STOCK WEIGHT & 
MONTHLY PERFORMANCE

Monthly Performance
Portfolio Weight

TOP GAINERS FOR THE MONTH

• Mannapuram Finance (21.04%)
• Asian Granito (11.00%)
• Nelco (7.39%)
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distant South American nation reaped

the benefits of this situation because

of a surge in oil prices and increased

demand from its neighbours. During

the 1980’s Venezuela’s incomes

quadrupled before oil hitting another

glut due to over-production.

This was an economic slowdown

period globally due to which oil prices

suffered and so did growth; until the

turn of the millennium when oil prices

started to rise again and the world

witnessed an era of dot com.

Venezuela stood the test of time, till

early 2000s, but loosely till 2013 when

it’s President Hugo Chavez died.

Venezuela by now had invested

heavily into abundant social welfare

schemes as a part of its late

President’s populist agenda to remain

in power.

THE PROBLEM

Owing to a series of bad economic

decisions and strong dependence on a

single sector, oil, which due to global

market forces was very unpredictable,

Venezuela could never see a long

term economic stability. At the stem of

this misery were political, social as

well as economic reasons but the

overwhelming factor was the volatile

prices of oil. Venezuela was running

into a huge CurrentAccount Deficit (CAD)

From Economic 

Ascension to 

Hyper-Inflation 

Venezuela’s 

#10YearChallenge

Venezuela is a small country at the

northern-most tip of Latin America,

with neighbors such as Columbia,

Guyana, and Brazil. Its population is

32 million (which is equal to the

population of Delhi and Bengaluru

combined). It was 1922 when the first

oil well was found in Venezuela post

which, things have never been the

same for this nation. Within ten years

of finding oil Venezuela became its

largest exporter in the world. Till this

date, being one of the most oil-rich

countries in the world, Venezuela

relies very heavily on oil for its

income. Nearly, 95% of its hard

currency is earned through exporting

oil.

It enjoyed its oil dominance for good

three decades till 1960 were when

there was a huge dip in the oil prices.

Subsequently, the OPEC was formed,

and this cartel pledged to regulate oil

prices by controlling its supply across

the globe. In the 1970s the Arab

OPEC countries got caught up in Arab

Israeli war and cut supplies to the US

& other nations. As a result, this distant

-Mayank Jaiswal

NMIMS University, Mumbai

ARTICLE OF THE MONTHNIVESHAK | FEBRUARY 2019
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The aforementioned president Hugo

Chavez was ruling Venezuela in 2008.

His policies were indeed effective as

he brought in growth & reduced

economic disparity but increased the CAD.

2008 GDP: 500 Billion USD

2018 GDP: 320 Billion USD.

This fall in GDP is closely due to

declining oil prices and meagre

contribution of other sectors in the

economy.

The graph shows a considerable 5% year on

year real GDP growth rate in 2008.

But the economic crisis which

originated from the US, shook the

entire world. Venezuelan economy

regained momentum as the markets

started to recover owing to demand

from countries like India and China

2008 growth: 5%

2018 growth: -15%

b) Inflation:

due to overspending in its welfare

schemes; it also didn’t diversify its

income generating sectors due to

which agriculture and manufacturing

took a major hit. The nation has seen

continuous recessions and has faced

steady and heavy inflation. The current

estimated inflation rate in this

struggling nation is more than

13,000%, and it’s said that prices of

commodities over here are doubling

every 26 days! This phenomenon is

generally known as Hyperinflation.

THE INDICATORS

Let us look at the following few

economic indicators that will allow us

to get a better perspective on how the

economy of Venezuela has lived

through soaring inflation and

fluctuating incomes. We consider ten

years, to reflect on the same.

a) Gross Domestic Product:

NIVESHAK | FEBRUARY 2019 ARTICLE OF THE MONTH
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While the average inflation rate in

India is 3-4% YoY, the inflation rate in

Venezuela in 2008 was 31.40% and

this won’t seem bad at all when we

get to know that the current inflation

rates in this country are above

13,000%. The reason being

disastrous economic policies by

current president Nicolas Maduro.

When the government ran out of

money to repay its debts, it started

printing money. This excessive

printing led to the Venezuelan Bolivar

losing its value in the markets due to

excess supply and thus, finally

resulting in the hyperinflation.
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Venezuelan president is all set to

propose his new reforms. There is

mainly three courses of actions he

intends to take:

a) Introduction of a new currency:

Prices are so high that

denominations run into millions for

essential commodities. There is a

proposal to slash five 0’s from the

current Bolivar and make it into a

new Sovereign Bolivar. If this is

done, an item costing 100,000

Bolivar will become worth just 1

Sovereign Bolivar.

b) Peg, the currency to its oil, backed

digital currency: In 2018

Venezuelan government presented

economy with a digital currency

(Block-chain technology) called

‘Petro’ which is backed by its oil as

oil is the only true resource the

nation has. The president aims to

peg the Bolivar with Petro.

However, economists do believe it’s

a futile attempt.

c) Tax and wage reforms: To hike the

minimum wages by more than

3000% and levy high corporate

taxes and increase the highly

subsidized oil prices in an attempt

to negate unemployment and

poverty.

THE OPINION

A Sovereign Bolivar seems redundant

because removing zeros from the old

would only make it easier to carry the

currency not improve its intrinsic value.

The Bolivar needs to find its true value

c) Unemployment:

Employment rates were considerably

less in this oil exporting nation and it

also had poverty in control. Mostly this

rate consisted of structural

unemployment. We can decipher that

there is a definite direct co-relation in

inflation and unemployment rates here

in Venezuela, as rising inflation has

resulted in rise in people losing jobs.

2008 Unemployment: 8%

2018 Unemployment: 34%

THE SITUATION

2018 is over, and the troubles of

Venezuela show no signs of ending. Its

currency Bolivar grows weaker each

day; its people stay hungry and live in

dire poverty. Violent crimes and

homicides don’t seem to abate. Its

people are millionaires (currency’s

value loss due to hyperinflation) but are

devoid of basic commodities and

healthcare. Turn towards its capital,

and you’ll find people adopting the

barter system to trade, meat in

exchange of milk. There is a mass

exodus from the country, and it is

estimated that over 2 million people

have fled the country in search of

better living.

THE SOLUTION

Burdened with enormous debt, low

incomes and falling institutions, the

NIVESHAK | FEBRUARY 2019 ARTICLE OF THE MONTH
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policy as well, the need of the hour is to

bring back the excessive floating money

into the banks again and regulate it.

The digital currency’s effectiveness is

highly questionable as the blockchain

currencies are not gaining the amount

of acceptance as it was speculated. The

Bitcoin, for example, touched an all-

time high of $13,000 back in

December’17 but since then has

constantly been falling. The markets

don’t seem to be very excited about the

digital currencies as of now, thus ‘Petro’

too might not be the anchor this drifting

economy is looking for.

Tax and wage reforms will benefit no

one if the dismantled institutions are not

re-built. Again, increasing the minimum

wages by 3000% will effectively be

similar to removing the zeroes in the

currency. No tangible effect shall be

reflected unless other sectors pick up.

The government currently is not able to

afford the imports, which can be dealt

with by becoming self-sufficient in

producing at least essential

commodities like crops, meat, and milk.

Subsequently, Venezuela can try to

hedge its oil exports by futures or

forwards and sell it at safely hedged

prices to counties that are in dire need

of oil; examples can be emerging

markets such as India.

Last suggestion would be to adopt the

US Dollar as the official currency and

flush out the decaying Bolivar in its

entirety. This process is called as official

currency substitution and is seen in

economies after a major economic crisis.

in the market. Because restructuring of

the currency will not curb the inflation

which has occurred due to over-printing

of money thus, flooding the supply of it.

The real answer to stopping the

inflation lies in the Philip Curve (1958).

The classic textbook example of

causation and correlation, Philip’s

curve explains the fact that during

times of high inflation there are lower

unemployment levels. If prices are

stabilised, and inflation can be brought

to halt, then the economy can do well.

In the long run some rate of inflation

can occur with a non- accelerating-

inflation rate of unemployment

(NAIRU). For the short run however,

the rate of unemployment has to be

brought down so that there is income in

the hands of people.

The most vital step thus, to eradicate

hyperinflation is to encourage

manufacturing other goods & promote

SMEs that would generate employment

which shall provide people with more

disposable income. Employment

generation would lead to an increase in

demand for goods which will in-turn

encourage production, thus completing

a whole cycle. It is imperative to note

that the focus needs to be shifted from

just oil production to agriculture &

secondary sectors rapidly. With this

there should be tightening of the monetary

NIVESHAK | FEBRUARY 2019 ARTICLE OF THE MONTH
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attracting Foreign Direct Investments &

Foreign Institutional Investments

because after all, this nation has one of

the world’s largest oil reserves. This

would eventually lead to a reduction of

risk premiums, thereby reducing

interest rates. Less interest rate always

promote external investments.

Venezuela by doing so would make it

easier for its economy to integrate with

the world economy & come out of the

crisis. The only downside is that by

doing so, the Venezuelan government

would lose its power and authority to

print and regulate its own money.

Its neighbours like El-Salvador and

Ecuador adopted the USD as their

official currency; thus, shielding them

from negative effects of exchange rates

in the markets now. The main benefit of

doing this is to reduce the transactional

costs of trade as there is a difference of

exchange rates while buying and

selling dollars which in net terms

results in losses to the party asking for

conversion.

Venezuela after official currency

substitution will increase confidence

among international investors, thus,

[14]
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India is a country which has a strong

sentimental attachment to the yellow

metal, primarily because of our culture

and tradition. There are 600000

villages in India, out of which nearly

60% do not have the proper financial

infrastructure, something as

fundamental as banks are not

established in the remote areas of the

country. Due to this, the only savings

option that the rural people have is to

buy gold and keep it in the form of

contingency money. The world has

globalized and the way people used to

think and their perceptions have been

changing towards managing their

money and investing blindly on other

suggestions. People are becoming

more aware and they are trying to get

an update and learn from there

mistake which they have committed in

the past and they want to increase the

quality and the result of their

discussion. In the above chart, we can

see the percentage of gold is

continuously falling. During the past,

people used to invest their money

through channels such as buying gold,

silver or real estates. But will increase

in the price of gold & silver continue to

beat the inflation rates of the economy

& continue to add returns to the

economy.

With various restrictions coming from

the government’s side to discourage

people from keeping the gold & invest

in gold bonds, whose returns are very

low which would not satisfy the return

requirement of the consumer. Indians

gold demand dropped by 12% in

FY'18 responding to which the gold

prices fell by 8%, and gold imports fell

by 41%, as per an article in the

Financial Express. Real estate prices

can rise to a significant level but this

will stop rising and will be constant for

a long period of time.

[16]
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fulfill both the needs of the people and

help them achieve better returns.

With information widely available and

even small information affecting the

markets, people get liquidity and they

can enter and exit by their own choice.

This is catered by financial products

like shares, bonds, mutual funds,

derivatives. With the ever-growing

advent of financial products, people

have a plethora of choice to suit their

needs. There is an increase in the

penetration of people in the stock

market directly or indirectly. People

who have knowledge tends to invest

directly in specific stocks or indirectly

through mutual funds and SIP. This

can be proved by last year data. The

industry witnessed AUM growth of 25

percent (Rs.4.25 lakh crore), 38

percent (Rs.3.25 lakh crore) growth in

retail AUM till Feb 28, 2018, in

comparison from March 31, 2017. The

total number of folios and SIP

accounts in the same period saw a

growth of 26 percent (1.05 crore) and

52 percent (70 lakh) respectively.

Monthly SIP contribution for the

industry touched Rs.6,425 crores from

2.05 crore SIP accounts.

In India still, a large amount of

population is untapped so it opens a

lot of opportunities for the financial

industry to promote their product and

increase the consumer base. With

people more concerned about

increasing their returns and becoming

wealthy these financial products will

play a major role going forward.

Until 2014, the 77% of the investments

flowed to the real estate sector, real

estate prices dropped considerably

along with gold and nominal interest

rates, and during this time NIFTY rose

considerably, and mid-cap returns

overshooting the same. Availability

and ease of approachability to the

institutions which would help

households to invest in markets

increased. This prompted the Indian

market to make a shift in their choices

of investment. SEBI has improved its

stand for the consumers to protect

their interest by introducing a number

of acts such as IBC 2016 and OECD

international conference on investor

education etc.; which boosted the

confidence of average consumer in
the market.

Middle-class people do not have a

large amount of money which they can

invest in buying gold except for

marriage purpose or on festivals and

other special occasions. There are a

lot of financial products introduced which

[17]
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own right. The Saradha Group

registered (or didn't register) more than

250 companies which helped them in a

laundering money. The regulator and

the watch-dog Mr. SEBI(Securities

Exchange Board of India) became

active and issued notices to them.

Saradha started an aggressive

campaign expand the investor base.

They built their image by investing in

Real Estate, Tourist retreats, Food

Processing and anything under the sun.

They also made close connections with

celebrities like Mithoon Chakraborty

and Shatabdi Majumder, who inturn

became their brand ambassadors.

The Companies Act, 1956 doesn't allow

to raise capital from more than 50

investors and they should be given a

green flag from SEBI. Neither of the two

happened and SEBI issued continuous

notices from as early as 2010,

reminding the State administration of a

possible "Ponzi Scheme". The amount

of money they collected almost went up

by 100 times in 3 years of operation.

What was saddening was the nexus of

Celebrities, Politicians, Administration

busy in looting the hard earned money

of the people, a phenomenon, that was

never executed in such an

unprecedented scale

For people who may be interested to

know, i throw a piece of story. Saradha

Group bought a Motorcycle company

and used it FOOL people who came to

visit their factory to show their

opulence. The factory NEVER

produced a SINGLE motorbike.

SARADHA 

SCAM
West Bengal, also referred to as the

"Ponzi Capital" of India, is primarily an

easy target for such schemes, partly

due to the level of poverty and the lack

of financial inclusion in the state.

Saradha group was trying to ride the

wave of such investments and get a

share in the market. They did

something which other groups (Tower,

Waris, Rose Valley) didn't do well.

PHASE-I

1. They chose Sarada Maa, the wife of

the famous religious figure

Ramakrishna, and enjoy huge

reverence in the rural West Bengal.

2. They paid huge incentives (as high

as 40% of the total money collected

from villagers) to the agents.

3. This helped in establishing a rapid

network of investors, agents and word

of mouth beneficiaries. This continued

well into the late 2008.

PHASE-II

The brilliance of this phase is marked

by a immaculate marketing scheme

fooling people with celebrities and

MLAs. In a nexus that added people

from all group, Saradha Group were

primary sponsors and their

advertisement were aired in almost all

Bengali channels 24X7.

The next step was a masterclass in its

[19]
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What's so New about Saradha?

MLMs (Multi-Level-marketing) Schemes have happened in India before and it is

not a new phenomenon. Three things are different this time though:

1. Celebrities- Oh Yes!! They got all that Bengal boasts of under one roof

(except Sourav Ganguly).

2. Politicians were sitting and sipping drinks with scamster in almost all major

events be it award functions or parties.

3. Everyone was involved. Administration, Bureaucrats, IPS officers, Ministers.

The scale of events probably was unprecedented.

Source:coinworld.com

[20]
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Budget 2019: 

Economic 

Impact of Tax 

Incentives

On 1st February, the Interim Union

Budget of India for the FY 2019-20

was presented by the acting Finance

Minister Piyush Goyal. The budget is

being mocked as the populist budget

or election budget for various political

reasons. The government has tried

covering a significant chunk of the

population by providing massive tax

benefits for the middle class, salary

earners, senior citizens, and

pensioners to increase their

disposable income by reducing the tax

burden. The tax base has increased

dramatically in the last few years

contributing to the GDP and helped in

controlling Inflation (as depicted in

figures). Following Moderate Taxation

and High Compliance regime Piyush

Goyal announced- "Individual

taxpayers having taxable annual

income up to ₹5 lakh rupees will get

a full tax rebate". Indeed, it was a

- Abhishek Kumar Gautam

IIM Shillong

FINGYAANNIVESHAK | FEBRUARY 2019

momentous declaration as it is

entitled to provide a tax benefit of

₹18500 crores to an estimated three

crore middle-class taxpayers.

I. Impact of Tax Incentives on the

Economy

It is quite evident that public will now

have more reserves to invest in

various activities which may provide a

much-needed boost to continue the

uptrend in the revenue and overall

economy of India while many

countries in the west are going

through a phase of economic

slowdown. Let’s discuss the proposed

tax incentives and their impact on the

economy. Middle-class earners with

salary up to ₹5 lakhs are exempted

from paying any tax. Correspondingly,

a person with a gross income up to

₹6.5 Lakh will not be required to pay

any tax if investments in provident

funds and prescribed equities are

made. Standard Deduction has been

increased from ₹40,000 to ₹50,000.

Tax-free gratuity limit is increased

from ₹10 Lakh to ₹30 Lakh. Also, the

pension scheme of ₹3,000 per month

will be launched for workers with a

salary up to ₹15,000 in the

unorganized sector. Eventually,

people will now have much more in

their piggy banks which otherwise

0 5,00,00,000 10,00,00,000
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Rent Income on Second House

Property is abolished keeping in mind

the fact that a house may not be on

lease for a complete year. Also, Tax

Exemption on Notional Rent on the

Unsold Inventory of houses is

extended till 2020. TDS exemption

limit on rent is increased from ₹1.8

Lakh to ₹2.4 Lakh. Moreover, Capital

Gains can be invested in 2 residential

properties for a taxpayer having capital

gains up to 2 crores, and the benefit

can be availed once in a lifetime.

Efforts to improve demand in the

housing sector are quite clear.

Leverage in notional rent of the

second house may not directly inspire

people to buy new houses but will

surely encourage people to keep two

homes instead of selling it off,

ultimately helping the demand for

affordable houses. As the demand for

properties will increase, real estate

companies would build affordable

residential properties on a large scale

which will entail boom in cement

manufacturing, heavy construction

machinery, steel industry, and

transportation which are significant

drivers of the economy.

III. Schemes for Farmers

The government announced minimum

support of ₹6000 per annum for

farmers owning up to 5 hectares of

land and those with up to 2 hectares of

land would get ₹6000 per year in three

equal installments effective from 1st

December 2018. Likewise, to support

small and marginal farmers affected by

natural calamities, interest subvention

would have been deducted as income

tax. There are numerous choices to

use this extra money as discussed

below-

1. Deposit in saving accounts and

fixed deposit accounts: -

Government has increased the

TDS exemption limit from ₹10000

to ₹40000 on FD interest in Bank

and Post Office. These options will

not only help account holder in

earning better interests but will

also benefit banks as their lending

power will increase. This will have

a more substantial impact on the

overall banking system in the

country, and we can expect the

NPAs to decrease to a certain

extent.

2. Spent on several products: - The

effect of spending will be

somewhat distributed in multiple

sectors but will contribute to

various businesses in terms of

increased sales and help them

grow.

3. Invested in various schemes: - The

standard of living is expected to

increase for the middle class of the

country, and they would have

much more confidence in

spending. People will invest in

Securities, Provident Fund, Mutual

Funds, Health Insurance which will

enable better economic growth.

II. Leeway in the Housing Sector

There are many announcements made

in favor of the housing sector. Notional

NIVESHAK | FEBRUARY 2019 FINGYAAN
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country and will play a vital role in

lifting the vision of “Make in India.”

CONCLUSION

This analysis majorly deals with the

announcements related to the tax

incentives and their impact on the

economy. However, many more

declarations were made such as

digitalization of villages, defense

budget worth ₹3.01 lakh crore,

development of infrastructure related

to Roads, Railways, Airports &

Seaports, etc. Also, the assessment &

verification of paid taxes will be done

using advanced IT systems, & refunds

will be processed within 24 hours. The

analysis points towards a promising &

healthy economy for the year, but we

are yet to see the actual results which

mostly depends on when and how

these incentives are implemented.

up to 5% on farm loans will be

provided. As per the scheme, ₹6000

per year would mean, ₹500 per month

and roughly ₹17 per day. The benefits

are too little, too late and for too few;

but something is better than nothing.

Farmers may use this amount in

enrolling themselves to various

government schemes, and of course,

the amount does add to the income of

the farmer which they could use to buy

seeds, fertilizers, farming equipment’s

enhancing the demand in businesses

dealing in the farming sector.

IV. Benefits to Enterprises

MSMEs with turnover up to ₹40 Lakh

are exempted from GST and SMEs

registered with GST will get 2% rebate

on interest. These measures will

increase business & trade activities

while creating job opportunities in the
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M r .  N E E R A J  

G U P TA  

Charted Financial Analyst, is a trainer

of financial markets and visiting faculty

with National Institute of Financial

Management (MOF), ICICI Securities,

International College of Financial

Planning and TMU Moradabad. He is

also corporate trainer with Axis Bank,

DSPBR, ICICI Prudential Mutual

Fund, ABFL.

Q-1) How do you see the interim

budget presented by the NDA govt.

this year? Would you call it a

populist budget?

Ans. The Budget by the government

this time around was just a stop-gap

arrangement before the full budget to

be presented by the new government.

It was more directed towards

highlighting to what the NDA

government has achieved over the

last 4.5 years on the macro front,

socio-economic front, and other public

welfare schemes. The government,
being in the election year mode, also

had a clear orientation towards

making some section of the voters feel

happy with announcements like -

income tax relief to middle-class

income earners, Rs 500 per month to

small farmers, etc. showcasing the

same. This was done spite of the

challenges on the revenue front, with

lower dividends from PSU, less than

expected GST collections (shortfall of

approx. Rs 50 K crore) and lastly

shortfall of divestment target of Rs 80k

crore. Therefore we can be quite

reasonable in assessing the entire of

the budget as more populist than

reformist.

Q-2) What are your views on the

rebate given to the people coming

in the income tax slab of 2.5 lac to 5

lac? Does it will severely impact the

exchequer’s revenue, or it will help

in boosting people’s faith in the

government?

Ans. As on Aug 2018, the total direct

tax collection was close 6% of GDP,

which has been the highest in last four

years but increasing the tax exemption

limit up to 5 lac would dent the

revenues of the Exchequer to the tune

of Rs 20k crore–Rs 22k crore. This is

meaningful considering the other

sources of revenues for the

government have not grown much.

This should lead to more borrowing to

be done by the government next year

which would further have implications

on borrowing capacity of private

corporations. The public faith should

not see any major change with such

sweeteners.
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years. On the other hand, the

formation of any other group would

come with a flavor of slight instability

which might impede the growth story

at least in the short term.

Q-5) Indian stock market has been

very volatile lately due to the

ongoing geo-political tension

between India and Pakistan, when

can we expect some stability and

where do you see the markets

heading?

Ans. The recent political tensions

between India and Pakistan have

hardly negatively affected the equity

markets; in fact, some of the defense-

related stocks have shown some good

upticks. The next direction in the

market should be based upon the

fundamental/real growth in corporate

earnings rather than just the liquidity,

which has been the case of any

upside which the markets have

witnessed in last few years, 2017 rally

was the best example. My View is the

markets need to get out HRITIK

phenomenon, which is:

H-HDFC Bank

R-Reliance Industries Ltd.

I-ITC

T-TCS

I-Infosys

K-Kotak Mahindra Bank

The rise should be broad-based rather

than limited to a few stocks, which can

only happen when the corporate

earnings see a rise.

Q-3) One of the major

announcements by Mr. Piyush Goel

during the interim budget that RBI

has moved out three banks out of

eleven from the PCA norms. How

do you see the PCA regulation

adopted by the central bank to help

PSB face the NPA challenge?

Ans. The entire saga of NPAs led to

RBI being more cautious in terms of

curtailing the growth of PSBs, one

such measure of Prompt Correction

Action-PCA. Out of the total 22 PSBs,

11 were put in PCA action task force,

which led to the restriction of lending,

the opening of branches, hiring

manpower and stricter provisions. The

Gross NPA ratio of banks has

showcased some declining till Sep

18 to 10.8%. So we can say

restrictions imposed under PCA

might be one of the reasons behind

the decline and with positive credit

growth of 14% from Apr-Dec 2018,

the announcement of taking out three

banks out of the PCA looks prudent.

Q-4) What are your views regarding

the general assembly election of

2019 and how will that affect the

economy?

Over the last three months, all of us

are waiting in the wings of what could

be the result of the upcoming

elections. If the same NDA

government gets an extension with a

full majority, then it should bring

stability in the overall reform exercise

which has been done over the last 4.5

[25]
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in the return of the portfolio & the

stock index called the tracking error.

We will look at how derivatives can be

used to replicate a portfolio value:

According to Put-Call Parity:

Long Put + Long Stock = Long Call + X

Where X is the bond which is

discounted for the period when the

derivatives will expire.

Some of the replications portfolios are:

Long Put = Long Call + X + Short Sell Stock

Long Stock = Long Call + X + Short Put

Long Call = Long Put + Long Stock – X

This strategy can also be used to find

mispricing in a particular asset class

and try to exploit the opportunity and

convert this into an arbitrage

opportunity to generate riskless

returns. We can calculate the price of

Protective Put strategy and Covered

Call strategy and if the prices are

unequal we can purchase the asset

which is trading at a lower price and

sell the one which is trading at higher

price thereby earning riskless profits.

PORTFOLIO 

REPLICATION 
STRATEGY
A replicating portfolio tries to replicate

the cash flow of the other assets. The

replication can be static or dynamic. In

static replication, we replicate the cash

flow of the reference asset using other

assets. In Dynamic replication where

the cash flow is different, we use the

same Greeks as the reference asset

meaning that for small changes to

underlying market parameters, the

price of the asset and the price of the

portfolio change in the same way.

Dynamic replication requires dynamic

rebalancing and is a costly process.

This process is used by the fund

managers who want to replicate a

return of a particular asset.

Example: A fund managers want to

replicate the return of the Nifty 50

index so the manager will purchase

the same asset in the same proportion

in the index. But this needs to be

continually rebalanced as the

percentage share of each stock

changes continuously with the

fluctuation in stock prices. It is very

costly to replicate the portfolio every

day so most fund managers try to

make a band for each stock and when

the stock is moving within the range

the manager will not change the

portfolio. Once the stock breaches the

range the fund manager will rebalance

the portfolio. This leads to a difference

[26]
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To find a solution to this, the firm tried

to get Eric back on board but all efforts

were futile now. In a mid-night meeting

presided by the CEO John Tuld to

drag the firm out of this position, he

asked the risk analyst Peter to

elaborate on the severity of the

situation. The remark that Peter gave

was enough to emphasize that the

firm was nearing an end. According to

him, if the firm’s assets were

decreased by 25% the loss was still

greater than the entire Market

capitalization of the firm. To save the

sinking firm, John comes out with a

dirty plan to dispose of all the toxic

assets in a fire sale before the

investors come to know of their

worthlessness. This sale would be

done by exploiting the contacts of their

resourceful employees.

Despite the fact that such a move

could have negative consequences on

the careers of the employees, the sale

was still carried out and all the assets

were disposed of at whatever prices

the employees could fetch in the

market. The ruthlessness of the

management was reinforced once

again when after the fire sale the

employees were terminated and left

alone after years of loyal service. The

justification to this entire event that the

CEO gave was further demeaning-

‘someone’s loss is someone’s gain, for

the fat cats to exist there have to be

starving dogs’. The movie ended with

the dirty survival of this firm, thus

bringing to light the filthy world that

exists behind the glorious buildings of

the financial realm.

The plot of the movie depicts an

investment bank where the top

management is tied with the shackles

of greed, leading to a big fraud. The

movie opens with a mass layoff scene,

wherein a key person in the risk

management division, Mr Eric Dale is

let go. This person was working on

some financial model to assess the

volatility levels of the firm’s position,

which was left incomplete due to his

sudden termination. Later in the

movie, one of the risk analysts, Peter

Sullivan, who used to work under Eric

completed the model and figured out

the missing links.

A shocking result was unveiled, that

the firm’s portfolio of Mortgage Backed

securities had exceeded the historical

volatility levels of the position due to

the high leverage they were resting upon.
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