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Global economy bouncing to malaise

2

 A powerful synchronized global upturn as inventory and durables 

rebound and trade normalizes  

 Growth sustainability depends on:

 firm and household  behaviour shifting from retrenchment to 

expansion

 managing the permanent decline in DM potential GDP

 withstanding prolonged fiscal headwind
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Global IP surges
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And trade recovers
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Global risk I: premature tightening
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Global risk II: DM saving keeps rising
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Should we be comforted … 
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… or concerned?
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 Global investment
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Global risk III: Fiscal headwind and social cost of 
unemployment rising
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Global risk III: Profit margins have surged, wages 
haven’t 

10

 

8

10

12

14

16

18

20

22

70Q1 76Q1 82Q1 88Q1 94Q1 00Q1 06Q1

0

2

4

6

8

10

12

Profit share

Unemployment rate

% of gross value added, forecast through 2010

US corporate profit margins and 
unemployment rate 

 

-5

-4

-3

-2

-1

0

1

2

3

4

5

58Q1 64Q3 71Q1 77Q3 84Q1 90Q3 97Q1 03Q3

% of GDP

US net financial position



TH
E 

W
O

R
LD

 IS
 N

O
 L

O
N

G
ER

 F
LA

T
India turns hot as demand indicators surge
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Capacity may begin to get constrained
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Credit languishes as investment is flat
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A lot depends on the global economy for IP, growth,
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… and even inflation 
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Monetary tightening started earlier than January
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Output gap could close soon
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 GDP growth and output gap

-3

-1

1

3

5

7

9

11

13

98Q1 00Q1 02Q1 04Q1 06Q1 08Q1 10Q1 12Q1
-4

-3

-2

-1

0

1

2

3
%

%

GDP growth Potential growth

Output gap



TH
E 

W
O

R
LD

 IS
 N

O
 L

O
N

G
ER

 F
LA

T
Food inflation not credit dependent, but core is and 
it is rising
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Policy stance

19

 Move to neutral from easy conditions quickly

 Hold at neutral until global uncertainty and domestic inflation path 

clarifies

 Tighten if inflationary pressures persist

 Loosen if global growth falters

 If position still easy in 2H10 and inflation picks up, tightening would 

have to be too aggressive (remember Jul-Aug 08) raising the spectre 

of a hard landing
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Despite CRR hikes liquidity remains above normal
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Market underestimating the speed of policy hikes 
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How much more tightening?

22

Call Rate Expected 
Inflation

Real policy 
rate

Expected 
growth

Growth-
interest gap

Monetary 
condition

Sep-07 6.5 5.0 1.5 9.0 7.5 Neutral
Sep-08 5.8 7.0 -1.3 8.0 9.3 Loose
Mar-09 3.3 4.0 -0.8 6.0 6.8 Tight
Mar-10 3.3 6.0 -2.8 8.0 10.8 Loose

6.5 6.0 0.5 8.0 7.5 Neutral

Unpleasant Monetary Arithmetic
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Budget still pro growth
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Financing risky

24

Recent deficit drivers
Rs bn, fiscal years beginning April 1

FY09 FY10 FY11 FY11-FY10
Net borrowing 2336 3984 3450 -534
Disinvestment 6 260 400 140
Other capital reciepts 340 368 746 378
Oil subsidies 788 253 31 -222
Fertilizer subsidies 958 530 500 -30
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Lower deficit in not anti-growth

25

Borrowing drives lending rates
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Budget financing need assurance
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 Early 3G sales

 Early PSU disinvestment 

 Early oil pricing reform
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INR appreciation likely once global risk abates
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Exchange rate policy still biased towards 
nominal undervaluation

28

 NEER has trended down 15%  
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But FX management has improved lately
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Going the China way?
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Going the China way?
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[This presentation was prepared exclusively for the benefit and internal use of the JPMorgan client to whom it is directly addressed and delivered (including such client’s 
subsidiaries, the “Company”) in order to assist the Company in evaluating, on a preliminary basis, the feasibility of a possible transaction or transactions and does not 
carry any right of publication or disclosure, in whole or in part, to any other party.  This presentation is for discussion purposes only and is incomplete without reference 
to, and should be viewed solely in conjunction with, the oral briefing provided by JPMorgan.  Neither this presentation nor any of its contents may be disclosed or used 
for any other purpose without the prior written consent of JPMorgan.

The information in this presentation is based upon any management forecasts supplied to us and reflects prevailing conditions and our views as of this date, all of which 
are accordingly subject to change.  JPMorgan’s opinions and estimates constitute JPMorgan’s judgment and should be regarded as indicative, preliminary and for 
illustrative purposes only.  In preparing this presentation, we have relied upon and assumed, without independent verification, the accuracy and completeness of all 
information available from public sources or which was provided to us by or on behalf of the Company or which was otherwise reviewed by us.  In addition, our analyses 
are not and do not purport to be appraisals of the assets, stock, or business of the Company or any other entity.  JPMorgan makes no representations as to the actual 
value which may be received in connection with a transaction nor the legal, tax or accounting effects of consummating a transaction.  Unless expressly contemplated 
hereby, the information in this presentation does not take into account the effects of a possible transaction or transactions involving an actual or potential change of 
control, which may have significant valuation and other effects.

Notwithstanding anything herein to the contrary, the Company and each of its employees, representatives or other agents may disclose to any and all persons, without 
limitation of any kind, the U.S. federal and state income tax treatment and the U.S. federal and state income tax structure of the transactions contemplated hereby and 
all materials of any kind (including opinions or other tax analyses) that are provided to the Company relating to such tax treatment and tax structure insofar as such 
treatment and/or structure relates to a U.S. federal or state income tax strategy provided to the Company by JPMorgan.

JPMorgan’s policies prohibit employees from offering, directly or indirectly, a favorable research rating or specific price target, or offering to change a rating or price 
target, to a subject company as consideration or inducement for the receipt of business or for compensation.  JPMorgan also prohibits its research analysts from being 
compensated for involvement in investment banking transactions except to the extent that such participation is intended to benefit investors.

IRS Circular 230 Disclosure:  JPMorgan Chase & Co. and its affiliates do not provide tax advice.  Accordingly, any discussion of U.S. tax matters included 
herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or 
recommendation by anyone not affiliated with JPMorgan Chase & Co. of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related 
penalties.

JPMorgan is a marketing name for investment banking businesses of JPMorgan Chase & Co. and its subsidiaries worldwide. Securities, syndicated loan arranging, 
financial advisory and other investment banking activities are performed by a combination of J.P. Morgan Securities Inc., J.P. Morgan plc, J.P. Morgan Securities Ltd. 
and the appropriately licensed subsidiaries of JPMorgan Chase & Co. in Asia-Pacific, and lending, derivatives and other commercial banking activities are performed by 
JPMorgan Chase Bank, N.A.  JPMorgan deal team members may be employees of any of the foregoing entities.

This presentation does not constitute a commitment by any JPMorgan entity to underwrite, subscribe for or place any securities or to extend or arrange credit or to 
provide any other services.
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