
E C O N O M I E S  + S A F E  H A V E N S  +  S T I M U L U S  + I N D I A  S T O R Y

http://www.leveragedgrowth.in/


Executive 
Summary



Tale of a Sick Man
The Dreaded Economic Health Check-up 

• Italy
• France
• Germany
• United Kingdom
• United States of America
• India

As China Sneezes, the World Catches a Cold

COVID-19 - The Culprit or Trigger of Global Recession?
Credit Mayhem Distorts Bond Market Havens
Safe Havens Witness a V-Shaped Recovery

Effect of Monetary Madness on Currency
Yen: Sayonara Safe Haven, Welcome Dollar?

Can the Metals Shield You?
Trump: Russia and Saudi Arabia “Both Went Crazy”

Heat Map of Sectoral Damage in This Crisis 
Have The Markets Begun to Show a V-Shaped Recovery?

Part II - Stimulus + India Story

Part I - Economies + Safe Havens 

01

02
02
03

04

05

06
07

08

09

10

11

12

13

14

03

04

15
16

17

18
19
20
22
23
24

25
26
27
28

Fed: A Decade Spent on Recovery 
ECB: A Decade Spent on Battling Crises
RBI: A Decade of Qualitative Policies and Reforms 
COVID-19: A Test of Central Bank Mandates 
Break Down of Relief Packages: Open Market Operations 
Break Down of Relief Packages: Temporary Relief Measures 
Break Down of Relief Packages: Asset Purchase Programs 
Dollar- the World’s Money, and Fed - the World’s Central Bank? 
Ripples from The Great Lockdown 

The Great Indian Policy Conundrum 
Corporate India on the Credit Ventilator 
The Clock is Ticking for Exporters 
Analyzing Investor Portfolio Movements During COVID-19 
The Reign of Bears

29



GLOBAL
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Tale of a Sick Man

…



A Developing Disease? The 
Dreaded Health Check-up (1)

Leveraged Growth
Sticky Note
The second largest economy in Europe also finds itself unarmed against the crisis that looms ahead. A little better placed than its southern counterparts, France can emerge out of the crisis only if it is able to control communal riots and provide decent employment to its youth. It is a country with very high urban youth unemployment, and will need its youth to significantly contribute to the economy in the coming years. 

Leveraged Growth
Sticky Note
Italy finds itself in a grave position as far as the pandemic is concerned. However, the double whammy for its economy is its already high sovereign debt. A large percentage of Italy's population is going to retire in the coming years, so it also faces the threat of dwindling revenues from taxes. Therefore, even at low interest rates, debt repayment will gobble up all its resources in the years to come, and leave little room for spending on infrastructure, investments and growth.



A Developing Disease? The 
Dreaded Health Check-up (2)

Leveraged Growth
Sticky Note
The timing of the pandemic seems almost biblical for UK. They had just sorted out their issues with the patriarch - the European Union - and decided to go solo. Now the nation is reeling under a severe flu. Will they come running back home? Or will they go on and grow out of their problems by themselves? But one thing is for sure - they do have a mountain of problems to overcome - stagnating growth and low investments in the country due to a strong currency that makes exports also unviable, along with an aging population. The historic and unprecedented fall of Sterling tells the story better than anyone. Do check it out.

Leveraged Growth
Sticky Note
Germany's debt brakes garnered a lot of hate from its European siblings, until they came to everyone's rescue. Germany had a really tight economy, but they over-relied on China and might now pay for that. This love-hate relationship with China will be one to watch in the coming time. Meanwhile, as they help everyone else get out of the crisis, they also have an aging population ready to explode and will need to provide for them.



A Developing Disease? The 
Dreaded Health Check-up (3)

Leveraged Growth
Sticky Note
A bigger problem for India than anything - its sovereign debt, unemployment, or even its current deficit - is not being able to capitalize on the golden opportunity of dislodging China as the manufacturing destination of the world.  Not doing so today will have dire consequences tomorrow, for all the youth who we trying so hard to save from the pandemic. A number of reforms enacted in the past few years, have put us on the right path. However, we still need to go a long way to provide them with a level playing field to compete with China-made products. And if we miss the target this time, we might not get such an opportunity again in a long time to come.

Leveraged Growth
Sticky Note
Although America did have a China problem, the way Trump has gone about addressing it, might be called less than optimal. It has made a bitter enemy out of China, and whether or not that will work out for the country as expected, is yet to be seen. But what this pandemic has demonstrated is that the world does not run without China -be it supply chain disruptions or demand-side contractions. America buys from China and sells to China. Not only that, the deadliest leverage that China has against America is its own currency ($) - of which it is reportedly the largest holder. Will America finally break-free of its holds? Or to save the lives of its citizens and corporations, will it turn again to the only country that has the might - and the motive - to help?



As China Sneezes, the 
World Catches a Cold

Leveraged Growth
Sticky Note
If you still had doubts over just how important China is to the world economy, the numbers in this slide will hammer the point home. However, as of today, the odds seem stacked against China. It has found an enemy in most developed nations - be it Japan, Europe or USA. The biggest corporations will desperately look to now diversify their supply chains and may even relocate their entire business to other countries. However, it remains to be seen whether the rising star will give up without a fight or resurface stronger than ever.
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COVID-19 - The Culprit or 
Trigger of Global Recession?

Leveraged Growth
Sticky Note
The 10Y 2Y inversion, in 2019, was the strongest and most evident signal of a recession than ever before. It was surrounded by three crucial events - US blaming China for being a currency manipulator, Italy's Political Crisis and China's trade retaliations being accepted by WTO. A clear indication that investor outlook had changed and they were now looking for safety.
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Credit Mayhem Distorts 
Bond Market Havens

Leveraged Growth
Sticky Note
Investment Grade ETFs are expected to withstand a falling economy. These products provide safety along with returns to investors that still have a risk appetite. Among the most interesting anomalies this crisis, these ETFs not only displayed unprecedented poor performance, infact they made high yield risker ETFs look like the safer choice.

Leveraged Growth
Sticky Note
The US Treasury's were in clear chaos. While investors were rushing in to buy safety sacrificing returns, illiquid investors were forced to exit to meet dollar requirements to meet liabilities. The resultant volatility seen in the 20Yr Treasury ETFs was nearly as high as that of S&P500, an unnatural phenomenon during crisis periods.



Safe Havens Witness
a V-Shaped Recovery
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Leveraged Growth
Sticky Note
Anomalies witnessed through the Bond ETF market finally forced the Fed to intervene. On 18th March, the market as a whole saw a V-shaped recovery on the back of asset buying by the Fed, announced on 17th March. The Fed even chose to bailout investment grade ETFs directly on 23rd March, finally boosting market confidence.



Effect of Monetary Madness 
on Currency 

Leveraged Growth
Sticky Note
Currency Markets began to see a recovery from 18th March. This resulted from combined action by the Fed to boost activity under the International Currency Swap Lines (covered on page of the report) as well as intervention in the US secondary markets.
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Yen: Sayonara Safe Haven,
Welcome Dollar?

Leveraged Growth
Sticky Note
Japan's aging population's preference for safe instruments can be understood from the disparity in proportion of bond and equity investments of the Net Foreign Assets. Given the negative interest rates in Japan, investors have agreed to look at foreign bonds for safety with returns.

Leveraged Growth
Sticky Note
Given Japan's efforts to reduce Yen's strength, it might no longer be profitable to borrow in Yen to meet Dollar Investments. A phenomenon that has largely been responsible for Yen's incredible returns to currency investors during crises.



Can the Metals Shield You?
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Leveraged Growth
Sticky Note
Gold maintained an approx -ve 55% correlation with S&P500 through the credit crisis. During the COVID-19 period, it has shown a 0.23% correlation, which might change given it's following a similar early crises trajectory. However, the fall in the commodity's consumption may cause hindrance along the way.

Leveraged Growth
Sticky Note
Silver maintained an approx 34% correlation with S&P500 through the credit crisis. Moreover, it is currently maintaining double of that at approx 72% and might be losing way given its trajectory. Similar to gold, the commodity's consumption has also fallen with the rise of geo-political uncertainty.



Trump: Russia and Saudi Arabia 
“Both Went Crazy”
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Leveraged Growth
Sticky Note
The oil price crash of nearly 70% through 2014-16 was one of the three biggest declines since World War II and longest lasting since the supply-driven collapse of 1986. Once again driven by supply shock, the collapse benefited the booming US shale companies as efficiency gains rose making them the de facto marginal cost producer on the international oil market.



Heat Map of Sectoral Damage 
in this Crisis 

Leveraged Growth
Sticky Note
Something that could be easily anticipated is that widespread lock-downs would have a widespread effect on industry. However, India's corporates are not known for their corporate governance and many companies with skeletons in their closet find them suddenly laid bare in front of the world, with the advent of this crisis. No one will be spared from the effects and the worst affected - on paper or otherwise - will find themselves kicked out as the situation evolves. The ones capable of adapting and changing will emerge out stronger than ever, and we'll see a good amount of consolidation happening across the board. Organized players will gain more market share and among the organized, only the most resilient will be rewarded with trust as well as capital.



Have the Markets Begun to 
Show a V-Shaped Recovery?
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Fed: A Decade Spent on 
Recovery

•

•

Leveraged Growth
Sticky Note
Given low level of inflation at ~2%, the Fed has little room to experiment with qualitative measures to revive the economy before it witnesses deflation. This has forced it to keep rates at near zero levels while boosting activity through asset purchase programs, increasing the supply of money and simultaneously putting upward pressure on inflation.



ECB: A Decade Spent on Battling 
Crises

Leveraged Growth
Sticky Note
Since the great financial crisis of 2008 there has been considerable discussion on the right plan for economic recovery for US and across EU. The main difference between them was that US embarked on a decade of robust government spending complementing the massive monetary stimulus packages from the Fed. While ECB also adopted similar monetary stance of low interest rates and quantitative easing, EU differed from US. It enforced a fiscal austerity program, tightening its purse and banned governments from running deficits greater than 3% of GDP while also forcing debt repayments during a period of recovery.



RBI: A Decade of Qualitative 
Policies and Reforms

₹
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Leveraged Growth
Sticky Note
From being labeled the 'Fragile Five' in 2013 to becoming a favored investment destination in 2017 and finally witnessing Moody's Investors Service's decision to upgrade India's local foreign currency issuer ratings after 13 years in 2019, it has been an interesting economic journey for India. This is largely due to the reforms brought forward by RBI and GoI combined. Moreover, RBI's rising Foreign Currency Assets has put India in better shape to withstand large scale diminution of financial flows from QE-heavy developed markets, unlike in 2013-15. Lastly, unlike developed economies, RBI has immense qualitative monetary ammunition and room to experiment given CPI levels to revive economic activity. However, worries of a unhealthy financial sector and rising NPA's may force it to look towards developed economy QE measures as well.



COVID-19: A Test of Central Bank 
Mandates
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Break Down of Relief Packages: 
Open Market Operations
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Break Down of Relief Packages: 
Temporary Relief Measures
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Break Down of Relief Packages: 
Asset Purchase Programs(1)
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Break Down of Relief Packages: 
Asset Purchase Programs(2)



Dollar- the World’s Money, and 
Fed - the World’s Central Bank?
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Ripples from The Great 
Lockdown
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The Great Indian Policy 
Conundrum

₹

Leveraged Growth
Sticky Note
The Indian administration finds itself in a pickle. And the way out seems too bitter to swallow. Deficit monetization means that RBI will have to print more money and finance the spending of the government. This will impact you in 2 ways - inflation will gallop as people will come out of the lock-down suddenly flush with cash ready to spend. And India's sovereign rating will probably see a downgrade, sending out a negative signal for foreign investors. On the other hand, not monetizing the deficit will push external debt higher, which won't be easy to repay given that we just reduced our corporate taxes.



Corporate India on the Credit 
Ventilator
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Leveraged Growth
Sticky Note
Equity and debt are two most important pillars of capital. If your equity market interests down by 60-70% in a span of weeks, your naturally difficult credit line in a liquidity crunch environment will boomerang you enough to take down your entire business with you. Does it make sense then that ratings are downgraded at the smallest hint of cash flow discomfort? No one is really responsible for anything in a contagion and if you're in it, you can only pray that things get better. Your investors, debtors, customers, suppliers or even your government cannot save you.



The Clock is Ticking for 
Exporters

•

•

Leveraged Growth
Sticky Note
A bigger problem for India than anything - its sovereign debt, unemployment, or even its current deficit - is not being able to capitalize on the golden opportunity of dislodging China as the manufacturing destination of the world.  Not doing so today will have dire consequences tomorrow, for all the youth who we trying so hard to save from the pandemic. A number of reforms enacted in the past few years, have put us on the right path. However, we still need to go a long way to provide them with a level playing field to compete with China-made products. And if we miss the target this time, we might not get such an opportunity again in a long time to come.



Analyzing Investor Portfolio 
Movements During COVID-19
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The Reign of Bears
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