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Seasonal rainfall
(mm) Category wise no. Of 

Subdivisions 
 1-Jun-09 1-Jun-08 
 to To 
 17-Jun-09 17-Jun-08 

Excess 4 21 
Normal 4 11 
Deficient 12 4 
Scanty 15 0 
No rain 1 0 

Source: IMD 

Stocks vulnerable to a bad monsoon 
Hero Honda 

Hindustan Unilever 
Mahindra & Mahindra 

Bajaj Auto 
Idea Cellular 
Bharti Airtel 

Source: J.P. Morgan 

• Monsoon – off to a weak start: YTD seasonal rainfall is 45% below 
normal. The Met department has indicated that the weakness could 
continue over the next week. It is early days yet, as June typically 
accounts for only 20% of the total south west monsoon. But a recovery 
over the next month is critical, in our view.  

• Economic significance has decreased, but is still meaningful: 
Structurally the importance of agriculture as a percentage of GDP has 
decreased over the past few decades, from nearly 50% in the early 1970s 
to about 17% now. But the monsoon is still important for the farm 
sector, as nearly 60% of India’s agriculture is rainfall-dependent. 

• Adverse impact on sentiment: Nearly 60% of India’s population lives 
in rural areas. Although they do not derive their entire livelihood from 
agriculture, the sentiment impact of the monsoon on private sector 
consumption cannot be underestimated. Also, in the recent past, rural 
India has been driving consumption growth on the back of various 
government stimuli. This segment is vulnerable to a pull back.    

• Consumption underperforms: An analysis of weak monsoons over the 
past indicates that the earnings impact has been mixed due to various 
offsetting factors. But consumption-related sectors, i.e. staples, 
discretionary and telecom, typically underperform both over the July-
Sept quarter and the fiscal year in which the monsoon has been weak. 
We have been cautious on the telecom sector since the beginning of the 
year and have had an underweight stance on the staples sector over the 
last two months. Our overweight stance on the discretionary sector 
would, however, be vulnerable if the monsoon weakness persists. 

Monsoon performance vs. GDP growth 
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India rainfall map 

 
Source: IMD 



 
 

3 

Asia Pacific Equity Research 
19 June 2009

Bharat Iyer 
(91-22) 6639-3005 
bharat.x.iyer@jpmorgan.com 

Monsoons – weak start 
India’s south west monsoon has started on a weak note. As per data released by the 
India Meteorological Department (IMD), rainfall for the first three weeks of June at 
39.5 MM was 45% below normal levels (72.5 MM).  

The performance of the south west rainfall is important for growth of the agriculture 
sectors as the seasonal “Kharif” crop accounts for half of the annual food grain 
production and over 60% of Indian agriculture continues to be rainfall dependent. 

The IMD has indicated that the weak phase is likely to continue over the next week 
as well. While IMD had called for a normal monsoon this year; it is expected to 
review their earlier forecast around June 25.  

We do note that the IMD has had its fair share of misses in forecasting the monsoon 
over the last few years. Actual rainfall has deviated meaningfully (+5%) from IMD’s 
forecast for six years over the last decade. Moreover the historic trend suggests that 
the risk to the forecasts typically appears to be more on the downside. Five of the six 
significant deviations registered over the past decade have been on the scarce side. 

Figure 1: IMD monsoon forecast vs. actual monsoon 
Millimeters 
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Figure 2: Deviation of actual monsoon from the IMD forecast 
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Too early to panic; July will be the key month  
June typically accounts for only 18% of the total seasonal rainfall. Consequently it 
may be too early to call for an overall monsoon failure and we remain hopeful of a 
recovery over July-September.  

Figure 3: Daily mean rainfall across the country vs trend 

Source: IMD 

But given the importance of the monsoon we believe it is a data point worth 
monitoring consistently over the immediate term. Besides the overall intensity it is 
also important that the spatial and temporal distributions are optimal.   

Figure 4: Average monthly rainfall distribution  
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Figure 5: Average rainfall breakdown by month 
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Monsoon and the Indian economy 
Against the backdrop of negative news flow on the monsoon, we analyze the impact 
of bad monsoons on the economy.   

Figure 6: Actual rainfall as a percentage of the long-term average (892 MM) 
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The contribution of agriculture to overall GDP has decreased from nearly 50% in the 
early 1970s to just 17.5% in FY09. Consequently the impact of weak monsoons on 
overall economic growth has decreased structurally.  

Figure 7: GDP composition  
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Source: J.P. Morgan 

But it remains meaningful nevertheless, given the dependence of the agricultural 
sector on the monsoon and also because of inter-linkage with the other sectors, 
particularly private sector consumption.  
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Figure 8: Monsoon performance vs. agricultural GDP growth 
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Figure 9: Monsoon performance vs. GDP growth 
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The historic trend also suggests that weak monsoons do affect private consumption 
growth. Nearly 60% of India lives in rural areas, and while not all of these people 
earn their living completely from agriculture, there is no denying the sentiment 
impact of a weak monsoon on consumption.  

Figure 10: Monsoon performance vs. private consumption 
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Over the past, a weak monsoon has not necessarily had an adverse impact on 
headline inflation numbers. Primary articles have a weight of 22% in the WPI basket, 
but there are a substantial number of other factors that need to be considered too.  

Figure 11: Inflations vs. monsoons 
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Source: Datastream, IMD 

It is also worth highlighting that the stock of food grains with the Government is 
currently at a nearly six-year high, giving substantial flexibility to deal with inflation 
emanating from a weak monsoon. But a weak monsoon could have a more 
pronounced impact on the prices of cash crops and vegetables and fruits. Rice, 
sugarcane, cotton, soy and oilseeds are the key kharif crops.   

Figure 12: Food stock  
Million tons 
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Source: Food Corporation of India (as of beginning of the year) 

Monsoon and earnings growth  
The impact of weak monsoon on earnings growth, particularly for impacted sectors, 
has been mixed over the recent past, due to the offsetting impact of other economic 
factors.  

But over the last 18 months, consumption demand has largely been driven by the 
robust performance of the agri sector, particularly against the backdrop of weak 
industrial production and constraints in funding availability. Loan waivers to the agri 
sector and substantial increases in minimum support prices of agri commodities have 
also helped rural prosperity. Consequently we believe that growth herein could face a 
setback if the weakness in the monsoon persists.   
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Table 1: Earnings growth during periods of weak monsoons 
 FY02 FY03 FY04 FY05 FY06 FY07 FY08 
Consumer Discretionary 18.6  23.5  101.5  32.2  45.4  7.7  10.7  
Consumer Staples 21.0  6.3  5.2  (3.6) 7.3  37.6  4.8  
Energy 15.4  40.4  5.4  14.5  4.9  311.2  21.9  
Financials 38.4  53.7  20.9  14.0  21.3  24.4  38.0  
Health Care 112.6  (1.2) (1.2) (18.5) 57.3  125.1  (8.9) 
Industrials 142.2  87.1  106.9  44.0  62.9  0.1  22.6  
IT 33.4  10.0  25.7  71.8  33.0  47.9  15.1  
Materials (7.8) (17.6) 207.9  64.0  (0.4) 43.0  20.5  
Telecom (3.3) (22.9) 0.5  10.6  (65.4) 334.8  60.8  
Utilities 252.9  (28.6) 42.0  32.5  38.1  14.0  32.6  
MSCI India 41.9  11.2  39.5  30.4  20.7  52.4  23.9  
Source: Datastream, J.P. Morgan 

Market performance 
The impact of weak monsoons on the broad market has been mixed. But sectors 
perceived to be adversely impacted, i.e. those linked to the consumption cycle 
including staples, discretionary and telecoms, typically tend to underperform both 
over the July-Sept quarter and in the fiscal year in which the monsoon has been 
weak.  

Table 2: Quarterly market performance 
 Jun - Sep 01 Jun – Sep 02 Jun – Sep 03 Jun - Sep 04 Jun – Sep 05 Jun – Sept 06 Jun - Sep 07 Jun - Sep 08 
Consumer Discretionary (4.6) (21.0) 36.3  2.9  22.2  12.8  8.1  8.1  
Consumer Staples (5.8) (6.6) 3.9  9.4  17.8  4.8  17.8  9.1  
Energy (11.0) (19.1) 31.0  17.2  16.8  9.6  28.8  (3.3) 
Financials (23.3) (2.3) 23.1  15.0  25.0  34.6  21.1  1.5  
Health Care 7.9  (4.0) 15.2  16.2  6.1  17.6  0.9  (11.7) 
Industrials (25.1) (6.6) 34.9  6.2  27.3  15.1  24.0  2.1  
IT (38.9) (5.0) 35.2  20.8  7.1  17.7  (4.0) (22.2) 
Materials (27.0) (9.0) 28.8  30.2  27.6  13.5  27.4  (26.5) 
T/Cm Svs 1.8  (23.1) 3.6  7.5  23.9  30.0  10.9  (21.0) 
Utilities (11.8) (10.6) 28.6  17.0  10.2  6.8  47.8  7.3  
MSCI India (17.4) (8.2) 23.8  15.1  16.9  17.3  17.3  (6.6) 
Source: Datastream, J.P. Morgan 

Table 3: Annual market performance 
 FY 02 FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09 
Consumer Discretionary 57.7  (27.3) 171.5  2.6  95.9  2.1  (11.5) (22.9) 
Consumer Staples (2.5) (25.4) 22.0  4.8  107.3  (26.1) 22.0  (12.2) 
Energy 35.0  (11.9) 90.9  (2.3) 92.6  45.4  52.2  (31.4) 
Financials (1.6) 4.8  105.7  23.2  55.0  32.5  30.3  (52.4) 
Health Care 29.7  (8.8) 43.2  2.5  48.2  (1.6) 6.9  (23.7) 
Industrials (4.5) 9.2  196.1  17.7  127.3  1.2  44.1  (51.2) 
It (8.6) (12.2) 27.1  65.9  47.8  26.5  (26.5) (29.9) 
Materials (14.0) (15.4) 118.1  25.5  64.5  (6.1) 43.9  (54.1) 
T/Cm Svs 13.8  (48.9) 66.0  (11.0) 70.8  24.1  16.6  (60.3) 
Utilities 17.0  (2.0) 143.3  (1.6) 43.8  (16.9) 93.1  (30.0) 
Msci India 2.2  (13.2) 74.2  16.0  71.5  15.6  19.7  (40.4) 
Source: Datastream, J.P. Morgan 
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Portfolio implications  
In terms of both growth and sentiment we observe that sectors likely to be impacted 
substantially by a weak monsoon would be those linked to the consumption cycle 
including staples, discretionary and telecoms.  

We have been underweight on consumer staples over the last two months given 
substantial outperformance, rich valuations and concerns over rising input costs. A 
weak monsoon could imply further pressure on input costs and more importantly 
weaker demand. We reiterate our underweight stance herein.  

We have also been cautious on telecoms since early 2009 due to increasing 
competition and regulatory uncertainty.  

We have however been overweight in the consumer discretionary space, particularly 
automobiles as a play on the cyclical economic recovery. If the weakness in the 
monsoon persists, we would have to review this position.  

In terms of potential beneficiaries, in the event of a weak monsoon, the government 
may chose to increase spending on public works to provide employment in rural 
areas. Such stimuli would benefit the infrastructure and capital goods /construction 
sectors. 



 
 

 10 

Asia Pacific Equity Research 
19 June 2009

Bharat Iyer 
(91-22) 6639-3005 
bharat.x.iyer@jpmorgan.com 

Analyst Certification:   
The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily 
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with 
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report 
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research 
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the 
research analyst(s) in this report.  

Important Disclosures  
 

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe:   
J.P. Morgan uses the following rating system:  Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.]  Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.]  Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] The analyst or analyst’s team’s coverage universe is the sector 
and/or country shown on the cover of each publication.  See below for the specific stocks in the certifying analyst(s) coverage universe.  
  

  

Coverage Universe: Bharat Iyer: Ashok Leyland (ASOK.BO), Bajaj Auto (BAJA.BO), Hero Honda (HROH.BO), 
Mahindra & Mahindra (MAHM.BO), Maruti Suzuki India Ltd (MRTI.BO), Tata Motors (TAMO.BO) 
  

J.P. Morgan Equity Research Ratings Distribution, as of March 31, 2009 

 Overweight 
(buy) 

Neutral 
(hold) 

Underweight 
(sell) 

JPM Global Equity Research Coverage 35% 46% 19% 
    IB clients* 54% 54% 42% 
JPMSI Equity Research Coverage 35% 51% 14% 
    IB clients* 75% 73% 57% 

*Percentage of investment banking clients in each rating category. 
For purposes only of NASD/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. 
 

Valuation and Risks:  Please see the most recent company-specific research report for an analysis of valuation methodology and risks on 
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on 
the front of this note or your J.P. Morgan representative.  

Analysts’ Compensation:  The equity research analysts responsible for the preparation of this report receive compensation based upon 
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which 
include revenues from, among other business units, Institutional Equities and Investment Banking.  

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US 
affiliates of JPMSI, are not registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMSI, 
and may not be subject to NASD Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public 
appearances, and trading securities held by a research analyst account.  

Other Disclosures 
 

J.P. Morgan is the global brand name for J.P. Morgan Securities Inc. (JPMSI) and its non-US affiliates worldwide.  
  

Options related research: If the information contained herein regards options related research, such information is available only to persons who 
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Characteristics and Risks of 
Standardized Options, please contact your J.P. Morgan Representative or visit the OCC’s website at 
http://www.optionsclearing.com/publications/risks/riskstoc.pdf.  
  

Legal Entities Disclosures   
U.S.: JPMSI is a member of NYSE, FINRA and SIPC.  J.P. Morgan Futures Inc. is a member of the NFA. JPMorgan Chase Bank, N.A. is a 
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JPMSL) is a 

http://www.morganmarkets.com/


 
 

11 

Asia Pacific Equity Research 
19 June 2009

Bharat Iyer 
(91-22) 6639-3005 
bharat.x.iyer@jpmorgan.com 

member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. Registered in England & Wales No. 
2711006. Registered Office 125 London Wall, London EC2Y 5AJ. South Africa: J.P. Morgan Equities Limited is a member of the Johannesburg 
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated 
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd, 
Seoul branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS 
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066) is a 
Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock 
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited is a member of 
the National Stock Exchange of India Limited and Bombay Stock Exchange Limited and is regulated by the Securities and Exchange Board of 
India. Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of 
Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock 
Exchange and is regulated by the BAPEPAM. Philippines: J.P. Morgan Securities Philippines Inc. is a member of the Philippine Stock Exchange 
and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the Comissao de Valores 
Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero is a 
member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission. 
Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) [MICA (P) 
132/01/2009 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the 
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the 
MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a 
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in 
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and 
Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is authorised by the Capital Market Authority of the Kingdom 
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number 
35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi 
Arabia.  
  

Country and Region Specific Disclosures   
U.K. and European Economic Area (EEA):  Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by 
JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPMSL's policies for managing conflicts of interest arising 
as a result of publication and distribution of investment research. Many European regulators require that a firm to establish, implement and 
maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must 
not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is only 
available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons 
regarded as professional investors (or equivalent) in their home jurisdiction. Australia:  This material is issued and distributed by JPMSAL in 
Australia to “wholesale clients” only.  JPMSAL does not issue or distribute this material to “retail clients.”  The recipient of this material must not 
distribute it to any third party or outside Australia without the prior written consent of JPMSAL.  For the purposes of this paragraph the terms 
“wholesale client” and “retail client” have the meanings given to them in section 761G of the Corporations Act 2001.  Germany:  This material is 
distributed in Germany by J.P. Morgan Securities Ltd., Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are 
regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht.  Hong Kong:  The 1% ownership disclosure as of the previous month end 
satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons licensed by or registered with the Securities 
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from 
two months’ prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan 
International Derivatives Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website: 
http://www.hkex.com.hk/prod/dw/Lp.htm.  Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of 
share trading, and that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan 
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the 
commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments 
Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers 
Association, The Financial Futures Association of Japan.  Korea:  This report may have been edited or contributed to from time to time by 
affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch.  Singapore:  JPMSS and/or its affiliates may have a holding in any of the 
securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures 
section above.  India:  For private circulation only, not for sale. Pakistan:  For private circulation only, not for sale. New Zealand:   This 
material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the 
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the 
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third 
party or outside New Zealand without the prior written consent of JPMSAL. 
  

General:  Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan 
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any 
disclosures relative to JPMSI and/or its affiliates and the analyst’s involvement with the issuer that is the subject of the research. All pricing is as 
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this 
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or 
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual 
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client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to 
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments 
mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic 
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other 
publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home 
jurisdiction unless governing law permits otherwise.  
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