Derivatives Thematic Report
Low volatility period to continue, helping Nifty positive bias...
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Volatility cool-off starts in US and widespread in developed markets...

Declining trend of US VIX picks up pace post US European volatility also moving lower despite its
Presidential elections... own headwinds
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US VIX reading at multi-year lows European Volatility Index drifting lower but still has

scope for further drop in volatilit
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From historical standpoint, the current Volatility readings are near lows, suggesting Calm equity markets...
Source: Bloomberg, ICICldirect.com Research
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Lower volatility in current phase helps developed markets climb higher...

S&P 500 at record highs ... Euro Stoxx 50 near multi year high...
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* The fear indicator - volatility index for the US has entered new lower territory since July 2016. Before

the US Presidential elections, a surge in this index was seen but that was also restricted till 23%. It could
not reach the previous year’s higher levels of 45%

* Historically, we have seen that whenever the US volatility index has declined below the lower base of
previous high volatility period, it has remained lower for quite a long period of time

* Eurozone was considered the most vulnerable in 2016 due to impending events like Brexit. Both
economic and geo-political events remained in the limelight throughout 2016 in the eurozone

* From 2014-16, eurozone remained at high volatility of 20-40%. Post July 2016, it declined from 40%
and even breached the lower base of 20%. This

indicates towards a new lower volatility period for
eurozone

Source: Bloomberg, ICICldirect.com Research
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Emerging market volatility also on declining trend...

Declining volatility in Emerging markets
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Pullback seen in MSCI EM index
MSCI EM index
has also started
moving up on low
volatility
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India VIX following suit: Entered low volatility regime post Union Budget: Nifty on
course to make new highs

India VIX decline to sub 14 level post Budget key
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Positive bias in Nifty likely to remain
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Historically low volatility periods in India have extended, limiting declines in Nifty

Indian markets: July 2012 — April 2013

(10 months of low volatility period)

The volatility index remained at sub 17 levels
for almost 10 months in 2012-13 while broader
markets consolidated with a positive bias
Volatility stayed in the range of 13-17% in this
period while intermediate profit booking in the
market failed to spike up volatility beyond 17%
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Indian Markets: July-December 2014

(Six months of low volatility period)

Volatility remained near low levels of 15% for
almost six months after the Modi government
was formed in May 2014

The decline in volatility started post Union
Budget in July 2014 and remained in the range
of 12-17% from July-December 2014. These six
months witnessed a continued positive bias in
the broader market
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Nifty daily price distribution in low volatility period: Indicating sustainability at higher levels

Low volatility period of 2012-13 (207 sessions) Low volatility period of 2014 (121 sessions)
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In both instances, we can see that days with negative returns were quite low. In 2012-
13, not even a single session witnessed negative returns of 2% or more. Moreover,
just 14 days out of 207 trading sessions saw negative returns of more than 1%

Similarly, from July-December 2014, just one session saw negative returns of more
than 2%. Total days with more than 1% negative returns were just 15 out of 121

Source: Bloomberg, ICICldirect.com Research
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FlIs’ cash leverage, which was trigger in earlier market declines, not there in

current market pullback, suggesting market likely to find support...

DIl flows support markets; their buying at lower levels has increased, limiting downsides...

Flls have sold ¥ 34,000 crore since October 2016. Since January 2016, they have bought only ¥ 6500

crore (excluding recent HDFC Bank inflows) in contrast to 2015 when they had bought ¥ 80,000
crore a year before reaching 9000 levels

Flls lack of buying is compensated by Dlls who are utilising declines to buy heavily in the market. In
the November sell-off, the highest monthly inflows of ¥ 18,000 crore were seen on part of Dlls. This
is another reason why volatility is not surging beyond the major risk levels
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Conclusion : Downside seems limited in low volatility regime

%+ Sustainability at life high levels : The sharp decline in volatility could keep the positive bias intact in
the Nifty. The equity index could make newer highs. Intermediate profit bookings are expected to
attract buying, which would limit downsides

% Low volatility level can continue for up to 10 months: Markets tend to continue their
outperformance in low volatility scenario. Historically, the Nifty has witnessed up to 10 months of
low volatility period. Considering the latest low volatility regime, which started in February 2017, is
expected to continue in 2017

)

% India’s performance in line with global equity markets : As of now, the Nifty has performed in line
with other global markets with almost 13% upsides from November lows. However, the current
performance came despite the local demonetisation drive, which makes India a standout performer

“ FlIs inflow resurgence likely: Flls have still remained largely spectators in the Indian context while
other emerging markets have observed inflows. Clarity on CBDT circular in Budget, better-than-
expected results from Indian corporates and also lower probability of three rate hikes in the US in
2017 could lead to a resurgence of Fll buying in Indian equities

% Indian currency remains strong performer: Rupee turned out to be one of the best performing
currency and still remains below 2013 levels of 69. This could push for fresh inflows from Flls
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Portfolio allocation in Derivatives Products...

. It is recommended to spread out the trading corpus in a proportionate manner between the various derivatives
research products

. Please avoid allocating the entire trading corpus to a single stock or a single product segment

. Within each product segment, it is advisable to allocate equal amount to each recommendation.

. For example: The ‘Daily Derivatives’ product carries two intraday recommendations. It is advisable to allocate equal
amount to each recommendation

. Quant Picks recommendations should be considered in cash segment and stoploss on closing basis. Time frame for
these recommendations is 3 month.

Allocation Return Objective
Product wise Max allocation Frontline Mid-cap

allocation per stock Number of Calls  Stocks stocks Duration
Daily Derivatives 5% 2-3% 2 Stocks 1% 2-3% Intraday
Weekly Derivatives 10% 3-5% 2 Stocks 3-5% 5-7% 1 Week
Monthly Derivatives 15% 3-5% 4-7 Stocks 7-10% 10-15% 1 Month
Global Derivatives 5% 2-3% 4-5 stocks - - 1 Month
Quant Picks 15% 2-3% 6-8 stocks 7-10% 10-15% 3 Months
Alpha Trader 10% 2-3% 2-3 strategy 5% - 1-2 Month
Volatility Insights 10% 2-3% 3-4 Strategy 8-10%  10-15% 1-2 Month
Arbitrage Opportunity 5% 2-3% 2-3 Stocks > 25% >25% Event Based
Short term Futures 5% 2-3% 8-12 Stocks 1-3% 2-5% 1-2 days
Positional Index Strategy 5% 3-4% 2-4 Index calls - - 1-14 days
Stock option strategy 5% 3-4% 2-8 Stocks - 3-5% 1-2 days
Daily Currency Future 5% 3-4% 3-5 Calls - - 1-2 days
Monthly Currency Futures 5% 3-4% 2-3 Calls - - 1 Month
SRTREA 10 ICICI Securities Ltd.

ICICI direct.com

It's Advice, Not Adventure



Pankaj Pandey

fmvestmenis rﬂ:: :mr Eimgertips E HOHEH
ICICI Securities Ltd, |[@l 755 akins

Anahyet Sward 2012

{ M
ﬂ'c.fc, direct.com H] \ J

Head — Research pankaj.pandey@icicisecurities.com

ICICldirect.com Research Desk,

ICICI Securities Limited,

15t Floor, Akruti Trade Centre,
Road no.7, MIDC

Andheri (East)

Mumbai — 400 093
research@icicidirect.com

(iesearch
ICICI direct.com

It's Advice, Not Adventure

11 ICICI Securities Ltd.



ANALYST CERTIFICATION

We /I, Amit Gupta B.E, MBA (Finance), Azeem Ahmad MBA (Fin), CS, Raj Deepak Singh BE, MBA (Finance) and Nandish Patel, Research
Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately
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India. We and our associates might have investment banking and other business relationship with a significant percentage of companies
covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their
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The information and opinions in this section have been prepared by ICICI Securities and are subject to change without any notice. The report
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The research recommendations are based on information obtained from public sources and sources believed to be reliable, but no
independent verification has been made nor is its accuracy or completeness guaranteed. These research recommendations and information
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subscribe for securities or other financial instruments. ICICI Securities will not treat recipients as customers by virtue of their receiving these
recommendations. Nothing in this section constitutes investment, legal, accounting and tax advice or a representation that any investment
or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed herein may not be
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should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out
of the use of these recommendations. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk
Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from
those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have
been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned herein during the period preceding
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ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant
banking or brokerage services from the companies mentioned herein in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report.
ICICI Securities or its associates or its Analysts did not receive any compensation or other benefits from the companies mentioned in the
report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and
their relatives have any material conflict of interest at the time of publication of this report.

It is confirmed that Research Analysts giving these recommendations have not received any compensation from the companies mentioned
herein in the preceding twelve months.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service
transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the
company/companies mentioned herein as of the last day of the month preceding the publication of these research recommendations.

Since Associates (ICICI group companies) of ICICI Securities are engaged in various financial service businesses, they might have financial
interests or beneficial ownership in various companies including the subject company/companies mentioned herein.

It is confirmed that Research Analysts do not serve as an officer, director or employee or advisory board member of the companies
mentioned herein.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented
herein.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned herein.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research
Analysis activities.

This report or recommendations are not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident
of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to
law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The
securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose
possession this document may come are required to inform themselves of and to observe such restriction.
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