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 NIFTY Resilient — The Indian market has so far defied the global macro wobbles: 
1) NIFTY +1.6% YTD, while other key indices -7% to -25%, 2) With all the talk 
about falling government bond yields, which signify delays in rate hikes or even 
deflation, Indian long-dated yields have been holding up, while short-dated has 
even risen due to high inflation expectations, 3) Volatility keeps drifting lower, e.g. 
1Yr ATM IVOL at cheapest level vs. SPX’s. 

 Rates: Receive Longer-End — Given the downward pressure on yields globally, we 
would close our recommended long 2Yr/5Yr IRS spread, now that the spread has 
narrowed from -119bps to -76bps. If global markets continue to correct, we 
expect yields to fall in the longer-end. We do not recommend receiving on the 
short-end, given the possibility of further rate hikes. 

 Derivatives: 1) Buy NIFTY Puts, 2) Accumulate Longer-Dated Volatility — NIFTY 
has the lowest 3M ATM IVOL among key global indices, and is trading in single-
digit percentile. While CIRA remains positive on India over the medium term, there 
is only +4% upside to our 2010 year-end target for NIFTY (5,237 vs. 5,450). 
Investors can get an attractive risk-reward in the short-term by buying 3M NIFTY 
puts. They can also consider accumulating longer-dated volatility. NIFTY has 
become the second cheapest long-dated volatility to carry (after KOSPI 200). It is 
at single-digit %-tile vs. its own history, and trading at historic low vs. SPX’s.  

Figure 1. NIFTY 12M ATM IVOL: At cheapest level relative to SPX 
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This research report is not intended for US clients other than Qualified Institutional 
Buyers. Investing in options is not suitable for all investors. Please see the 
disclosures concerning the risks of investing in options below and discuss with your 
Financial Advisor whether this particular options strategy is suitable for you. Note 
that all option prices are indications, based on closing prices as of July 02, 2010. 
Interested investors should contact our trading desk for updated price and liquidity 
information. Also, complex option strategies may entail higher commissions costs. 
Please direct all options-specific questions to Daniel Lam. 

Rates: Receive Longer-End of the Curve 

Figure 2 and Figure 3 compare 2Yr and 5Yr Interest Rate Swaps (IRS) in India 
vs. other key markets in the world (there is limited liquidity for INR IRS beyond 
5Yrs). We notice significant falls across other countries in both 2Yr and 5Yr 
buckets since Apr-10, signaling delays in rate hikes in the short-term and 
deflation concerns in the medium-/long-term respectively. On the other hand, 
IRS level for INR 5Yr has only fallen slightly − it even rose in the 2Yr bucket. 
High inflation in India has led to expected rate hikes. Indeed, the RBI hiked 
rates by 25bps as recently as 02-Jul-10. This is supporting the IRS level in the 
shorter-end, e.g. 2Yr. Since we recommended buying India 2Yr/5Yr bear 
flattener in “The Rates Connection” (23-Mar-10), INR 2Yr/5Yr IRS spread has 
narrowed from -119bps to -76bps. 

Figure 2. 2Yr IRS level rose in India while it has fallen in other countries  
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Figure 3. 5Yr IRS level fell slightly in India while it has corrected significantly in other countries  
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Inflation may remain high in India, with a) continued increase in food articles 
price index, b) acceleration in non-food manufactured goods prices, and c) 
uptick in fuel index which is likely to trend higher following the recent fuel 
price hike (“India Macro Flash”, 02-Jul-10). However, given the current fear of 
deflation for most markets, we believe it is prudent to close out the long2Yr/5Yr 

IRS spread and take the view that growth expectations are likely to slow by 

receiving the longer-end of the curve, e.g. 5Yr. We refrain from receiving the 
shorter-end, in case there were to be surprise rate hikes in the near future. 

Derivatives: 1) Buy NIFTY Puts, 2) 

Accumulate Longer-Dated Volatility 

Echoing the still pro-risk sentiment in India, NIFTY has been one of the best 
performing indices YTD (Figure 4).  

While CIRA still remains positive on India, there is only +4% upside to our 
2010 year-end target for NIFTY (5,237 vs. 5,450). In “India Strategy” (27-Jun-
10, link: https://www.citigroupgeo.com/pdf/SAP37653.pdf), CIRA India 
Strategist, Aditya Narain, wrote “… India’s dependence on foreign flows is 
rising… this could keep market volatility high − and more so from a return 
perspective as INR increasingly mirrors the market − on the upside, but 
potentially more on the downside, given the markets’ relative outperformance 
over the recent past.” 

Indeed, if one does not believe India can stand aloof from the globe, being 
positioned for the downside could offer good risk-reward in the short-term: 

 NIFTY has the lowest 3M ATM IVOL among key global indices (Figure 5). It 
is trading at single-digit percentile. Investors should consider buying 3M 
puts (from 90% strike to ATM) on NIFTY, to get tactical downside exposure. 

Figure 4. 2010 YTD Index Total Returns 

Index 2010 YTD Return (in USD)* 
NIFTY 1.6% 
Hang Seng -7.3% 
NKY -8.3% 
SPX -8.4% 
KOSPI2 -9.0% 
HSCEI -10.3% 
AS51 -17.2% 
SX5E -25.1% 

Source: Citi Investment Research and Analysis 

* Up to 02-Jul-10 

https://www.citigroupgeo.com/pdf/SAP37653.pdf�
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Figure 5. NIFTY has the lowest 3M ATM IVOL amongst key global indices 

Index 3M ATM IVOL 3M HVOL 1M HVOL 2Yr Low 2Yr High Percentile
NIFTY 22.0% 19.7% 17.1% 18.5% 78.6% 8.6%
KOSPI2 22.8% 18.3% 15.2% 16.6% 77.1% 30.4%
Hang Seng 24.0% 21.0% 19.3% 20.7% 83.2% 12.6%
TWSE 24.4% 21.1% 19.3% 18.1% 58.8% 26.0%
AS51 26.2% 20.8% 19.2% 15.1% 55.4% 59.6%
NKY 27.8% 24.7% 26.0% 18.2% 74.0% 57.0%
SPX 29.4% 25.4% 24.6% 15.7% 63.9% 66.9%
HSCEI 30.2% 28.4% 25.5% 25.3% 96.1% 15.5%
SX5E 32.0% 35.8% 26.2% 18.2% 60.7% 67.6%

Source: Citi Investment Research and Analysis 

 In “2H10 Derivatives/Multi-Strategy Outlook” (24-Jun-10), we recommended 
clients to accumulate longer-dated KOSPI 200 volatility, as a hedge against 
medium to long-term uncertainties. It appears over the past couple of weeks, 
value is starting to emerge in NIFTY longer-dated volatility as well.  

– Figure 6 shows that NIFTY longer-dated volatility is the second-cheapest 
volatility to carry amongst key global indices (after KOSPI 200) 

Figure 6. NIFTY 1Yr ATM IVOL: Second cheapest to carry. At 9th percentile 

Index 1Yr ATM IVOL 2Yr Low 2Yr High Percentile
KOSPI2 23.4% 18.9% 54.8% 26.2%
NIFTY 24.3% 21.5% 54.6% 9.0%
TWSE 24.8% 19.8% 45.6% 24.8%
Hang Seng 25.1% 22.5% 55.8% 14.2%
AS51 25.3% 17.5% 43.3% 56.3%
NKY 26.4% 19.9% 50.0% 57.1%
SX5E 29.1% 20.6% 45.7% 67.6%
SPX 29.2% 18.7% 48.5% 68.2%
HSCEI 30.6% 27.3% 67.0% 15.1%

Source: Citi Investment Research and Analysis 

– Compared to its own history, NIFTY long-dated volatility is trading at 
single-digit percentile (Figure 7). KOSPI 200 is at its 26th percentile 
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Figure 7. NIFTY 12M ATM IVOL: Near historic bottom 
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– NIFTY long-dated volatility is trading at its cheapest level vs. SPX (Figure 8) 

Figure 8. NIFTY 12M ATM IVOL: At cheapest level relative to SPX 
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Risks: Buying puts means an investor is at risk of losing the entire premium 
paid. In terms of accumulating volatility, the investor will lose money if the 
market realizes less volatility than the investor has paid for. 
 
 



India: Last Market Standing 
5 July 2010 

 

Citigroup Global Markets 6 
 

OPTIONS RISK DISCLOSURE - PLEASE READ CAREFULLY 

This section discusses possible options strategies that you may choose to 
employ in conjunction with the company securities discussed herein. If you 
choose to engage in the options transactions discussed within this document, 
you must have an approved options account and will be subject to certain 
criteria which may ultimately prevent you from engaging in certain option 
strategies. It is important for you as an investor to know and understand that 
Options do involve risk and sometimes, significant risk, therefore may not be 
appropriate for all investors. If you buy options, the maximum loss is the 
premium. If you sell put options, the risk is the entire notional below the strike. 
If you sell call options, the risk is unlimited. The actual profit or loss from any 
trade will depend on the price at which the trades are executed. The prices 
used herein are historical and may not be available when you order is entered. 
Commissions and other transaction costs are not considered in these 
examples. Please speak to your Financial Advisor to ensure you have a full 
understanding of the risk and reward of the strategy you are considering. 
Strategies that are opened or closed differently than what is discussed in this 
document could have a significantly different outcome from what is described. 
It should be noted that certain Index options might have special settlement 
dates or settlement requirements that are different from traditional equity 
options. Commissions, taxes, and margin costs have not been included but will 
affect the outcome of any option transaction and should be considered. 
However, they can have a significant impact on the profitability of options 
transactions and should be considered carefully before entering into any option 
strategy. Because of the importance of tax considerations to all option 
transactions, the investor considering options should consult with his/her tax 
advisor as to how their tax situation is affected by the outcome of contemplated 
options transactions. Certain options trades/strategies must be executed in a 
margin account. Transactions executed in a margin account can require the 
investor to periodically deposit additional collateral into the account in order to 
maintain the positions. The preceding language is not a full description of all 
possible risks associated with options trading. For a more complete description 
on the uses and risks of options, please see the document titled Characteristics 
and Risks of Standardized Options. If you would like an additional copy of this 
document please contact Citigroup Global Markets Inc., Options Department, 
390 Greenwich Street, New York, NY 10013 or from your Morgan Stanley Smith 
Barney Financial Advisor. Options are not suitable for all investors. Before 
entering into any transaction using listed options, investors should read and 
understand the current Options Clearing Corp. Disclosure 
Document (Characteristics and Risks of Standardized Options) at 
http://www.optionsclearing.com/components/docs/riskstoc.pdf 
http://www.theocc.com/components/docs/May_2010_ODD_Definitive_Supplem
ent.pdf 
  
Investing in options other than Standardized Options may entail additional 
risks.   
 
 
 

http://www.optionsclearing.com/components/docs/riskstoc.pdf�
http://www.theocc.com/components/docs/May_2010_ODD_Definitive_Supplement.pdf�
http://www.theocc.com/components/docs/May_2010_ODD_Definitive_Supplement.pdf�
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Analyst Certification 

The research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with 
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research 
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. The research analyst(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst in this research report. 

IMPORTANT DISCLOSURES 

Rohini Malkani has in the past worked with the India government or its divisions in her personal capacity. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the 
same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at 
www.citigroupgeo.com.   Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company. Historical 
disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research & Analysis Ratings Distribution    
Data current as of 30 Jun 2010 Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 54% 35% 12%

% of companies in each rating category that are investment banking clients 47% 45% 40%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. 

For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are:Buy (1) (expected total return of 10% or more for Low-Risk 
stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% 
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). 

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-
Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10% 
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
Guide to Citi Investment Research & Analysis (CIRA) Corporate Bond Research Credit Opinions and Investment Ratings: CIRA's corporate bond research issuer publications 
include a fundamental credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding 
the credit risk of the company featured in the report. The fundamental credit opinion reflects the CIRA analyst's opinion of the direction of credit fundamentals of the issuer 
without respect to securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of debt ratings issued by major public 
debt ratings companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: 
Low Risk Triple A to Low Double A; Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative 
Risk Mid Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a 
company is held to maturity, based upon both fundamental and market risk factors. Certain reports published by CIRA will also include investment ratings on specific 
issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of CIRA's expectations for 
total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight the bond is expected 
to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated 
monthly and can be viewed at https://fidirect.citigroup.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in line with the relevant Citigroup 
bond market sector index; or Sell/Underweight the bond is expected to underperform the relevant sector of the Citigroup indexes. 

NON-US RESEARCH ANALYST DISCLOSURES 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global Markets Inc.) 
are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member organization and therefore may not be 
subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public appearances and trading securities held by a research 
analyst account. The legal entities employing the authors of this report are listed below: 

Citigroup Global Markets Asia Daniel Lam, CFA 

OTHER DISCLOSURES 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 



India: Last Market Standing 
5 July 2010 

 

Citigroup Global Markets 8 
 

Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with 
the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should be 
presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research & Analysis 
(CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of CIRA to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
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Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
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	Rates: Receive Longer-End of the Curve
	Figure 2 and Figure 3 compare 2Yr and 5Yr Interest Rate Swaps (IRS) in India vs. other key markets in the world (there is limited liquidity for INR IRS beyond 5Yrs). We notice significant falls across other countries in both 2Yr and 5Yr buckets since Apr-10, signaling delays in rate hikes in the short-term and deflation concerns in the medium-/long-term respectively. On the other hand, IRS level for INR 5Yr has only fallen slightly − it even rose in the 2Yr bucket. High inflation in India has led to expected rate hikes. Indeed, the RBI hiked rates by 25bps as recently as 02-Jul-10. This is supporting the IRS level in the shorter-end, e.g. 2Yr. Since we recommended buying India 2Yr/5Yr bear flattener in “The Rates Connection” (23-Mar-10), INR 2Yr/5Yr IRS spread has narrowed from -119bps to -76bps.

	Derivatives: 1) Buy NIFTY Puts, 2) Accumulate Longer-Dated Volatility
	Echoing the still pro-risk sentiment in India, NIFTY has been one of the best performing indices YTD (Figure 4). 
	Indeed, if one does not believe India can stand aloof from the globe, being positioned for the downside could offer good risk-reward in the short-term:
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