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Financial Turmoil

» First time in seven decades, the US’s credit rating was downgraded from
AAA, the highest rating assigned by rating agencies, to AA+ by Standard &
Poor’s. The move, a knock-on effect from America's spiralling £14 trillion
deficit and its lawmakers' inability to agree upon raising the debt ceiling in
time, rattled markets throughout the world. However, markets have bounced
back on the news of lower than expected unemployment figures in the US
and the highest retail sales figures in four months.

* However, rating not changed by other 2 rating agencies
« Impact: Standard & Poor’s (S&P) sacked Deven Sharma as President

* Do we need rating agencies? At all
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Financial Turmoil

« Europe’s economy appears to be in an fragile state. Industrial
production has declined in every large euro-zone economy,
including France and Germany, which are usually considered as the
bulwarks of the European economy. Production dropped by 1.7% in
France and 0.8% in Germany.

* Analysts warn against a possible default of Italy, one of Europe’s
biggest economies, from its sovereign debt.

* Impact: Not Sure
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Financial Turmoil

* Protests started on Tuesday, January 25, when -- inspired by the
successful revolution in Tunisia -- thousands began taking to the
streets to protest poverty, rampant unemployment, government
corruption and autocratic governance of President Hosni Mubarak,
who has ruled the country for 30 years. These were the first protests
on such a large scale in Egypt since the 1970s.

* Impact: President Hosni Mubarak resigns as President
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Global Financial Opportunity
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Global Financial Opportunity
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Global Broking Trends

UsS European Asian India
Mature Market Structure | Mostly Mature Structure Immature Market Evolving Market
Structure Struture
Markets highly ATS / MTFs attract less Markets primarily Markets
fragmented with ATS at than 20% of liquidity concentrated on national | concentrated on
>20% exchanges NSE & BSE

HFT significant % of
volume (over 30%)

......

HFT in its infancy at less
than 30% of volume

HFT limited by inferior
matching systems and
.................... latency.

Matching system
still not as per
world standards
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broker-dark pools offered by brokers manual Not Allowed ‘
A|gori{ﬁ'rﬁg"ﬁ-é-é-e-ssary.te.. .......... Basic.benchmark........|...... Algorithms.in.infangy.--|=" BasmAIgos
‘sweep’ dark pool algorithms and limited by more (Advanced algos
venues basic market structure used by MNC

brokerage houses
which have been
developed by
group €cos.)

HFT — High Frequency trading; ATS — Alternative Trading Systems;

Source: Celent
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High Frequency Trading

* Frequent turnover of many small positions in one or more financial
instruments (typically in liquid scrips) enabled by detection of minute
changes in market intermediaries through use of sophisticated
technology

« Egs. Statistical arbitrage strategies
* Need for HFT stems from creating liquidity in market

 HFT is a subset of electronic trading but not a synonymous with
Program Trading (PT) or Algorithmic Trading (AT)

« HFT depends on reliable, ultra-low latency connections on regular
basis

« HFT is a method to implement a strategy employed by a firm who
are primarily trading using their own capital
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Alternate Trading System
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when trading desks would first try to execute trades internally befo‘re"’
“sending the order to a public exchange. .

An SEC-regulated trading venue which serves as an alternative to
trading at a public exchange.
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are matched anonymously without pre-trade display of bids and ™. .
offers, and the trade is publicly reported upon execution. It is
important to note that the basic function of a broker-operated ATS is
an electronic manifestation of a previously manual trading process,
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Dark pools

.....................

these displayed prices by brokers can be seen through what are
called “Tier |l quotes.”

platforms for trading participants wishing to execute larger trades
without advertising interest through an open-book, or displayed,
position.
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Algorithms

« Algorithmic trading is the process where ideas are turned into
mathematical models and then coded into computer programs for
systematic trading. It is a science where investment, trading,
mathematics and computer sciences meet.

 The computer algorithms are designed based on the historical
performance of the strategy back tested against historical data.
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Global Off Exchange Trends
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Global Market Structure Drivers

- USA

— Around 42% of US volume executed off exchange due to
homogeneous and non-concentrated market structure

— Securities Law has become structured and regulator Securities
Exchange Commission matured based on historical learning.

 Europe

— Around 30% of Europe volume is executed on Multilateral
Trading Facility (MTF’s) like Turquoise and Chi-X

— A Multilateral Trading Facility (or MTF) is a specific type of
European financial trading system. The concept was introduced
within the Markets in Financial Instruments Directive (MiFID), a
European financial law, and describes a trading venue that
brings together buyers and sellers in a non-discretionary way
according to a defined set of rules resulting in trades.

— Europe is expected to become more fragmented under MiFID
with rise of new MTF’s
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Global Market Structure Drivers

 Australia

— In 2010 Australian Securities Exchange (ASX) adopted new
measures like bringing down latency, reducing trading costs and
facilitating co-location inorder to increase volumes.

« Japan

— Tokyo Stock Exchange (TSE) introduced low-latency platform in
2010

— TSE’s revised regulations on Remote Trading Participant System
allows overseas financial firms without domestic branches to
directly trade in Japan
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Global Market Structure Drivers

« Hong Kong

— Hong Kong Securities & Futures Commission (HKSFC) still in
evolving stage.

— No significant plans to relax off-exchange crossing and reporting
rules

« Singapore

— The Singapore Exchange has allowed banks in Singapore licensed by
Monetary Authority of Singapore (MAS) to participate as clearing
Members of its securities market.

— MAS has relaxed position towards crossing networks
— Recent dark pool partnership between SGX and Chi-X to form Chi-East
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Global Market Structure Drivers

 |ndia

General perception of regulation of Indian Capital Market is that
it is over regulated and regulations are retail-oriented

Indian Capital market has a concentrated market structure with
majority of trading taking place two stock Exchanges

Technological innovations introduced in India viz. DMA,
Algorithm trading & Smart Order Routing (SOR)

Contribution of automated trading tools restricted to foreign
brokerage houses due to easy availability of advanced trading
tools by group companies and a global client base

Regional players without significant relationships, market know-
how or access, research and improved technology.

Western market innovations like High frequency trading,
Alternate Trading System & dark pools still a long way to make
entry to India
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How do we do better?

« Understanding trends and challenges of:
— Indian Financial Markets
— Big Financial/Broking houses
— Foreign Financial/Broking Houses
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THANK YOU

Disclaimer: The views expressed in this document are of independent opinion. However, ANB Consulting Co. Pvt. Ltd.
does not make any warranty, express or implied, including the warranty of merchantability and fithess for a particular
purpose, or assume any liability or responsibility for the accuracy or completeness of such information. We are not
responsible to any person / party for any decisions they may take based on this information, it is suggested that due
professional advice is sought or care undertaken before acting on any recommendations / suggestions expressed

herein.
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