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Introduction

Financial services firms are crucial to the success of
the economy in the long run. The financial services
landscape in India is constantly changing and
evolving. Banks have historically played a critical role
in the financial system, channeling surplus funds from
savers to borrowers, and continue to do so. However,
in recent years other subsectors of the financial
services including Insurance, Housing Finance,
NBFCs, Asset Management Companies etc. have
gained increased prominence. Similar to Banks,
Housing Finance companies and NBFCs support
credit creation and growth across the economy.

Insurance companies facilitate pooling of risks so
individuals and firms can focus on their core business,
knowing they are financially protected against
unforeseen circumstances. Asset Management
Companies facilitate savings and investment and help
investors achieve their financial goals.

The Nifty Financial Services Index aims to capture this
diversity of subsectors within financial services and
track their performance in a single index.

About the Nifty Financial Services Index

The Nifty Financial Services Index tracks the performance of Indian financial
services companies including banks, housing finance, insurance, NBFCs, other
financial services companies etc. The index comprises a maximum of 20 stocks
and a stock’s weight is based on its free float market capitalization.

Highlights

(O Theindex has a base date of January 01, 2004, with a base value of 2000

The index tracks the performance of Indian financial services companies including Banks, Housing

Finance, Insurance, NBFCs, other financial services companies etc.

The index comprises a maximum of 20 stocks

® © ® @

The index is reconstituted semi-annually

The companies should form part of Nifty 500 at the time of review to be eligible for inclusion in the index

The weight of each stock is based on its free float market capitalization

O A buffer based on free float market capitalization is applied to reduce turnover
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The Nifty Financial Services Index offers diversified exposure to Banks,
Housing Finance, Insurance, NBFCs and other financial companies

The Nifty Financial Services Index offers broad and diversified exposure to the Financial Services sector.
The subsectors and constituents of the Nifty Financial Services Index are shown in Exhibit 1.

Exhibit 1. Constituents of the Nifty Financial Services Index as at December 29, 2020

Nifty Financial Services
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Financial
Services

HDFC Asset
Management

Piramal
Enterprises

Source: NSE Indices.
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As seen in the Exhibit 2 below, Banks account for and Financial Institutions categories cumulatively
63.1% of weight of the Nifty Financial Services Index, account for 2.4% of the weight of the Nifty Financial
followed by Housing Finance Companies at 18.5%. Services Index. These categories include Asset
NBFCs and Insurance Companies have 8.1% and Management Companies and Public Sector
8.0% weight respectively. Other Financial Services Undertaking (PSU) lending institutions.

Exhibit 2: Distribution of Nifty Financial Services Index weights by subsector
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Source: NSE Indices. Data as of December 29, 2020

Investors can obtain greater exposure to various subsectors of the
Financial Services sector through the Nifty Financial Services Index
compared to Nifty Bank Index and broad market indices

The Nifty Financial Services Index allows investors to get diversified exposure to financial services sector as
compared to Nifty Bank Index and more focused exposure as compared to broad market indices. The exhibit
below shows the weights of various subsectors of financial services in the Nifty Financial Services Index
versus their weights in the Nifty Bank Index and in the broader Nifty 50 Index and Nifty 500 Index.
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Exhibit 3: Distribution of Nifty Financial Services Index weights (%) by subsector compared to
Nifty 50 Index, Nifty 500 Index and Nifty Bank Index

Nifty Financial Services

@ Banks 63.1
% Housing Finance Companies 18.5
5 NBFCs 8.1
Insurance Companies 8.0
@) Other Financial Services 1.3
ozmd  Financal Institutions 1.1
Total Financial Services Exposure 100.0

Nifty 50 Nifty 500

26.5 - 20.3

75 5.6 0.0
2.3 3.0 0.0
2.5 2.5 0.0
0.0 1.4 0.0
0.0 0.3 0.0
38.7 33.2 0.0

Source: NSE Indices. Data as of December 29, 2020. Other Financial Services includes rating agencies, capital markets, investment companies,

stock broking and allied services

Banks account for 63.1% weight of the Nifty Financial
Services Index compared to 26.5% in the Nifty 50
Index, 20.3% in the Nifty 500 Index and 100.0% in
the Nifty Bank Index, as of December 29, 2020.
Similarly, the weight of Insurance companies in the
Nifty Financial Services Index is 8.0% compared to
2.5% in the Nifty 50 Index and Nifty 500 Index and
0.0% in the Nifty Bank Index. Thus, the Nifty Financial

Services Index gives investors more targeted and
larger exposure to these subsectors of the Financial
Services sector than broad market indices. Likewise,
Nifty Financial Services Index provides more
diversified exposure to various subsectors of financial
services sector as compared to exposure to only
banking sector in case of Nifty Bank Index.

The weights of sectors like Insurance and NBFC sub-sector have increased
in Nifty Financial Services Index through time

The Exhibit 4 below shows how the weights of various
subsectors have changed through time in the Nifty
Financial Services Index. As of December 31, 2016,
the weight of insurance companies in the Nifty
Financial Services Index was 1.9%. Since then, more
insurance companies have been listed on the
exchanges and the weight of the sector has steadily
increased to 8.0% as of December 29, 2020.

The weight of the NBFCs has increased from 5.9% as
of December 31, 2016 to 8.1% as of December 29,
2020. Through the same period, the weight of Banks
has decreased marginally from 67% as of end CY
2016 to 63.1% as of December 29, 2020. Housing
Finance companies’ weight has reduced from 23% as
of end CY 2016 to 18.5% as of December 29, 2020.
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Exhibit 4: Distribution of Nifty Financial Services Index by subsector over the last 5 calendar years
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Source: NSE Indices. *Data as of December 29, 2020. For other years, data is as of December 31 for the respective year
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The Nifty Financial Services Index has significantly outperformed broader
market indices and Nifty Bank over the long term

Exhibit 5: Nifty Financial Services Index, Nifty 50 Index, Nifty Bank Index and Nifty 500
Index performance
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Source: NSE Indices. Data as of December 29, 2020

Exhibit 6: Nifty Financial Services Index, Nifty 50 Index, Nifty Bank and Nifty 500 Index
performance table

Annualised Volatility

Period

29.3% 22.9% 30.5%
29.3% 22.9% 30.2%

Since Inception 18.7%
15 years 16.9%

10 years 23.6%
7 years 22.8% 17.2%
5years 33.7%_~.§;%§; 8%
3 years 27.8% 21.1% 28.9%
1 years 211.2% 35%
6months 24.0%
3months 2a0%

Source: NSE Indices. Data as of December 29, 2020. Inception date: Jan 01, 2004. Returns based on TRI values
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The Nifty Financial Services Index has outperformed
both the Nifty 50 Index and Nifty Bank since inception
(Jan 01, 2004), with 18.7% CAGR return against
13.9% return for the Nifty 50 Index and 16.9% CAGR
return for the Nifty Bank Index. In the last 5 years,
over the period of December 31, 2015 to December
29, 2020, the Nifty Financial Services Index returned
17.3% CAGR compared to 13.3% CAGR for the Nifty
50 Index and 13.7% CAGR for the Nifty Bank Index.

Being a sector index, the Nifty Financial Services
Index has been more volatile than the Nifty 50 Index,
however being more diversified than Nifty Bank
Index, it has been less volatile than the Nifty Bank
Index over various time horizons. Since inception,
the Nifty Financial Services Index has had annualized

volatility of 29.3% compared to 22.9% for the Nifty 50
Index and 30.5% for the Nifty Bank Index. Similarly,
over the last 1 year between December 31, 2019 and
December 29, 2020, the Nifty Financial Services
Index has had annualized volatility of 41.2%
compared to 31.3% for the Nifty 50 Index and 43.1%
for the Nifty Bank Index. This higher volatility over the
last year was also due to the pandemic related sell-off
in H1 2020, with the economy-sensitive financial
sector being significantly affected by pandemic
related disruptions. The Nifty Financial Services Index
has outperformed the Nifty Bank Index over various
time horizons with lesser volatility and better returns
and thus exhibited better risk adjusted returns than
the Nifty Bank Index.

Exhibit 7: Nifty Financial Services Index, Nifty 50 Index, Nifty Bank and Nifty 500 Index betas and

correlations with Nifty 50 Index

Beta relative to Nifty 50 Correlation with Nifty 50
Nifty Financial Nifty 50 Nifty Bank Nifty 500 Nifty Financial Nifty 50 Nifty Bank Nifty 500
Services Services
Since Inception 1.16 1.00 1.17 0.96 0.91 1.00 0.88 0.98
15 years 1.17 1.00 1Ll 0.95 0.91 1.00 0.88 0.99
10 years 1.23 1.00 1627/ 0.96 0.92 1.00 0.89 0.99
7 years 248 1.00 124 0.97 0.92 1.00 0.89 0.98
5years 1.20 1.00 1528 0.96 0.92 1.00 0.90 0.99
3 years 1.22 1.00 1.24 0.95 0.93 1.00 0.91 0.99
1 year 1823 1.00 1.27 0.94 0.94 1.00 0.92 0.99
6 months LSH L 1.00 1.49 (U805 0.84 1.00 0.84 0.98
3 months LS5 1.00 1.58 OFOS 0.81 1.00 0.84 0.98

Source: NSE Indices. Data as of December 29, 2020. Inception date: Jan 01, 2004. Returns based on TRI values. Benchmark for beta and

correlation calculation is Nifty 50 Index

The Nifty Financial Services Index has had beta > 1
over various time horizons using the Nifty 50 Index as
benchmark. For example, since inception, the Nifty
Financial Services Index has had beta of 1.16 using
the Nifty 50 Index as benchmark. The Nifty Financial
Services Index has also exhibited

strong correlation with the Nifty 50 Index over long
time horizons. For example, the correlation between
the Nifty Financial Services Index and the Nifty 50
Index has been 0.92 over the 10-year period from
December 31, 2010 to December 29, 2020.
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Exhibit 8: Nifty Financial Services Index, Nifty 50 Index, Nifty Bank and Nifty 500 Index betas and

correlations with Nifty Bank Index
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Source: NSE Indices. Data as of December 29, 2020. Inception date: Jan 01, 2004. Returns based on TRI values. Benchmark for beta and

correlation calculation is Nifty Bank Index

The Nifty Financial Services Index has had beta < 1
over various time horizons in relation to the Nifty Bank
Index. For example, since inception, the Nifty
Financial Services Index has had beta of 0.94 in
relation to the Nifty Bank Index. The Nifty Financial
Services Index has exhibited

strong correlation with the Nifty Bank Index over
several time horizons. For example, the correlation
between the Nifty Financial Services Index and the
Nifty Bank Index has been 0.97 over the 7 year period
from December 31, 2013 to December 29, 2020.

The Nifty Financial Services Index has outperformed the Nifty 50 Index
and Nifty Bank Index for most of the calendar years

The Nifty Financial Services Index has outperformed
the Nifty 50 Index in 10 out of the last 17 calendar
years and outperformed the Nifty Bank Index in 11 out
of the last 17 calendar years from 2004 onward. The
Nifty Financial Services Index has generally
underperformed the Nifty 50 Index in years of global
turmoil.

For example, underperformance of the financial
services index vs the Nifty 50 Index occurred in 2008
(Global Financial Crisis), 2011 (European sovereign
debt crisis), 2013 (‘Taper Tantrum’ in the US as the
Federal Reserve considered slowing its QE program),
2015 (commodity price crash) and 2020 (COVID
pandemic).
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Exhibit 9: Performance of Nifty Financial Services Index, Nifty 50 Index, Nifty Bank Index and Nifty
500 Index by calendar year

HNifty Financial Services M Nifty 50 Nifty Bank Nifty 500

100%
50%
0%

-50%

Source: NSE Indices. *Data as of December 29, 2020

Nifty Financial Services Index has outperformed the Nifty 50 and Nifty
Bank Index on a rolling return basis over long term horizons

Exhibit 10: Instances of outperformance of Nifty Financial Services Index vs Nifty 50 Index on a daily
rolling return basis

Percentage of total instances of Outperformance and Underperformance vs Nifty 50 on daily rolling return basis

Nifty Financial Services Index

Investment Instances of
Horizon Underperformance Instances of Outperformance vs Nifty 50
vs Nifty 50
Excess _ ., EXCESSEy. Excess Return Excess Return Excess Return
Return < 0% CAGR  potyrn >= 0% CAGR (>4% CAGR) (2-4% CAGR) (0-2% CAGR)
10 years 0.0% 100.0% 79.1% 17.7% 3.3%
7 years 0.0% 100.0% 73.4% 26.3% 0.4%
5 years 0.7% 99.3% 67.6% 23.8% 7.9%
3years 13.3% 86.7% 63.0% 12.3% 11.4%
2 years 17.8% 82.3% 54.0% 15.3% 12.9%
1 year 30.8% 69.2% 56.8% 6.7% 5.6%

Source: NSE Indices. Instances of outperformance or underperformance calculated using daily rolling returns. Data as of December 29, 2020
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From the table above, based on daily rolling returns,
for a 5-year investment horizon, the Nifty Financial
Services Index has outperformed the Nifty 50 Index
99.3% of the time. The frequency of outperformance
rises to 100% when we consider longer time horizon
of 7 years and 10 years. Outperformance of the Nifty
Financial Services Index over the Nifty 50 Index is
also observed over shorter periods. For example, for
1-year investment horizon, based on daily rolling
return analysis, the Index has outperformed the Nifty
50 Index 69.2% of the time.

For the 5-year investment horizon, based on daily
rolling return analysis, the excess return of the Nifty
Financial Services Index exceeds 4% per annum over
the Nifty 50 Index in 67.6% of the instances, excess
return ranged between 2-4% per annum for 23.8% of
the instances and excess return was in the range of
0-2% per annum for 7.9% of the instances, leading to
cumulative 99.3% instances of outperformance over
the Nifty 50 Index.

Exhibit 11: Average return and standard deviation of daily rolling returns of Nifty Financial Services

Index vs Nifty 50 Index

Average rolling return

St. Dev. of rolling return

Rolling Return- Risk Ratio

Rolling Returns Nifty Financial Nifty 50 Nifty Financial Nifty 50 Nifty Financial Nifty 50
Period Services Services Services
10 years 16.9% 12.0% 3.9% 3.4% 4.37 3.54
7 years 16.9% 12.0% 4.1% 3.4% 4.13 3.54
5 years 17.1% 12.1% 6.4% 5.6% 2.66 2.15
3 years 18.7% 13.6% 12.3% 10.7% 1.52 1.27
2 years 19.7% 14.8% 17.7% 15.7% 1.11 0.94
1 year 23.0% 16.5% 33.0% 24.6% 0.70 0.67

Source: NSE Indices. Averages and standard deviations calculated using daily rolling returns. Data as of December 29, 2020

From the table above, based on daily rolling returns,
for a 1-year investment horizon, the Nifty Financial
Services Index has returned an average of 23% p.a.
compared to 16.5% p.a. for the Nifty 50 Index. The
standard deviation of the time series of 1-year rolling
returns, based on daily rolling returns, is 33% for the
Nifty Financial Services Index compared to 24.6% for
the Nifty 50 Index. Thus, over a 1-year horizon, the

rolling return-risk ratio (average rolling return / std.
dev. of rolling returns for a given horizon) is 0.70 for
the Nifty Financial Services Index vs 0.67 for the Nifty
50 Index.

The Nifty Financial Services Index outperforms the
Nifty 50 Index on rolling return-risk ratio basis across
longer time horizons as well.
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Based on daily rolling returns, for a 7-year investment
horizon, the Nifty Financial Services Index has
returned an average of 16.9% p.a. compared to
12.0% p.a. for the Nifty 50 Index. The standard
deviation of the time series of 7-year rolling returns,
based on daily rolling returns, is 4.1% for the Nifty
Financial Services Index compared to 3.4% for the

Nifty 50 Index. Thus, the rolling return-risk ratio for a
7-year investment horizon is 4.13 for the Nifty
Financial Services Index vs 3.54 for the Nifty 50
Index, which demonstrates the Nifty Financial
Services Index has provided superior rolling returns
adjusted for volatility over 7-year investment horizons
compared to the Nifty 50 Index.

Exhibit 12: Instances of outperformance of Nifty Financial Services Index vs Nifty Bank Index on a

daily rolling return basis

Percentage of total instances of Outperformance and Underperformance vs Nifty Bank on daily rolling return basis

Nifty Financial Services Index

Instances of
Underperformance

Investment .
[ vs Nifty Bank

EXCeSS _ 0o CAGR  °X®°SS 5_ 0% CAGR
Return Return

10 years 22.6% 77.4%

7 years 17.4% 82.6%

5years 24.9% 75.1%

3 years 28.0% 72.0%

2 years 33.2% 66.8%

1 year 35.3% 64.7%

Instances of Outperformance vs Nifty Bank

Excess Return Excess Return Excess Return

(>4% CAGR) (2-4% CAGR) (0-2% CAGR)
0.0% 12.6% 64.8%
0.0% 16.4% 66.2%
3.8% 20.1% 51.2%
19.8% 9.6% 42.6%
24.0% 13.4% 29.4%
30.0% 16.1% 18.6%

Source: NSE Indices. Instances of outperformance or underperformance calculated using daily rolling returns. Data as of December 29, 2020

From the table above, based on daily rolling returns,
for a 5-year investment horizon, the Nifty Financial
Services Index has outperformed the Nifty Bank
Index 75.1% of the time. The frequency of
outperformance rises to 82.6% when we consider
longer time horizon of 7 years. Outperformance of the
Nifty Financial Services Index over the Nifty Bank
Index is also observed over shorter periods as well.
For example, for 1-year investment horizon, based on
daily rolling return analysis, the Index has
outperformed the Nifty 50 Index 64.7% of the time.

For the 5-year investment horizon, based on daily
rolling return analysis, the excess return of the Nifty
Financial Services Index exceeds 4% per annum over
the Nifty Bank Index in 3.8% of the instances, excess
return ranged between 2-4% per annum for 20.1% of
the instances and excess return was in the range of
0-2% per annum for 51.2% of the instances, leading
to cumulative 75.1% instances of outperformance
over the Nifty Bank Index.
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Exhibit 13: Average return and standard deviation of daily rolling returns of Nifty Financial Services

Index vs Nifty Bank Index

Average rolling return

Rolling Returns Nifty Financial

St. Dev. of rolling return

Nifty Financial

Rolling Return- Risk Ratio

Nifty Financial

Period Services Ruiiesnk Services ML Services RUITYEaON
10 years 16.9% 16.0% 3.9% 3.9% 4.37 4.06
7 years 16.9% 16.0% 4.1% 4.0% 4.13 4.01
5 years 17.1% 16.1% 6.4% 6.3% 2.66 2.54
3 years 18.7% 17.2% 12.3% 11.6% 1.52 1.48
2 years 19.7% 17.8% 17.7% 17.2% LAl 1.04
1 year 23.0% 21.0% 33.0% 33.3% 0.70 0.63

Source: NSE Indices. Averages and standard deviations calculated using daily rolling returns. Data as of December 29, 2020

From the table above, based on daily rolling returns,
for a 1-year investment horizon, the Nifty Financial
Services Index has returned an average of 23% p.a.
compared to 21% p.a. for the Nifty Bank Index. The
standard deviation of the time series of 1-year rolling
returns, based on daily rolling returns, is 33% for the
Nifty Financial Services Index compared to 33.3% for
the Nifty Banks Index. Thus, over a 1-year horizon, the
rolling return-risk ratio (average rolling return / std.
dev. of rolling returns for a given horizon) is 0.70 for
the Nifty Financial Services Index vs 0.63 for the Nifty
Bank Index.

The Nifty Financial Services Index outperforms the
Nifty Bank Index on rolling return-risk

ratio basis across longer time horizons as well. Based
on daily rolling returns, for a 10-year investment
horizon, the Nifty Financial Services Index has
returned an average of 16.9% p.a. compared to
16.0% p.a. for the Nifty Bank Index. The standard
deviation of the time series of 10-year rolling returns,
based on daily rolling returns, is ~3.9% for both the
Nifty Financial Services Index and the Nifty Bank
Index. Thus, the rolling return-risk ratio for a 7-year
investment horizon is 4.37 for the Nifty Financial
Services Index vs 4.06 for the Nifty Bank Index, which
demonstrates the Nifty Financial Services Index has
provided superior rolling returns adjusted for volatility
over 10-year investment horizons compared to the
Nifty Bank Index.
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Signing off

The Nifty Financial Services Index tracks the performance of Indian financial services
@)/\;I companies including banks, housing finance, insurance, NBFCs, other financial
services companies etc.

Presently, with 63.1% exposure to Banks, 18.5% exposure to HFCs, 8.1% exposure
to NBFCs and 8.0% exposure to Insurance companies, the Nifty Financial Services
Index provides a more diversified exposure to the Indian financial services sector as
compared to Nifty Bank Index.

020
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Since inception on January 1, 2004, the Nifty Financial Services Index has returned
18.7% p.a. return vs 13.9% p.a. return of the Nifty 50 Index and 16.9% p.a. return of
the Nifty Bank index.

Consistent long-term outperformance of Nifty Financial Services Index vs Nifty 50
/9‘3°-\,/ and Nifty Bank Index:

The Nifty Financial Services Index has outperformed the Nifty 50 Index
over the last 3, 5, 7, 10 and 15 years on a point-to-point CAGR return
basis, 100% times on a rolling return basis over 7-year and 10-year
periods, and returned 16.9% p.a. on average over 7-year horizons on a
rolling return basis compared to 12% p.a. for the Nifty 50 Index

(&>

The Nifty Financial Services Index has outperformed the Nifty Bank Index
over the last 1, 3, 5, 7, 10 and 15 years on a point-to-point CAGR return
basis, 82.5% times on a rolling return basis over 7-year periods, and
returned 16.9% p.a. on average over 7-year horizons on a rolling return
basis compared to 16.0% p.a. for the Nifty Bank Index

(B,

The Nifty Financial Services Index is expected to serve as a reference index, which can be tracked by passive
funds in the form of Exchange Traded Funds (ETFs), index funds and structured products.

For more information on the Index methodology and factsheet, please visit us at www.nseindia.com
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About NSE Indices Limited

NSE Indices Limited (formerly known as India Index Services & Products Ltd. - IISL), a subsidiary of NSE,
provides a variety of indices and index related services for the capital markets. The company focuses on the
index as a core product. The company owns and manages a portfolio of indices under the NIFTY brand of NSE,
including the flagship index, the NIFTY 50. NIFTY equity indices comprises of broad-based benchmark indices,
sectoral indices, strategy indices, thematic indices and customised indices. NSE Indices Limited also maintains
fixed income indices based on Government of India securities, corporate bonds, money market instruments
and hybrid indices. Many investment products based on NIFTY indices have been developed within India and
abroad. These include index based derivatives traded on NSE, NSE IFSC and Singapore Exchange Ltd. (SGX)
and a number of index funds and exchange traded funds. The flagship 'NIFTY 50' index is widely tracked and
traded as the benchmark for Indian Capital Markets.

For more information, please visit: www.niftyindices.com

Contact details

Analytical contact Business Development contact
Aman Singhania, CFA, FRM Rohit Kumar, FRM

Vice President and Head — Products (NSE- Indices) Vice President & Head of Sales —
+91-22-26598214 Index & Market Data
asinghania@nse.co.in +91-22- 26598386

rohitk@nse.co.in

Disclaimer: All information contained herewith is provided for reference purpose only. NSE Indices Limited (formerly known as
India Index Services & Products Limited-IISL) ensures accuracy and reliability of the above information to the best of its
endeavors. However, NSE makes no warranty or representation as to the accuracy, completeness or reliability of any of the
information contained herein and disclaim any and all liability whatsoever to any person for any damage or loss of any nature
arising from or as a result of reliance on any of the information provided herein. The information contained in this document is not
intended to provide any professional advice.

Contact:

Email: indices@nse.co.in

Tel: +91 22 26598386

Address: Exchange Plaza, Bandra Kurla Complex,
Bandra (East), Mumbai— 400 051(India)




