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Recent news flow around China’s Tencent Holdings surpassing Facebook by market capitalisation was almost
unmissable. In a matter of a few years, a company known primarily to Chinese investors gained recognition
across the globe. The stupendous rise of more than 500x in the share price of the company over the last ~14
years (since its listing in June 2004) would have left a lot of investors envious, for it is not often that we come
across multibaggers of this magnitude (CAGR of ~59%).
Figure 1: Recent news flow on Tencent Holdings

Source: Google, Reuters, Financial Express

The following chart depicts the value of one rupee invested in the shares of Tencent Holdings on its listing
(assuming throughout this document that the underlying share prices are in INR, for simplicity).
Figure 2: Value of INR 1 invested in Tencent Holdings since listing up to Nov 21, 2017
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Source: Yahoo Finance, Tamohara

One often wishes when looking at such a chart that one could go back in time and invest in that security. To
buy and hold is a tenet that is the easiest to preach with the benefit of hindsight. While a 500x return or a 59%
CAGR sounds stupendous (and outlier, in our opinion), we argue that even with the benefit of hindsight, not
many investors would be able to ride such a journey.
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Notice how a large part of the stock returns came in a short period of time, especially towards the end of the
period. That’s the power of compounding at work. To put this into perspective, around 80% of the value (400
out of 500) was realised in a short period of around 4 years, compared to the holding period of 14 years.
Figure 3: Number of days taken to add incremental INR 100 of value by Tencent Holding shares
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Source: Yahoo Finance, Tamohara

Good things, as they say, come to those who wait. But how many of us would have had the patience to sit
tight for 14 years? Had returns been steady and linear, some of us may have exhibited patience (the operative
word being ‘may have’). However, asset prices are seldom steady and linear, especially equity prices.
Consider this: Let’s say that you invested in the shares of Tencent Holdings upon listing, only to see the share
correct by around 18% to 0.68 levels in less than a month. From here on, the share price remains range bound
around these levels for the next two months, before gaining around 80% to 1.21 levels in the two months after
that. However, once again, the share price corrects, this time by around 23% to close the year at 0.93 – a gain
of around 12% since listing.
Figure 4: Share price performance of Tencent Holdings during calendar year 2004, after listing
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This topsy-turvy ride would not have been the most comfortable to bear as an investor. In fact, most investors
would have been disappointed with ‘losing’ 23% of value from the peak at year end (In 'The Fallacies of Our
Mind', we had highlighted how we value loss twice as much as we value gain). What if this was a regular
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feature of the share price in all but three years till date? That is, in most years, the stock price ended the year
anywhere between 10% to 30% lower than the peak price recorded during the year. In fact, in each of the
years during its listing, the stock price traded below its previous year’s peak price for an average of 142 days
– well over a quarter. Thus, not only did an investor see his/her year end price to be lower than the peak
achieved during the year, but they continued to witness that for well over a quarter in the subsequent year
on average. Without the benefit of hindsight, how comfortable would you have felt holding such a security?
Figure 5: Number of days that share price remained below the previous year’s peak price
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So far, we have only discussed the volatility in share prices. All businesses go through up and down cycles. Add
to it street expectations of earnings, competitive developments, negative publicity, etc. and the psychological
pressure of owning a stock only multiplies.
Figure 6: Examples of negative press coverage on Tencent Holdings

Source: Internet

Please note that the above images are for educative purpose only, and are in no way a reflection of our views
or by any means an attempt to malign the reputation of the company. Every business faces criticism at some
point. The limited point that we are driving is that when such criticism is coupled with a fall in share prices,
investor convictions are heavily tested. Especially when average investment horizons are falling across the
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globe. The following chart shows how the average holding period has moved in the US. While data for Indian
investors isn’t easily available, using mutual fund turnover ratios as proxy, we surmise that, in general, holding
periods in India are also not very high.
Figure 7: Average Holding Period for NYSE stocks

Figure 8: Mutual Fund turnover ratios

Source: Ned Davis Research, as reported by www.nasdaq.com

Source: Value Research, as reported by www.livemint.com

We have so far not even touched upon the macro-economic environment. It is important to appreciate here
that an investor holding Tencent shares till date would also have had to weather the macro-economic
gyrations in China and across the globe. Remember the ripples created by the global credit crisis (GCC), or the
possibilities of a Chinese hard landing in the aftermath of the GCC, or the credit/banking crisis, or the housing
bubble?
Imagine that you are sitting on a 14.5x return on your investment at the end of 2007 when you hear the news
of the global crisis. You decide to shift your equity allocation (including your holdings in Tencent shares) to
cash as you expect markets to crack significantly. Indeed, the year 2008 sees global risk assets tumble off the
cliff. Your happiness, however, is short-lived as next year i.e. in 2009, the stock price multiplies nearly 2.5x.
Somewhere along the way, you realise your mistake, and decide to buy into the rise. Your returns for the next
two years are: 0% and -8%, even as the rest of the market continues to do well. Imagine the pain of sitting
through that period.
Figure 9: Annual price changes of Tencent Holdings
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Source: Yahoo Finance, Tamohara | Data for 2004 is from listing in June to year end, while data for 2017 is until November 21, 2017.

For Private Circulation Only. Please do not redistribute.

Page 4 of 6

To summarise, historical returns are free from the distractions of share price volatility, business cyclicality,
macro-economic instability, and psychological fallacies. The benefit of hindsight distorts the agony of ‘holding
on’ by smoothing out volatility. In his September 2015 memo (It’s Not Easy), famed investor Howard Marks of
Oaktree Capital recollects a conversation with the legendary Charlie Munger, where the latter tells him the
following about investing: “It’s not supposed to be easy. Anyone who finds it easy is stupid.” Nothing could
have better surmised the idea, but for Warren Buffet’s quote: “Investing is simple, but not easy.”
Investing is simple because the underlying principles of analysing businesses on high quality, long term
thinking, cash flow over reported earnings, management integrity etc. have survived the test of time. On the
other hand, it is not easy as it demands a consistently disciplined behaviour on the part of the investor.
Ignoring volatility, avoiding timing, focusing on the long term, and betting against the crowd are not traits that
come naturally to us. For instance, contrarianism, as we had highlighted in 'The Fallacies of Our Mind', is as
painful as having an arm broken. Successful long term investing thus requires the investor to endure.
“Endure, Master Wayne. Take it. They'll hate you for it, but that's the point of Batman, he can be the
outcast. He can make the choice that no one else can make, the right choice.”
- Alfred J Pennyworth in The Dark Knight
Until next month,
On behalf of Team Tamohara,
Tejas Gutka
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Disclaimer
This document has been prepared by Tamohara Investment Managers Private Limited (“Tamohara”) and is provided to
you for information only. This document does not constitute a prospectus, offer, invitation or solicitation and is not
intended to provide the sole basis for any evaluation of the investment product or any other matters discussed in this
document. This document is made available to you because Tamohara believes that you have sufficient knowledge,
experience and/or professional advice to understand and make your own independent evaluation of the risks and
rewards of the investments and/or other matters discussed in this document and to make your own independent decision
whether to implement the same. Any view expressed in the document is generic and not a personal recommendation
and/or advice. It does not consider your risk tolerance, financial situation, knowledge and experience. Please discuss with
your investment advisor if you seek advice on whether the proposed investment products are appropriate for you. The
investments discussed in this document may not be suitable for all investors. Investments are subject to market risk.
There can be no assurance or guarantee that any investment will achieve any particular return. Unless expressly stated,
products are not guaranteed by Tamohara or their affiliates or any government entity. Past performance is not necessarily
an indicator of future performance. Actual results may vary significantly from the forward-looking statements contained
in this document due to various risks and uncertainties, including the effect of economic and political conditions in India
and outside India, volatility in interest rates and the securities market, new regulations and government policies that may
impact the business of Tamohara as well as its ability to implement the strategy. The information contained in this
document has been obtained from sources that Tamohara believes are reliable but Tamohara do not represent or warrant
that it is accurate or complete, and such information may be incomplete or condensed. Neither Tamohara, nor any
affiliate, nor any of their respective officers, directors, partners, or employees accepts any liability whatsoever for any
direct or consequential loss arising from any upon this document or its contents, or for any omission. The views in this
document are generally those of Tamohara and are subject to change without notice, and Tamohara has no obligation
to update its views or the information in this document. Tamohara or its affiliates may have acted upon or have made
use of material in this document prior to its publication. Tamohara does not provide legal or tax advice and should you
deem it necessary to obtain such advice, you should approach independent professional tax or legal advisors to obtain
the same. This document is confidential and may not be reproduced or disclosed (in whole or part) to any other person
without our prior written permission. The manner of distribution of this document and the availability of the products
may be restricted by law or regulation in certain countries and persons who come into possession of this document are
required to inform themselves of and observe such restrictions. This document is not directed to, nor intended for
distribution or use by, any person or entity in any jurisdiction or country where the publication or availability of this
document or such distribution or use would be contrary to local law or regulation, including for the avoidance of doubt
the US. The contents of this document have not been reviewed by any regulatory authority in India or in any other
jurisdiction. If you have any doubt about any of the contents of this document, you should obtain independent
professional advice. The product strategies mentioned in the document may change depending upon the market
conditions and the same may not be relevant in future. The sector(s)/stock(s)/issuer(s) mentioned in this document do
not constitute any recommendation of the same and Tamohara or its directors, officers, partners or employees may or
may not have any position in these sector(s)/stock(s)/issuer(s).
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