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“In the short run the market is a voting machine;
Over the long run, it acts like a weighing machine.”
- Benjamin Graham
It is said that stock markets are not for weak hearted as it tests your nerves every now and then.
Dealing with extreme volatility is an integral part of investing profession. In times like these when
markets which were touching new highs a few months ago (March 2015), have suddenly turned tide
to levels last seen more than a year back (June 2014), all we need is to keep calm and focus on
fundamentals instead of getting carried away by noise around us. In this communiqué, we attempt
to analyse historical volatility during bull markets in past and to look for signs, if any, which make us
any less confident.
Corrections: Anomaly or Characteristic?
Seldom, in the history of stock markets, have prices moved in one direction. Volatility has been a
feature of the markets since time immemorial. It is therefore sometimes amusing when investors
react sharply to any change in the course of market directions. No bull run historically has been
devoid of sharp interim corrections. For instance, consider the following chart which depicts (a) the
percentage change in Sensex from the beginning of the calendar year to the lowest point during the
year (grey bars), and (b) the percentage change in Sensex for the full calendar year (black bars).
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As we can see from the above chart, markets tend to move in both directions, and corrections of 520% are normal even in the years with the best returns (we are down about 10% YTD in the current
year). In many cases, despite a correction from the beginning of the year, Sensex has closed the year
with positive returns on numerous occasions. However we have to also understand that these
corrections are not necessarily in the beginning of the year. It may very well be the case that
markets may have risen in the beginning of the year and then corrected somewhere during the year
(like in the current year so far). For instance, during CY 2002, the Sensex started the year around
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3300, rose to around 3600 before correcting to around 2800 and finally closing at 3377, as shown in
the below chart.
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Rather than tracking the movement of the markets during the year or analyzing trends in corrections
during the year, the focus of our discussion is that corrections are a normal characteristic of the
markets and not an anomaly.
Do not miss the Big Picture
Investors tend to get worried about short term market gyrations and end up making mistakes in
their investment decision making, based purely on market movements. We believe these mistakes
can lead to big opportunity losses over time. For instance, after a mere 4% returns during CY 2002,
markets corrected by around 13% during CY 2003. Had investors sold out in panic, they would have
not been able to participate in the doubling of the markets during the rest of the year and would
have missed potential returns (one may argue about the ability to time the markets, or re-enter
when markets turn around, but in our experience, timing has seldom worked on a consistent basis).
During the bull-run that followed from 2004 to 07, there were numerous such instances when
markets corrected sharply in the interim, as highlighted in the chart below.
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In our April 2015 communiqué, whereby we had argued about risk being separate from volatility, we
had highlighted that over the medium term, these market corrections look insignificant against the
overall journey of the market. We reproduce our arguments from the April 2015 communiqué below
for an easy reference:
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Is there reason to worry?
With rising global uncertainties and slow movement on the policy front, lot of investors have started
questioning the rise in the markets and have started questioning whether we still believe that we
are at the beginning of a new bull market in India?
Although our investment philosophy and investing style is bottoms up, and we strongly believe that
in any market there will always be businesses which will deliver superior performance. However
considering the sentiment we would like to highlight some points which give us confidence on our
premise that we are at a cusp of a new phase of growth in India and these volatilities could be
interesting opportunities to build an investment portfolio for a long term investor.
Bull markets always end with euphoria. We therefore compare some major data points currently
with the last euphoric period (2007-08)
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-

Number of IPO’s in last 1 year (2014) has been 45 as against 104 in 2007-08. Such was the
frenzy in 2007 that investors would line up to open demat accounts to invest in IPOs, which
clearly is not the case currently (growth in demat account has been in single digits over the
last many years, against a 20-25% growth during 2004-07).

-

Retail trading volumes on stock exchanges and leveraged position are clear indicators of
euphoria. We can comfortably say that we are currently far away from any such signs of
euphoria in the Indian markets.

-

On the corporate front, capacities were being built in large scale during the period, margins
were at record levels, and credit availability was ample; clearly not the case currently.

-

Lastly, on the macro economic front, commodity prices had started rising, so had inflation,
growth was at record levels and interest rates had bottomed. This is in complete contrast to
the situation currently. We are just coming out of low economic growth after many years,
interest rate cycle has just started to reverse and inflation seems to be benign. Additionally
global commodity cycle has collapsed which will be beneficial for India being a large
importer of commodities and is at early stage of its infrastructure growth cycle.

-

Further to add to the macro-economic parameters , our currency has been one of the most
stable amongst the EM basket, our current account situation is extremely comfortable and
government finances are getting better with improving fiscal situation supported by
reducing subsidies and improving tax incomes.

In the period from 2004 to 2008, global growth was the main driver of growth in all the world’s
economies including India which lead to collapse in line with the world. We think that current
scenario is very different where US is much more stable and although FED rate hike which may
happen in current year or early next year will affect flows in short term, it will also entail confidence
that world’s largest economy is stronger and getting stable. Although we have a limited
understanding of China, we believe that China slowdown is also function of their focus to shift their
growth from being investment driven to consumption driven. We do understand that this transition
will have its ripple effect on the global growth however we think that countries which are more
dependent on commodities would have far greater implications, while India will be largely insulated.
Think more, do less
In sum, rather than speculating about the direction of the market in the short term, investors would
be better off by focusing on the long term economic fundamentals. Resisting the urge to react to
every news-flow or to every sharp move in the markets would do more good to the long term
investor than harm. As far as portfolio actions are concerned, less is more.
The less you react to the markets in the short term, the more the portfolio will return in the long
run. Of course, no length of investment horizon can save an investor from a permanent loss of
capital unless s/he has invested in reasonably sound businesses run by competent management,
after a careful analysis. For as Benjamin Graham and David Dodd put in their 1934 classic, ‘Security
Analysis’, “An investment operation is one which, upon thorough analysis, promises safety of
principal and a satisfactory return. Operations not meeting these requirements are speculative.”
Time invested in understanding businesses will reap higher benefits than time invested in
deciphering market trends.

Until next month,
Team Tamohara
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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 product 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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