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Investing inE
Is Simple, but

MANISH GUNWANI

Afteraremarkably stable 2017,
there has been asharp rise in vola-
tility in the equity market since the
beginningof 2018. There has been
asharp correction all across par-
ticularly inthe broader market. As
usual, in hindsight we all know the
explanatory factorsforsucha
broad based decline, Risingoll
prices, sharpjump in global and
domestic interest rates, a strong US
dollar few regulatory changes per-
taining to domesticequities, inci-
dents of corporate misgovernance,
domestic liquidity concerns, etc.
The reasons are aplenty:

The fall of 2018 has particularly
come as a jolt because it's been pre-
ceded by arather serene 2017. Last
vearwas great for the market not
only because the broader market
enjoved a very strong rally, but also
because there was hardly any
meaningful correction during the
year. Infact, noteven a5% correc-
tion in the Sensex. A rare feat. In
2018, we are seeing some payvhack
of that exceptional calmness.

‘What's been happening in the
market now is certainly not pleas-

ant but at the same time it's very
normal in the longer time frame.
Since 1990, 1., in the last 28 vears,
the Sensex has given nepgative an
nual returns in 10 vears. So on aver:
agenearly 1 out every 3 years mar:
ket hasdelivered negative returns.
Further, on amonthly returns ba-
sis, more than 40% of the time the
Sensex has delivered negative re-
turns. History suggests that not-
withstanding the phenomenal
wealth creation overthe lomg peri-
odls, most markets, sectors and
companies which have seen pro-
longed bull run have seen massive-
ly sharpeotrections in the interim.
Fluctuations are anormal part of
investing. The best way todeal
with volatility is tostay the course
and ignore short-term gyrations.
However, that's not easy to practice
by everyvone, In reality, higher vola-
tility leads to anxiety and that often
leads to wrong investment deci-
sions. Asemotional beings, we ex-
trapolate our current emotional
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state into the future. There has
been various studies conducted in
India andelsewhere which tryex
plain that why an average investor
earns lessthan the market over the
long term. As per the US-based
Dalbar Ine, an average American
equity investor hasearned signifi
cantly less than S&P 500 index
across time perinds. And the rea-
son is “emotional biases™.

More practical way todeal with
volatility is to mitigate the stress
through proper asset allocation.
Harry Markowitz called diversifi-
cation “the only free luneh in fi-
nance.” Advisors have been doinga
great job in terms of helping the in-
dividuals in termsof rightfulasset
allocation, where there is a proper
mix within asset classes like bonds
and equities, Withinequitiestoo, a
right balanee isdesired where
based on the risk tolerance, inves-
tors should choose between large,
mid and small cap stocks. What is
really heartening is the way Indian
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investors have behaved in the last6
to9 monthsof volatile markets. In
September alone, mutual funds
garnered 27,727 crore of assets via
SIPs, agrowth of 40% year-on-year
Considering that market is far
more attractive now after the cor:
rection as compared to the begin
ning of the vear (trading nearaver-
age historical valuations), the odds
of making superior returns inthe
timesto come have improved.

At amore fundamental basis,
there has heen lots of adjustments
that has happened in the form of
weaker rupee and higher interest
rates. Above all, there are definite
signs of broaderearnings recov-
ery taking place. Asset returns are
cyclical in nature. That's the ulti-
mate truth. The stock market will
recover and move higher. It always
does, However; the period of un-
certainties will prevail. We have
upcoming general elections and
then there are global events like
the US-China trade war. Italian
crisis, oil politics, ete which would
keep the volatility alive in the fore-
seeable future.

While asset allocation should al
ways command great importance,
inan uncertain environment like
this the virtuesof assetallocation/
diversification come to the fore. So
staving focussed towards long
term ohjectives and adheringto
hest suited long-term asset alloca-
tion strategy will continue to vield
great results.
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