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EQUITY INVESTORS ARE REWARDED WITH A “PATIENCE” PREMIUM 

WISH YOU A HAPPY & PROSPEROUS NEW YEAR 2019! 
 

“Time is the friend of the wonderful company, the enemy of the mediocre” – Warren Buffet 

Why is it difficult to predict the short term?  

As we had highlighted in previous newsletter (http://bit.ly/2QbR8Wg), it is very difficult to predict the short term because 

the short term is driven by investor sentiment rather than fundamentals. Investors fluctuate between excessive optimism 

and excessive pessimism in the short term. When investors feel positive and expect good things, they turn greedy and are 

fixated on not missing out on price increases. This leads to “buy at any price” behaviour which drives asset prices. At 

other times, they turn pessimistic, their expectations turn negative and they are excessively loss averse. This leads to “sell 

at any price” behaviour bringing down asset prices.  

 

So much so that, when investors feel optimistic, they react positively irrespective of the news flow. Consider this brilliant 

illustration depicting optimistic investor behaviour as given by Howard Marks in his book “Mastering the Market Cycle”. 
 

Strong data: Economy strengthening — Stocks rally 

Weak data: Fed likely to ease — Stocks rally 

Data as expected: Low volatility — Stocks rally 
 

Inflation spikes: Will cause assets to appreciate — Stocks rally 

Inflation drops: Improves quality of earnings — Stocks rally 

 

Dollar plunges: Great for importers — Stocks rally 

Dollar surges: Great for companies that export — Stocks rally 

 

What are the implications of this for investing? 

Howard Marks has brilliantly compared the mood swings of the securities market to the movement of a pendulum and 

he believes the stock market to be the ultimate pendulum. While a swinging pendulum maybe at its midpoint “on 

average” but it spends very little time there. For instance, it is a widely-accepted fact that the cost of equity or in other 

words the expected return from equities in India is ~15%. A good question to now ask is in how many years has the 

Sensex delivered returns in the range of 10-20%? The surprising answer is in only 8 out of the 26 years from FY93!  

Moreover, the Sensex yearly returns are very widely distributed between positive and negative outcomes (Refer Exhibit 1). 

As per Ambit Capital’s research, one-year period Indian equities have the maximum risk and volatility. As the holding 

period increases the risk-return trade-off also progressively improves and in-fact the risk approaches that of government 

bonds (Refer Exhibit 2). Clearly, the market rewards investors with patience premium. 

Exhibit 1: Sensex returns are widely distributed  

 

Source: Ambit Capital research 

 Exhibit 2: Equity risk is the highest in 1-year period 

 

Source: Ambit Capital research 
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How do we at Ambit Asset Management position ourselves? 

We at Ambit asset management, spend no time pondering over short-term ‘’noise’’ surrounding equity markets or in 

trying to “time” the equity markets. We believe in picking and staying invested in high quality companies with 

demonstrated historical performance, quality management, and strong competitive advantages. The virtues of 

long-term investing include: (a) significantly increasing the probability of making profits; (b) reducing costs by avoiding 

churn; (c) allowing the full power of compounding to play out; and (d) removing the negatives of "noise". Moreover, due 

to the high quality nature of our investments, the volatility and the risk of our portfolios is much less than the broader 

stock markets.  

 

Ambit Coffee Can Portfolio 

 

The Coffee Can construct hinges on investing in high-quality franchises (which have a superior track record of financial 

performance over the preceding decade) for a very long period of time – a decade to be precise. Combining the 

‘patience’ of staying invested in Indian markets (which improves risk-adjusted returns as the holding period increases) 

with ‘quality’ of investments generates the best returns with least risk. We believe that for a genuinely long-term investor 

(who is willing to invest for horizons in excess of three years and ideally for ten years), high quality investing never goes 

out of style (regardless of how heated market conditions might be). It is in this context that investors should look at the 

Coffee Can Portfolio.  

The portfolio consists of 11 stocks of high-quality companies, spread across Financials (2 stocks), Home Building 

Materials (3 stocks), Consumer Discretionary (3 stocks) and Consumer Staples (3 stocks). There has been no change in 

the list of stock holdings (i.e., zero churn) in the portfolio since inception of the PMS. The intended average 

holding period of a stock in our portfolio is longer than 8-10 years, resulting in a churn of less than 1 stock per year on 

an average. 

Exhibit 3: Ambit’ Coffee Can Portfolio Performance Update 

 

Source: Ambit; Portfolio inception date is March 6, 2017; Returns as of December 31, 2018; All returns are All returns are All returns are All returns are absolute returns absolute returns absolute returns absolute returns net of fees net of fees net of fees net of fees &&&&    expensesexpensesexpensesexpenses 
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For any queries, please contact: 

Ashu Tomar - Phone: +91 98673 03861, Email - aiapms@ambit.co 

 

Team Ambit Asset Management 

Ambit House, 449, Senapati Bapat Marg,  

Lower Parel, Mumbai - 400 013 

 

Risk Disclosure & Disclaimer 

Ambit Capital Private Limited (“Ambit”), is a registered Portfolio Manager with Securities and Exchange Board of India vide registration number 

INP000002221.  

This presentation / newsletter / report is strictly for information and illustrative purposes only and should not be considered to be an offer, or 

solicitation of an offer, to buy or sell any securities or to enter into any Portfolio Management agreements. This presentation / newsletter / report  is 

prepared by Ambit strictly for the specified audience and is not intended for distribution to public and is not to be disseminated or circulated to any 

other party outside of the intended purpose. This presentation / newsletter / report may contain confidential or proprietary information and no part of 

this presentation / newsletter / report may be reproduced in any form without its prior written consent to Ambit. If you receive a copy of this 

presentation / newsletter / report and you are not the intended recipient, you should destroy this immediately. Any dissemination, copying or 

circulation of this communication in any form is strictly prohibited. This material should not be circulated in countries where restrictions exist on 

soliciting business from potential clients residing in such countries. Recipients of this material should inform themselves about and observe any such 

restrictions. Recipients shall be solely liable for any liability incurred by them in this regard and will indemnify Ambit for any liability it may incur in this 

respect. 

Neither Ambit nor any of their respective affiliates or representatives make any express or implied representation or warranty as to the adequacy or 

accuracy of the statistical data or factual statement concerning India or its economy or make any representation as to the accuracy, completeness,  

reasonableness or sufficiency of any of the information contained in the presentation / newsletter / report herein, or in the case of projections, as to 

their attainability or the accuracy or completeness of the assumptions from which they are derived, and it is expected each prospective investor will 

pursue its own independent due diligence. In preparing this presentation / newsletter / report, Ambit has relied upon and assumed, without 

independent verification, the accuracy and completeness of information available from public sources. Accordingly, neither Ambit nor any of its 

affiliates, shareholders, directors, employees, agents or advisors shall be liable for any loss or damage (direct or indirect) suffered as a result of 

reliance upon any statements contained in, or any omission from this presentation / newsletter / report and any such liability is expressly disclaimed. 

You are expected to take into consideration all the risk factors including financial conditions, Risk-Return profile, tax consequences, etc. You 

understand that the past performance or name of the portfolio or any similar product do not in any manner indicate surety of performance of such 

product or portfolio in future. You further understand that all such products are subject to various Market Risks, Settlement Risks, Economical Risks, 

Political Risks, Business Risks, and Financial Risks etc. You are expected to thoroughly go through the terms of the arrangements / agreements and 

understand in detail the Risk-Return profile of any security or product of Ambit or any other service provider before making any investment. You should 

also take professional / legal /tax advice before making any decision of investing or disinvesting. Ambit or Ambit associates may have financial or 

other business interests that may adversely affect the objectivity of the views contained in this presentation / newsletter / report. 

Ambit does not guarantee the future performance or any level of performance relating to any products of Ambit or any other third party service 

provider. Investment in any product including mutual fund or in the product of third party service provider does not provide any assurance or 

guarantee that the objectives of the product are specifically achieved. Ambit shall not be liable for any losses that you may suffer on account of any 

investment or disinvestment decision based on the communication or information or recommendation received from Ambit on any product. Further 

Ambit shall not be liable for any loss which may have arisen by wrong or misleading instructions given by you whether orally or in writing. 

You may contact your Relationship Manager for any queries. 


