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Ambit Coffee Can Newsletter – August’18 

How patience in equity investments defies the ‘100 minus your age’ rule 

“Successful investing is about managing risk, not avoiding it.” – Benjamin Graham 

Most of us would have come across the rule of “100 minus your age” as the way to determine your investment allocation to 

equities, i.e., a 25-year-old individual should invest 75% of his wealth in equities and 25% in debt. On the other hand, a 

50-year-old individual should invest no more than 50% of his wealth in equities. The rationale behind this rule is that 

‘younger investors can afford to take more risk than the older ones’.  

There have been several articles written by wealth managers over the past few years, on why it is an over-simplification to 

link age of an individual to his risk appetite because there are several other factors like financial goals, number of 

dependents and investment horizon, which affect the risk appetite of an individual. 

We question the appropriateness of this rule in a totally different manner – “Regardless of what defines an individual’s 

risk appetite (age or some other factor), it is an over-simplification to classify equity allocations for an individual 

in the high-risk category.” This is because, if the individual deploys his surplus capital in equities and maintains a high 

degree of patience, his equity portfolio will deliver a healthy return which is significantly superior to a Government bond, 

with risk similar to a Government bond! 

The table below compares the risk-reward of any 10/12/15 years of investment in Sensex vs yield on a Government bond 

which an investor could have made over the past 27 years (weekly rolling returns since Jan 1991).  

Risk involved in a 15-year investment in Sensex or a 10-year investment in Coffee Can is lower than that of a Government 

bond  

    Yield on 10-year 
G-Sec  

(Govt bond) 

Sensex Coffee Can Philosophy 

    10-Year 12-Year 15-Year 5-Year 10-Year 

Median Return 7.8% 12.5% 12.6% 12.6% 21.4% 25.3% 

99% Confidence Interval 
Upper Level 13.3% 28.1% 23.7% 20.1% 47.4% 38.9% 

Lower Level 3.0% -5.2% 1.2% 5.2% -4.6% 11.7% 

95% Confidence Interval 
Upper Level 11.5% 22.3% 19.8% 17.5% 38.4% 25.3% 

Lower Level 4.8% 0.6% 5.1% 7.8% 4.4% 16.4% 

Co-efficient of Variation 0.21 0.49 0.30 0.20 0.41 0.18 

Number of Data Points 7,466 915 811 654     

Source: Bloomberg, Ace Equity and BSE; Data to compute returns has been taken from Jan’1991 till date, on a weekly rolling basis; Data for Coffee Can Philosophy 

has been computed using weekly rolling returns of 17 filter-based Coffee Can Portfolio iterations, as explained in our Nov’17 newsletter and in our recent book – 

“Coffee Can Investing: The Low Risk Road to Stupendous Wealth”. 

The conclusions from this analysis are:  

� Co-efficient of variation (measure of volatility) of ‘15 years Sensex’ is exactly the same as that of the Government 

bond.  

� The lowest return of ‘15 years Sensex’ is 5.3% (only index return - excluding dividends), which is higher than the lowest 

yield of a 10-year Government bond. 

� The median return of ‘15 years Sensex’ is 12.6% (only index return - excluding dividends), substantially higher than the 

median yield of the 10-year Government bond which is 7.8%. 

Extending this analysis to include Coffee Can Philosophy as an example of superior quality of equity portfolio compared to 

Sensex - the conclusions are even more interesting. Co-efficient of variation of holding periods greater than 5 years under 

the Coffee Can Philosophy is less than that of the Government bond. Also, the quantum of return (annualised) of the Coffee 

Can Philosophy is 8-10% higher than that of Government bond. The chart below depicts this summary in a graphical 

manner. 
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Holding periods >10 years for Sensex, and >5 years for Coffee Can entail risks similar to that of a Government bond  

 

Source: Bloomberg, Ace Equity and BSE; “Yr” = Years (holding period); Size of the bubble denotes holding period of investment; Data to compute returns has been 

taken from Jan’1991 till date, on a weekly rolling basis 

Now going back to the wealth management concept of how much allocation an investor should have to equities. The 

analysis above suggests that regardless of the age of the individual, an investor should deploy the entire patient surplus 

capital, i.e. money that is not needed to meet life goals over the next 3-5 years, into good quality equities. Hence, if at the 

age of 50, an individual can meet his next 3-5 years’ life goals with 20% of his investment corpus, then he should deploy ‘at 

least’ 80% of his investments towards good quality equities. On the other hand, if a 25-year-old individual intends to use 

60% of his investment corpus to meet his life goals over the next 3-5 years, then he should deploy only 40% of his 

investments in equities. As long as an investor’s capital is patient, equities as an asset class should NOT be classified as 

‘high-risk’. 

Performance update – Ambit’s Coffee Can PMS – as on 31st July 2018 

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. Our 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 average. 

Ambit’s Coffee Can PMS performance update (as on 31st July 2018) 

 

Source: Ambit, Bloomberg; *Date of inception= 6th March 2017; All returns are absolute returns net of fees and expenses 

 

Regards 

Rakshit Ranjan, CFA 

12 Yr SENSEX

15 Yr SENSEX

10 Yr SENSEX

10 Yr CCP
5 Yr CCP

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

8% 12% 16% 20% 24% 28%C
o
-e
ff
ic
ie
n
t 
o
f 
V
a
ri
a
ti
o
n
 

(M
e
a
su
re
 o
f 
ri
sk
)

Returns (CAGR, median)

1 Yr CCP1 Yr 
SENSEX

Govt Bond yield

7.9%
10.5%

21.8%

29.8%

35.4%

52.5%

6.0% 5.7%
3.0%

9.9%
12.7%

26.7%

0%

10%

20%

30%

40%

50%

60%

1 Month 3 Months 6 Months 9 Months 12 Months Since inception

Coffee Can PMS Nifty 50



 

 

 Monthly Newsletter 

 

 August, 2018 Ambit Asset Management. Page 3 
 

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. 

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. 
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 to client 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. 


