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noe | gifted a box of sweets to my friend.
What |l could read from his facizl expres-
sion was that the sweet box didn't excite
him much. Generalfly, we expect a per-
son to become happy when we gift them
someithing. The look on his face made me con-
scious. Later, | came to know that my friend was a
diabetic and avoided sweets. The sweet box was
enough to tell the tale of my friends” mind. Take
another example. When the market starts falling a
person having short position starts rejolicing. But
think of those having long positions. They get
butchered and their faces turn giloomy. Here situa-
tion (falling market condition) remains the same,
but two different individuals react in different man-
ner due to their positional stake in the market. Mow
et us reverse this and ask you a qguestion. One of
my friends got depressed when sensex gained S00
points in a day. What short of positional stalke he
would be having in the market? You are right! He
must be carrving some short positions. What |
mean to say is that reaction to a specific situation
telfls a lot about our state of mind and our invest-
ment behaviouwur. It speaks of investment attitude
as well.
We all are born with some Instincts. Some of them
can be changed and some can't. Investment ath-
tude is reflection of cur basic instincts. A mentally
refaxed person generally opts for long term Invest-
ment, walts patientily for investment opportunities,
and doesn't take Investment decislons in a hurry.
Contrary to this, an overconfident person takes
investment decisions in a fraction of a second,
assuming that he is the only person privy tTo secret
details about that investment avenue, changes his
own declisions & moment later, Incurs loss and
feels confident fo recowver the loss the very next
moment. It would be better if we could know our
own investment attitude, behaviour and style.
Therae Is nothing wrong in diagnosing ourselves.
Knowing the category we fall into, vwe may devise a
strataegy to have maximum benefit of it. If that cat-
egory is not conducive for taking investment deci-
sions, we'll try to modify it. If we are not able to
modify It, better Is to outsource investment plan-
ning to some expert. This write up s an attempt to
peep into the psyche of an investor and understand
the core factor influencing his investment deci-
sions. Read on.
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Decisions make a lot of difference in
pur lives. While right decisions at
right time can chart a good future,
wrong ones can screw things up. This
holds true for our finances also. Those
whao intelligently plan their finances
always have an edge over those who
invest money in a haphazard manner
and without any proper planning. But
we also can't ignore the fact (bl
everybody learns from mistakes. It
15 human to err, but learning from it
and not repeating the mistake is what
is expected of a mature investor.
Maturity comes over time. To grow
up as an investor, it 15 important o
do a self-check to understand the
weaknesses and shorlcomings which
could helprectity them. But foremost
is to understand that what kind of
investors are we. This can be judged
from how we react in different situa-
tions, Let us discuss four time periods
or situations -

Let's also attempt to know how
behavior was responsible in the last
three yvears, The data in study is the
BSE Sensex movement from
Seprember 2007 to September 2010,
These three yvears were a good ride for
sentiments bul the bigger question is
-- has investor, particularly the equi-

yes, but it is a cycle full of emotions.
This cycle combined with response
that vou get on your emotions decide
the losers and winners. To simplify
things. we have sorted out the four
main emotions or situations. We have
shown that how different type of

“investors react in different situations

- you can check is it you?

How different investors
react?

We start with best time of mar-
ket. But were that really the best tima?
It depends on what type of investor
you are,

It is amply clear that reactions
vary from person to person. It is the
behavior which influences our reac-
tions. Cur entire childhood has gone
hearing this phrase from our parents
and elders-"Behave yourself..."
Thanks to this stock phrase, most of
the mannerisms, etiquettes and emo-
tions that we display in public, are
shaped by our desire to "prim and
proper”. Basically, it is the behavior
which controls our cognitive respons-
es and emotions and overall person-
ality. But imagine a day, vour mutu-
al fund advisor or your stock broker
calls and tells vou to behave. We
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ty investor, has learned something or
not? If we would have taken this
graph from 2000, this would have
been almost the same in many ways.
People say market moves in cycles -

know that would be his final call, as
you will end your business with him,
But seriously, the financial behavior
of most of us has not been shaped
properly, Let me elaborate with some
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live cases that we have faced in our
career to show how your behavior is
important in managing your person-
al finance:

Mr Mudgal sold all his stocks,
including the blue chip stocks, that
he bought a week ago, on hearing the
news of artillery firing between the
two Korean countries.

Mr Ravi. a heart patient. invest-
ed into a sector-specific fund even
though his agent advised for an SIP
in that fund.

Mr Gautam did not sell his siock
3 months before his danghter's mar-
riage when the markets topped. His
answer was "not to take a decision
to sell, is also a decision”.

Mr Paswan shifted all his mutoal
fund investments to liguid and
stopped SIPs in March 2009,

Let's check if whole market par-
ticipants think in the same direction.
See the graphic below. With the
Sensex movement investor entered
at wrong time. But why do we blame
market participants. It was us the
investors who had signed forms and
handed over cheques to the market
participants.

And are mutual funds or passive
investments, safe? When the nifty PE
increased, the sales increase simply
shows that investor got carried away
in the euphoria and as a resull lost
money.

We all agree that peace of mind is
the most important thing when it
comes to financial decisions. But the
common behavioral blunders, makes
for some sleepless nights. The symp-
toms Lo identify the financial behav-
IOUL BITOrS ans:

Owverconfidence: If vou ask, who
manages better finances, man o
woman? Lot of men will reply in
favour of the former, That is over-
confidence. Same type of arguments
goes when it comes 1o predicting mar-
kets or economy, People in their mid-
dle age are affected by this symptom
toa large extent. "1did this" or "1 start-
ed with Rs 1000 in stocks" are the
statements yvou get, when vou speak
to them. They would have no correct
predictions but will have an "I knew
it" kind of sumgness to all things
which go wrong in the investment
gpace.

I follow-you follow: ...my hoss is
very good when it comes to manag-




TYPES OF INVESTOR

Typically, investors can be guali-
fied into seven broad categories.
The first two are Rajnikanths of
\ markeis as thay are not impact-
ed by any market conditions.
These seven investors are:

How miuch maney Eln you believe you w:ll What's your . What's your Wihat's your unvesunent strate—
- you made in the eas.ni;_r achieve your- - biggestinvest- Biggasl investment gy?

last 3 ye ‘retirement goal? - ment mistake? sunces*‘?
ey B

f Imteradlaiein Peaplasayaquﬁya 1Hgatﬂogmmﬂ 5)
Lat'strytoeamavay g;dd F :
mngnuw :

Traders ‘ﬁn m1.= funds

Mistake? rnm Whysd"rr:lu muw.?mﬂmm aison with poape v
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Thrill & euphoria
1. Window Shoppers: Finally again the cheating has started. .

Mo worries it will fall to 6000 levels. . . then see....He s actually

saying this thing from 2005,

2. Seasonal Traders: Hmmm.. BNALE& RPLlooks good - instead
of getting Into cash market, | will trade in futures, . lot Raliance
Power get listed, my siocks will double. TV channel says
Parsynath is good with an upswing of 40% plus.. let me add
thie one too..... Midoaps also look tempting. ..

a3 Suape-gnat Waaent had said that equity wil glve retums..
He was right. ... Good analyst. ... Again this fime he is saying it
w|||_cmsszswo levels.. .. And askmg me o invest in NFO of
an Infrastructure fund... ok done, let's invest ..

4. Hi-tech Lalaji: This is great time... | have made smart invest-
menis - but now, | don't have surplus maney. .. why not gat
leveraged..... Let me eam on somebody else's money

~smart.... Let me geta funding in Reliance Powear [P0 Thase
plnk papersz and joumnalists are all crap; otherwise why would
they come to office so early and tefl me whers the relurns are?
Market is operator-driven game. . ... L gettips from horse’s mouth
i.e, from Mumbai..

5. Mr. Cool: Equltle.s are not good or bad. It's the price you pay
thatmakes the difference. Indian story is good but the way things
“ars moving, that's not good. PE ratio doesn't justify the pres-
ent level. Read in news spaper that 1000 stocks are in upper
circuit from fast 7 days - armentals have not changed much.
Mews from across the world is not good. Let me sell those
stocks which are way ahead of fundamentals.

(oycie slarts where opfimism converts in excitamernt)

st Sep 2007 to 14th Jan 2008 - In 4 months, Senssx,:umpedﬂm

15300 to 21000 - almost & 40% rally in these 4 months.
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Anxiety & Denlal

1. Window Shmpem i | told
--88e. . and mind yuu thiz iz the
BEGINMNG :
zsmlm%aﬁsﬂi&....ﬂ&n&er
axed my fots.. He auctioned my invest-
menis without informing me..... But market
will have to rise.... So | got muneyfmm Iy
hﬂﬂdﬂrﬂa&l‘rﬁfhv&mﬂd ANVl repay when
| recover my investments.

3. Scapegoat: Agent is saying that the cor-
rection phase is over. .. let's invest more in
average the lpsses. ...so investing in lump
sum as this is the best time.... He is the
expert and can't go wrong.

4. Hi-tech Lalaji: Porifolicis down but Mumbai:
wale said io accumulate as recovery is
round the corner.... Let me do one more
thing.... Let me aisn get funding over the
mLitual fund investments too. .., Eaming on
somebody alsa's money has different feel-
ing all together.

5. Mr. Cool: | was right but still valuations seem
higher. Let me get some positive cues and
till then | shouid wait and watch before par-

ticipating.

feuphonia ended & marksts slarted drifiing down)
On Jan 22, Sensex louched bottorn of 15300 (same where
ftwas ot 15t Seplember) - but this comes as a falling knife,
almost 30% down frt 10 days. On February 4. Sensex
fouched 18800, But mideaps/small caps were bufchered.

Perfect Entry to Lose Money
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there. This is herd mentality.
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Investor's Gamble

ing his finances. See him - he is so rich.
So I do what he does. I invest where
he invests. He is my financial men-
tor -- now the poor subordinate fails to
understand that two individuals will
always have different goals, income,
risk appetite and tolerance and time
horizon, They think that all trains in
the conntry ends at the capital. So just
catch the fastest train available to get

. Herd mentality can also be
explained with below grid. Normally,
when a person acts as member of the

3 s Lo
Very Bad
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Fear & Panic

1. Window Shoppers: That's the reason | don't invest much
in equity (sour grapes)...that's why | withdrew my Invest-
ments at 21000, Walting for Sensex o louch 3000 |evels,

2. Seasonal Traders: Oops | made a small silly mistake.. .. |
should have short sold instead.... On TV they are saymg it
will go down more... so if | shon sell now | would regain
losses..... Let's do i,

3. Scapagoat: Oh my God.... What sin did | do...? Papa was
right that equity Is gambling. ...
disappeared as he is not even picking phone.... Let me call
somebody alse and withdraw. Also | am stopping all SIPs. ...,
Will open a post office AD Instead. ... Now | swear to God,
| will not invest in stock market.

4. Hi-tech Lalaji: This time Mumbaiwala went wrong... but
that's ak... my tum will come again. Then | will racover all
inone go... also he lost more monay than | did... do you have
a capital protection fund that protects c:apﬂal but partici-
pates in upside?? Just got a call from a PMS Manager...
he made 100% return in bear phase.... Let it settla, than
will Invest some here..,

5. Mr. Cool; It's a great time to invest In good companies.
Whether the company is bad or good, but the prices have
come down for all.... This is the fime for value buying.

{Market started drifting down)

In the starting of August 2007, Sensex was siill hanging at
15600 levels - but worst was shill fo corme which very few antic-
ipated, In one and a half months, markeis tanked, On Oclobar
27, 2008 Sensex totiched a lowof 7697. From highs of 21000,
it was down by 66%. Midcaps and small caps wers down

My miutbal fund agent has.

Rellef & optimism

1. Window Shoppers: | have purchased whatever | wanted
to {sourest grapes),.. | never cared for the market direction. ..
| always buy cheap as thia gives the best returms.

2, Seasonal Traders: This time markat taught a good lesson. ..
naxt time | will not repeat what | did this time.... By the way
which is the next [PO...7 Should | invest in gul:l .?This Is
safa... let me buy a one lot of it

3. Scupenoat: Mutual fund is risky. ... Tha agent's son has
taken a life insurance agency.... And he was talking about
highest NAV guaranieed fund.... Concept looks good. ..
will invest a bit here.

4, Businessman; Do you have some product exclusively for
HMI's like me... Just heard from Mumbaiwala friend that
there is lot of money in Private Equity and Venture Capital
funding.... Mutual funds are rising slow... Do you have a
product where | can cash on returns of property markat in
Dubai?

5. Smart investor: Mo reactions... It was a normal warm
shiny day for him, Enjoying his life with family and plan-
ning for a holiday.

Invaestor had seen the worst he couwld have seen. Still the
pain was feft and many investars had already made up thelr
ming's not to look at stock markats again. Marke! starled ris-
.rng slowiy but investors wara redgeeming money at every
fise - The rise was sfow buf consistent. Then coms THE
DAY - Pariiameantary Election resulfs were oul. Against the
genaral perception of a hung padiament, Congress came with
majority. 18th may 2002 tumed one of the best days for the
equity markeis {may be not 50 good for short seflers) - mar-

aimost BO-80%.

group he does not teel so bad in case
the decision is a blunder. 5o basical-
ly this is under-confidence and fail-
ure to own up to decisions, which
prompts him to display a herd's behav-
LT

Fear of change: These people are
simitten by past. Actually, they are very
risk-averse. They have a very negative
view about everything. They think
that the markets are moving towards
doomsday and any change in the
momentum means loss of capital,
They forget that markels do not guar-
antee returns and capital either.
Fear of action: They have actually
made bad decisions over money issues
and now they think non-action is the
best action. They wait for the other

R i e e e e i D A 1 e i i s s e B

ket bl the upper circuit & frading was suspended.

person to convinee them so that in case
of not achieving the desired results,
they can play the blame game,
Scandal sniffing: We feel this is a
very dangerous symptom as these
people are capable of changing indi-
vidual decisions, by possessing one's
mind. They talk things thar would
shatter the investor's confidence, They
waould keep reminding you of the fact
that "India is the land of corruption”
and "market is a place for scandals and
not for investors", They would con-
stantly refer to the world history where
the bubbles have burst and investors
lost money. All wrong reasons are
associated to justily "the forthcom-
ing bear phase”,

Information overload: When you

have too many options to acl, you
either take a wrong decision or post-
pone the decision. But the irony in
markets is that you will always have
many options. You just need to be
aware of your requirements and fol-
low a few basic rules of investing.
Warren Buffets says "Investing is
not a game where the guy with the 160
IQ beats the 13010Q... Once you have
ordinary intelligence, what you need
is the temperament to control the urges
that get other people onto trouble in
investing". So, to master the art of
investing, you need to control the
urges. But what if vou cannot control
them as changing basic behavior is a
herculean task? Don't worry, Then yvou
have two easy guide ways-
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Diversification and Asset Allocation.

Before we move further, let us
share with you an interesting instance,
Last week I and a friend of mine
thought ot having a Gujarati thali. The
moment we entered the restaurant we
ot the heavenly aroma and waited for
the feast to arrive. I am calling it a
feast, as you geta huge variety of eat-
ables in small katoris, There we got
at feast 15 dishes, but in small guan-
tities. Out of these 15, 4-5 dishes were

It says you believe that selection of
best stock or fund that will outper-
form the market in future is possible.
Also timing the market is possible.

Who stands in Ist Box: Normally,
all investors and their agents/brokers
stand in this box

It says best security can be selected
that will gutperform the market but
they can't time the market.

Who stands in 2nd box: Normally,
fund managers and long term
investors fall in this category.

Industry Gross Equity MF Sales (Rs Crs) (LHS)

May-07
Sep-07"
Jan-08
May-08:
Sep-08:

something we disliked, so we did not
eat them and then got confused over
which is the main meal. So, in the end,
we filled our stomach with something
which was not the main meal and paid
for all the 15 dishes. [ later compared
this to the daily meal we take.
Normally, we take a fixed quantity of
chapaitis or rice and vegetable or
salad. The variety is less and you know
which the main meal %, as you never
think of replacing pickle with rice.

WHERE D0 You STAND?

In which corner do you stand - just
check this and your life will be easy.

Selection P

[Security

Timing of Market

ofBest L
Mot
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Actually, this discipline makes your
platter more enjoyable and long last-
ing in terms of appetite.

Now just try connecting this dis-
ciplined life with investments. You
will have a lot of options to invest
and lot of opportunities to invest but
you need to prepare a fixed roadmap
and stick to it. That is your asset allo-
cation, See where you stand in terms
of your financial behavior from the
adjoining graphic.

1t says that there 1s no need of select-
ing a security for long term. They
believe in timing the market - they
don't see what they are investing in
-- be it stock, index and commodity.
Who stand in 3rd box: Day traders
& technical analysts fall in this cat-
sgory.

This box says it's not possible to
sclect the best securily and even tim-
ing of the market is not possible.
Who stand in 4th box: People who
think they are not smart and still want
to easily achieve their goals.




And ifyoufall in Box 4, don't think
you are a duffer, since 93% of the return
that investors gel is due to this strategy
only. Only 7% is contributed by selec-
tion of security and timing of the mar-
ket.Strategy is very simple but hard to
stick - as they say investing is simple, but
not easy. Let us now undersiand what
usset allocation is,

Asset allocation means dividing the
rutio of asset classes for investments as
per the risk and time honzon of invest-
ment. The weightage of each asset class
is kept constunt. Once you have made
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this portfolio, you just need to rebal-
ance it at pre-decided date. The profit
in the assel class which outperforms is
booked and the proceeds ure used in the
asset closses which underperform in that
particular period. This is done keeping
the original weightage of the asset class
in the pontfolio, If we see in 2007, equi-
ty gave exceptional returns. So if you
would have followed this strategy, your
assets would have automatically moved
from equity to debt. And in 2009, when
equity underperformed il would have
indicated you to increase your exposure

BT
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inequity. With time this strategy reduces
the risk and increases return,

Just take an example where one
investor invested Rs 10 lakhs in 1999
with an asset allocation of -
Equity(Sensex): 50%, Debt (Kotak Gilt
Fund - oldest gilt fund): 30%, Gold
(Average yearly prices): 20%

If the investor maintains the asset
ullocation and rebalances it every year,
he gets Rs 53 lakh and theough buy and
hold strategy he gets Rs 45 lukh.
Timing of the market is even poorer
strategy that we have already seen.

Now the question ix how to choose right asset allocation? Imagine vourself to be a racer: Now the race is from
Paint A o Point B. What speed you will drive in this race? Tell me will it be 40., 80... 100 or 150 kmph?
An experienced racer will always ask these basic questions before answering this?

1) What is distance between A & B? This Is the most
logical question because when you know how far
» distance is only then you can decide about the
-speed? if PointAis your horne and Point Bis your gro-
cery store, youwillnot speed; rather go slowly around
-aspeed of 40 kmph, When it comes to deciding your
enquity exposure, the ground rule Is -- if goals are far,
we shauld have higher equiity exposure and if goals
are for short term, we should invest more in debt.

the distance is oy

Other factors like your past experi-
ence with equity will also determine asset
allocation. One person at age 60 might be
comfortable with 15 per cent equity
where as another investor of same age
may not like equity due to certain bad
experience in the past. Also, it will
depemd on your comiort with the serv-
ice pravider. Normally, he would be your
advisor or a firm taking care of your
investments, Markel condition at the

-ask about the road am
conditions? Normally,
every investor asks | i
this "will market rise?" have
I investments forgel  you

time of investing also plays an impor-
tant role. Our suggestion is that you
engage a Certified Financial Planner who
will draw your goals, design your asset
allocation and rebalance strategy and
then all you have Lo do is to turn on auto
drive mode of your financial vehicle.
Asset allocalion in modern finan-
cial planning is not only restricted to just
determining your equity or debt mix,

With the advent of time there are more

2. Would you like to 3. I e
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assets which have en

commodities, reality, exotics, arts etc, All
these assers have different nisk-reward
characteristics and therefore open an
opportunicy for wide range of products to
invest. Bul again as Chetan Bhagat says
- "Don't be serious, be sincere”,
Hemant Beniwal is 8 CFP & Director

of Ark Financlal Planners. Madhupam
Krishna Is Reglanal head Rajasthan
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