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AVOID THES
ULL MARK

The worst investing mistakes are committed during bull
markets. Find out how to avoid making these errors.

By Narendra Nathan

quity markets arefilled

with exuberance. Existing

investors are assuming

that therecent historical

returns will berepeated,
while anew set of investors is getting
ready tojump in, lured by the high
returns earned by their friends and
relatives. But retail investors com-
mit their worst mistakes during bull
marketslike these. We reached out to
the investment experts to know the
most common mistakes and how one
can avoid these investingerrors.

Chasing high-priced IPOs
Investors are flocking to the IPO
market, without realisingthat the -
secondary and primary markets

. aretwo sides of the same coin. Many

companies are using the bullishness
in the secondary market toraise
money through the primary market.
Experts say big IPOs usually come at
the advanced stage of abull market.
“TheIPO pipeline is going strong.
About 40,000 crore is expected to be
raised in the next 2-3months,” says



¥

Pranav Haldea, Managing Director,

/Prime Database.
The bullishness is helping issuers

// selltheir holdings athigh prices.

“Investment bankers priceIPOs
tothe maximum and leave very lit-
tle on the table for the investors,”
says Mayank Khemka, CIO-India,
Deutsche Bank. So, should you
avoid the IPO market now? Not re-
ally. “Don’tavoid all IPOs. Some
good issues also come in overheated
.marketslike these,” says Naveen
Kulkérni, CIO, Axis Securities.

Butyeu doneed to be extra careful
because investors have lost money
inlow quality and high-priced IPOs
inrecent months (seetable). How
can investors pick the winners and
‘avoid the losers? First, see who is
running the book and invest only
inIPOsfrom top-notch merchant
bankers. Second, avoid issues where
themoney isnot beingraised for the
business, but by promoters or early
investors by reducing their hold-
ings. Third, avoid companies with
high debt.

“Corporate governance is very
important. Investors should avoid
IPOsfrom promoters who have
delisted their companies earlier at
lower prices and coming back with
IPOsathigher prices,” says Daljeet
Singh Kohli, CIO, StockAxis.com.

Investors should also compare
valuations with listed companies
from same industry. However, thisis
difficult when the issue is of unique
players such as Zomato or Paytm.

Falling into the NFO trap
Justlike companies are using the
bull market to get maximum valu-
ationsfor their IPOs, mutual funds
arelaunching NFOsto collect the
maximum amount. “This asset
gatheringmode of fund housesis
notinthe investors’ interest,” says
Melvin J oseph, Managing Partner,
Finvin Financial Planners. Since
informed investors know that NFOs
aresimilartothe existing schemes,

. these NFOsaredirected atnew and

lay investors. :
Itisbesttoavoid an NFO ifthere
isalready a similar scheme with
atrackrecord. Gofor it only if it is
anew or unique theme and if you
understand how it will work. For ex-
ample, investors had no idea how the
quant model of the Tata Quant Fund
will work at the time of the NFO in
January 2020. The fund turned out
tobe adisaster (seechart). Though
these models are based on historical
analysis, there isno guarantee that
they will work in future. Also, the
restricted mandate means the fund
manager isnot able to do course cor-
rection. Investors should also avoid
NFOsike Bharat-22 which are de-
signed by the seller for the seller.

Buying the hot sectors
Investors start buying stocks after
they become hot. But they also pour
money intomutual funds that have

done well in the past. This is espe-
cially true of sector-focused funds.
Since sector or thematic schemes
tend to be volatile, some of them will
always be amongthe top gainers.
“Ideally, investors should investina
sector or theme which hasnot done
well but is expected torecoverin
reasonable time-thisislike mean
reversion. However, most investors
do the opposite,” says Tanwir Alam,
Founder & CEO, Fincart. For in-
stance, pharma sector fundsthatare
now the darlings were generating
negativereturns afew years back.
(see graphic).

Sector or thematic schemes are
meant for informed investors. Just
like the entry, investors alsoneed to
time their exit. It is best to avoid sec-
tor or thematic funds now because
most sectors and themes arered hot
now. Even otherwise, such funds are
not suited for investors who want to
hold for thelong term. “Sectoral per-
formance averages out over the long
term. So, itmakes sense to go with
diversified funds,” says Joseph.

Betting on concentrated
portfolios
Many new investors may not know
ofthe modern portfolio theory and
therefore invest only in a few select
stocks. Since concentrated portfo-
liosare more volatile and we are in
themiddle ofaraging bull market,
they must be enjoying the ride. But
experts say diversification isthe
key toequity investing. “Havinga
well diversified portfolio is very im-
portant, especially when the equity
marketrisk ishighlike now,” says
Vinay Khattar, Senior VP and Head
of Research, Edelweiss Securities.
A concentrated portfolio can hit
youbadly when the market turns its
direction. Even professional fund

‘managers find it difficult to manage
concentrated portfolios. The equity .

market has witnessed extreme
polarisation in the past few years.
Yet, the JM Core 11 Fund, which

" hasaconcentrated portfolio of only

11 stocks, hasunderperformed its
benchmark for the past two years.
Experts say you need more stocks
for proper diversification. “Around
20 stocks are enough to create a well
diversified stock portfolio and re-
ducetherisk,” says NikhilKamath,
Co-Founder & CIO, Zerodha.

Shifting completely from
funds to direct stocks
After they make money in bull mar-
kets, some investors start thinking
that they can beat experienced fund
managersand shift their fund port-
folios to direct stocks. The sudden
spurt in number of demat accounts
(seegraphic) is a testimony of this.
Butthiscanbeagrave mistake.
“Never misunderstand the bull mar-
ket successes as your investment
skill. Bull market will be followed
by bear markets and that will be the
realtest,” says Khattar.
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These high-priced IPOs destroyed wealth

The primary market can be riskier than investing in the secondary market
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Fancy funds don't always add value

The Tata Quant Fund launched in January 2020 has Underperformed
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Sector funds are volatile, not for everyone

Pharma funds are doing well now but were down in the dumps three years ago.
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/ Investors are taking to stocks in a big way

Number of new demat-accounts has shot up in the past 18 months
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Concentrated portfolios can berisky

The JM Core 11 fund with a concentrated portfolio has underperformed.
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F&O is also drawing a lot of interest

The hike in margin requirements has pushed investors towards F&O.
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Future returns may not match the past

5-year SIP returns of Sensex already very high and may moderate now.
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Even investors who shift small por-
tion to direct stocks need to be cautious.
This is applicable even for investors who
did this afew months back and madea
lot of money from direct stocks. “Inthe
advanced stages of bull markets, which
weare in, some investors get carried .
away and start investing in lower qual-
ity stocks,” saysK. Sandeep Nayak, CEO,
Centrum Broking. This can backfire
because most stocks are already highly
valued. Your understanding of the sec-
tor and stock need to be superior to make
further money. “Since investors are now
buyingat higher valuation, they should
investonly in high quality stocks now,”
says Kamath. “Avoid companies with
promoter issues, increasing debt or low
return on equity,” says Kulkarni.

Resort to leveraged trading
and intra-day investing
Emboldened by their successes, some
investors are also getting into the highly
risky arena of derivatives and day trad-
ing. They are also lured by the success
stories of other day traders. Most of this
ismargin trading, where the investor
putsasmallmargin and the broker al-

» lows him to buy stocks worth 4-5 times

thatamount. Sebi has increased the
margin requirements for day trading,
sothe tradinginterest in futures and op-
tions (F&O) segment has shot 1010}

While intensive stock trading will
benefit brokers, these leveraged trades
arevery high risk games and new in-
vestors should stay away from them.
“Unlike normal businesses, volatility is
very high in the equity market and this
increase the chance your forced exits,”
warns Khattar. For example, assume
that you investz1lakh and buy stocks
worth 51akh. Though yourinitial capi-
talisonly ¥11lakh the gainsand losses
youmake will be on Z5lakh and your
broker will close your position ifthere is
asudden 20% fall in that counter, which
isnormal in equity markets.

Since the market is already at higher
levels, experts say that even seasoned
traders should reduce their leverage.
“Emboldened by their earlier success,

“traderstend to increase their leverage

and this will be a bigmistake. In fact,
they should unwind the leverage in the

advance stages of bull market like now,”
says Nayak of Centrum Broking.

Not booking partial profits
in a bull market

A common mistake of retail investorsis
notbooking partial profitin a runaway
bullmarket. “Though market may go
upfurtherand this will result in some
notionalloss, itisnota bigworry,” says
Nayak. As they say, ‘no one ever went
broke taking profits’. However, very few
peopleare able to implement it because -
asthemarketsrise, the risk perception
ofthe individual undergoes a change.
Change in therisk profileisa common
phenomenon duringbull and bear mar-
kets. The same person who avoided risk
duringbear markets usually takes high
risk during bull markets due to high his-
torical returns. For instance, 5-year SIP
returns are already above 20% mark (see
graphic). It will be foolish to expect simi-
larreturnsinthe comingyears.

Though experts ask investors to be
greedy in bear markets and fearful in
bullmarkets, most investors do exactly
the opposite. “Due to short memory,
most people have forgotten about the
March 2020 crisis. Some investors, who
areabout toretire in afew years, are
holding on to equity despite its propor-
tion crossing 80% and are also making
fresh investments,” says Joseph.

This optimism can have grave conse-
quences. Such investors should sell part
of their equity holdings and shift that
amount to the safety of fixed income.
Making new investments in debt and
bringing down the equity portionisa
better strategy because there won’t be
any tax incidence due to this rejigging.

Thisincreased debtallocation now
willalso help you to increase equity at
the appropriate time. “While it is impor-
tant toride the current bull wave, inves-
tors should not get carried away and
take aggressive bets. Since everythingis
expensive now, wait for market correc-
tions to deploy fresh allocations,” says
Khattar.

Exit the equity market
completely

What experts advise right now is to reset
toyour presetassetallocation oreven a
bitlower than that usingtactical alloca-
tion. You can also fast track thisequity
allocation reduction in special situa-
tions. “Since equity has already gener-
ated good returns, investors can speed
up the equity reduction if any major goal
iscoming within the next five years,”
saysJoseph.

However, there isalsoa flipside of
playingittoo safe. Justlike not booking
partial profitisone mistake, getting ful-
ly out of the market due to valuation con-
cerns can also prove counter-productive.
“Don’t get out of the market now because
thelong-term India growth story isstill
intactand market should also do well be-
cause of good Indian entrepreneurship
quality,” says Alam.
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