
Maybe.
Dear Subscriber,

Let me start this letter with an interesting story Taoist story. I read it in an investment letter, but can apply to 
any aspect of our lives. It’s about drawing conclusions from an immediate and small set of facts. Here goes the 
story. One day an old farmer’s horse ran away. Upon hearing the news, his neighbours came to commiserate. 
“Such bad luck,” they said sympathetically. “May be,” the farmer replied. A few days later the horse returned, 
bringing with it three other wild horses. “How wonderful,” the neighbours now exclaimed. “You are so lucky.” 
The old man replied: “May be.”
 
A few months later, his son tried to ride one of the new horses, was thrown off, and broke his leg. The 
neighbours came again to offer their sympathy on his misfortune. “This is terrible. It is such a bad omen too,” 
they said. Again the old man answered: “May be.” A few days later, war broke out and military officials came to 
the village to draft young men into the army. They did not bother about the farmer’s son’s who was laid up on 
the bed with a broken leg. The neighbours congratulated the farmer on how well things had turned out. “May 
be,” said the farmer.
 
The farmer’s story is, of course, fictional. But the lesson is clear: the neighbours were repeatedly wrong in their 
conclusions, like we often are, since they based their conclusions on immediate and single instances. Some 
outcomes can be known only later. As we move out of a year like no other in living memory, we have seen the 
Taoist story played out in stockmarkets.
 
I can relate to the parable well. When we opened our portfolio management services in December 2019, after 
months of delay, someone told me, “this is a good time to build a portfolio.” Three months later, in March, 
the market was crashing. Then, someone else sympathetically asked: “Don’t you wish, you hadn’t launched 
PMS now?” It certainly looked like the worst time to launch a PMS. May be. However, the market stabilised 
in April and started rising from May. An investor who joined in March 2020 has got the best return among all. 
Some stocks we picked up, shot up. Has it all turned out very well? Yes, for now. Or, rather, may be. The lesson 
is simple: one, it takes time to understand the true implications of any phenomenon and two, our conclusions 
(and forecasts) are often wrong because we are not good at understanding all the implications of a situation. 
But we do have an irresistible urge to make sense of it instantly.
 
A Year Without Precedent
This propensity often gets combined with another —we rarely learn from history. George Santanaya said, 
“Those who cannot remember the past are condemned to repeat it.” In the market the past does not repeat. 
How about Mark Twain’s comment then? “History never repeats itself but it rhymes”? I used be in this camp 
but let’s see what happened in 2020. Within the same year, the Nifty hit a low of 7,511 in March and high of 
over 14,000 in December. Well, this was not the past repeating itself. This time, it didn’t even rhyme.



 
The market has never recovered from big market crashes so quickly – whether in 1992, 2000 or 2008. The 
same is true of international markets. And this time, the external situation was much worse. Due to Covid-19, 
there was a synchronized global economic, social and health crisis. Nobody knew anything much about the 
virus. Life itself came to a halt. Small businesses were decimated. Large businesses said that they were flying 
blind. If you asked someone in April, May and June, the market had stabilised but this was said to be a lull 
before the storm. Growth had come to a halt all over the world. Every commentator (including myself) feared 
that there was worse to come. But miraculously, from extreme gloom and doom, the market rallied, and how!
 
Within six months, from extreme despair, the market became bullish and then in the next three months, super 
bullish. What is the explanation for the stock market hitting a record high during an economic recession? Even 
with the benefit of hindsight, it is impossible to explain how the market revived so quickly and so much. It 
seems a mysterious and surreal.
 
In markets, if you remember the lessons of the past too well, you will miss the live lesson the market is trying 
to teach you. The deeper lesson is this: we have an illusion of knowledge. We think we know what determines 
stock prices – one, factors that influence the macroeconomic environment and two, factors that influence 
specific stocks. If the macro is bad but business is good for a specific sector, there will be winners from sector. 
But in 2020, not only was the macro environment the worst ever in living memory but earnings have collapsed 
too – at least they did in the first half.
 
If we cannot explain something, even with the benefit of hindsight, we say the market discounts the future. 
This can be used to explain all that cannot be explained. An illogical rally? The market is discounting the 
future. A bear market with prices languishing? The market is expecting worse to come. Obviously, like the 
farmer’s neighbours, we are eager to describe a phenomenon as it happens. Humans have a strong itch to make 
sense of the world around them on a minute-to-minute basis and so we deploy the ‘discounting the future’ 
argument – after an event has happened.
 
Looking back, two kinds of people made money in the extraordinary year that was 2020. First, those who 
quickly exited in early March and then got back to the market when it stabilised (these were extremely rare). 
Second, those who did nothing to their portfolio and waited. This applies to the vast majority, including 
mutual funds. They now feel vindicated, convinced that they had the right strategy to ‘hold’ through the crash. 
But we believe that they were just frozen, like a deer, caught in the headlights. We too did not make much of a 
change to our portfolio, but we do not feel vindicated. Have things worked out well? Maybe. Will the market 
go down again, as some think it will, just when everyone has turned fully bullish? May be. We would continue 
to follow our strategy of a) Staying focused on quality stocks b) applying our timing model on them.

This is not widely recognised, though. Professional investors are assumed 
to be skilled enough to hit winners, like professional tennis players. As a 
sidenote, you will be surprised to know how many different types of decision-
making is a loser’s game. Here is a quote from Strategy & Compromise by 
Samuel Morison, an American naval historian: “Military decisions are based 
on estimates of the enemy’s strengths and intentions that are usually faulty 
and on intelligence that is never complete and often misleading. Other 
things being equal the side that makes the fewest errors wins the war.” Also, 
interesting to note is that technology greatly helps us to reduce the errors in 
some loser’s games, like flying.
 

 
Most people focus on stock selection. But there is a step before that: elimination. As in sculpture, where the 
artist chips off the stone, to let the shape emerge, so too in stock selection, elimination is the key. To implement 
the insight of loser’s game, we try to eliminate the sources of possible mistakes. The first source of potential loss 
is fishing in the wrong pond —the universe of stocks—which can cause a permanent loss of capital. 
 
There are thousands of stocks listed on bourses. Most will never create much value. Price manipulation is 
rampant. We need to avoid poor quality stocks first. This is not simple. Even the best of investors are swayed by 
the idea finding diamonds in the rough or a frog turning into a prince. We hope we are not, ever.
 
We try to find stocks that fit all the parameters we think are important, such as growth, quality, stability 
etc. and are still be available at a reasonable valuation. Can these metrics be captured by stories, narratives, 
megatrends, turnarounds and speculative earnings outlook? No, all these metrics are numerical. Hence, we take 
a quantitative approach to stock selection. This means going strictly by quantitative filters to narrow the list of 
stocks. (Moneylife magazine was the first to use screeners in popular media.) 
 
These filters help us to eliminate possible losers, allowing us to pick from a universe of stocks that have proven 
business models that create value—high profit margin, high asset turnover ratio, strong cash flows and high 
return on investment. If this is supplemented by low investments to grow the business, that would make it just 
perfect. Buying stocks from this universe sets us on a secure path. All that remains, then, is timing our entry 
and exit, where another sets of mistakes may happen. We have a quantitative guidelines for these two as well, to 
reduce errors.
  
We do hope that the result of this loser’s approach will show up in your portfolio: solid businesses, some big 
long-term winners, low volatility and market-beating returns and most importantly, no stocks that give us 
sleepless nights.
 
A Very Happy New Year

Debashis Basu,
Founder & Principal Officer
Email: pms@moneylife.in

First Elimination, Then selection 


