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Old wine, New bottle! 

Dear investor, 

We all have heard the famous quote attributed to Mark Twain which says History 

doesn’t repeat itself but it often rhymes. In this edition of our monthly newsletter we 

bring to your attention how markets go through similar cycles and patterns again and 

again, over time.  

In the not so recent past (1952, recirculated in 1954), John Templeton wrote a letter 

(below Exhibit) to his investors which sounds a lot like it was written just yesterday.  

We update a few numbers/terms while preserving the text almost in its 

entirety.  

 

Exhibit 1: John Templeton’s 1954 letter, updated for numbers from today 

 

 
 
 

THE TEMPLETON LETTER 

 

Thoughtful students of investment values may enjoy re-reading 

today this article we sent to all clients and others four sixty six 

years ago, because it discusses forces recently receiving more 

attention by Wall Dalal Street writers.  

 

 

WHY HAVE STOCK PRICES RISEN? 

 

Several investors with whom I have talked seem to be baffled by 

the fact that stock prices have been going in the opposite 

direction from the trend of general business conditions. General 

business conditions as measured by the Index of Industrial 

Production declined from 137 137.4 in July January-2020 of last year 

to 123 88 of April May of this year. Many businessmen correctly 

foresaw this decline in general business conditions; and then 

assumed without much thought or study that this trend would also 

cause a decline in stock prices. Actually, as we all know, stock 

prices increased from a low of 257 25,981 on the Dow-Jones 

Industrial Average Sensex on September 17th,1951 March 23
rd

, 2020 to a 

current level of 343 37,607 on the Index.  

 

Of course, those who have studied stock prices and business 

trends for many years realize that the trend of business is only 

one influence on stock prices. If all other factors were equal, 

stock prices might move in the same direction and in the same 

degree as industrial production. However, there is never a time 

when other factors are equal. To prove this fact you can inspect 

a chart of industrial production for the last 15 years and then 

compare this with a chart of stock prices for the same period. 

You will find that stock prices have gone in the opposite 

direction from industrial production more frequently than they 

have gone in the same direction. 
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The influences on stock prices are so numerous and so complex 

that no person has ever been able to predict the trend of stock 

prices with consistent success. In this short memorandum it is 

not possible to discuss all the influences. I simply want to 

point out one influence which may have been the major influence 

in causing stock prices to rise during the last ten four months 

when industrial production was declining. This can be called the 

surplus of funds available for investment. It might be equally 

proper to call this influence the shortage of top-quality stocks 

available for new funds. 

 

The amount of common stocks offered to the public for investment 

in recent ·years has been small. On the other hand, the funds 

becoming available for investment in common stocks have been 

great. The supply of good common stocks is relatively limited, 

whereas the funds available for purchases are increasing. This 

condition can lead to a great increase in the market prices for 

shares without having at the same time any increase in the real 

values of the shares. Perhaps you have heard about the wise Wall 

Dalal Street man whose client asked, "Why did stock prices go up?” 

He replied simply, ''Because there were more buyers than 

sellers". This statement is not only humorous, but also it is 

literally true. There may be many reasons which cause a surplus 

of buyers, but possibly the greatest influence at present is the 

accumulation of idle cash. 

  

Neither trustees nor individuals like to hold a very large part 

of their assets in liquid cash. They feel obliged to invest idle 

cash funds in order to get income. If high interest rates were 

available on top-quality bonds or good yields on high-grade 

preferred stocks, then these investors might use those means of 

investment. However, it is well known that the yields on Bonds 

and Preferreds Fixed Deposits are low now. Consequently, there is 

strong pressure for investors to put their idle cash into common 

stock. 

  

No one knows how much new cash is flowing into common stocks each 

year. However, we do know enough to realize that the total is 

very large. We estimate, for example, that the new cash 

accumulating in pension funds and profit-sharing funds FIIs & DIIs 

alone is now running in excess of one billion dollars Rs213bn or 

US$2.8bn since Apr annually. Not all of this is available for common 

stocks, but enough is available to have a great influence. Much 

of the new money is accumulating in the hands of institutions, 

such as trust companies, savings banks, life insurance companies, 

and investment trusts. The effect of this can be seen in the fact 

that the prices of top-quality common stocks have been bid up 

much more than the prices of medium and lower-quality common 

stocks. Of course, it is normal for high-quality stocks to sell 

at higher prices in relation to earnings than low-quality stocks 

(Hint: Ambit Coffee Can Portfolio). However, the interesting point is the 

fact that this disparity in price earnings has increased greatly 

in the last three years. To explain in part not only the premium 

price for high-grade stocks, but also the general rise in stock 

prices, I am quoting below figures compiled by Mr. Burton Crane 

Bloomberg showing that the total holdings of common and preferred 

stocks by institutions are probably now in excess of $47 billion 

US$529bn as of FY20  

 

When selecting common stocks for purchase, we should bear in mind 

the fact that the top-quality stocks are already very high in 

price (value). A greater ultimate reward may be achieved by 

searching now for those stocks which are not discovered as top-

quality now, but may gain that reputation within a few years (Hint: 



   

 

Ambit Asset Management 

August  2020 Monthly Newsletter Page | 3 

 

Ambit Emerging Giants). Such stocks can be bought at much lower 

prices; and then later an improving reputation may lead to 

institutional preference and consequent improving prices. Another 

policy which may be successful in selecting stocks is to purchase 

those which have medium quality but increasing earnings (Hint: Ambit 

Good & Clean & Ambit Emerging Giants). There are many good companies not 

widely known whose shares are still selling at low prices in 

relation to earnings. Of course, it would not be wise to buy such 

stocks if their earnings were likely to decline. By careful study 

it is possible to find many such stocks whose earning will 

probably increase. A successful investment program can be built 

on buying stocks at low prices in relation to current earnings 

provided such companies have prospects for increasing earnings in 

the future. 

  

Managers of investment funds are faced with the practical 

question of just how much should be held in common stocks at 

today's higher prices. When stock prices are very low, as they 

were five three to five years ago, then of course it is wise to have 

a heavy proportion of common stocks. When stock prices are very 

high, as they were in 1929 2008, then of course it is wise to 

hold only a minimum of common stocks. Today it is not wise to be 

completely out of stocks; and it is not wise to be completely in 

stocks. We are now near the middle-ground. We believe that each 

investor should have now close to his "normal"(30-40% of your wealth) 

proportion in common stocks - certainly no more and in most cases 

no less. 

 

 

John M. Templeton  

July 29, 1954 
Source: Ambit Asset management, John Templeton’s 1952 letter recirculated in the 1954 letter to investors 
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65 Years hence, the situation is no different… 

 1) Polarization in markets is leading to disconnect between the stock index and 

overall economic indicators like GDP or IIP.  

2) Increased liquidity and fund flows chase quality stocks as yields in other ‘safe’ 

investment avenues like FD, Real Estate lag. 

3) Top quality stocks and well researched stocks (Nifty 50 stocks) are trading at a 

premium while less researched or known companies continue to offer 

opportunities to make fruitful return. 

 

Why do patterns repeat? It is because situations differ, but human nature 

doesn’t 

1) We feel compelled to act: Compulsion to act and fear of missing the rally 

instead of thinking rationally, processing the information and even doing 

nothing, if required. This is closely intertwined with our desire to time the market 

rather than remain invested while seeking out your goals. 

A lot of investors sold out of equities in the month of February and March as they 

felt ‘compelled’ to act despite having a stated long term investment horizon. 

2) Failure to act: Loss aversion, regret aversion describes wanting to avoid the 

feeling of regret experienced after making a choice with a negative outcome. 

Investors who are influenced by anticipated regret take less risk because it 

lessens the potential for poor outcomes. Regret aversion can explain an 

investor’s reluctance to sell losing investments to avoid confronting the fact that 

they have made poor decisions. 

You bought shares of a reputed Indian private sector Bank at its peak after which 

it came to light that the company might have employed poor corporate 

governance practices that are detrimental to its survival. The stock corrects by 30% 

but you fail to sell it off at a loss, in the coming time the stock corrects by over 70-

80% and as a result you lose out due to your bias. 

 

3) Herding behavior and confirmation bias: Social Proof and seeking 

confirmation whereby one thinks that others (market participants) know better 

and thus seek validation from them or follow them, or look for confirming rather 

than disconfirming information. Price becomes an influence rather than 

information and investors typically seek out views that confirm their own.  

For instance many investors are presently herding around investing in the 

‘popular’ themes of Pharma, Chemicals and Diagnostics firms. While some do 

their research and diligence, many are just riding the wave or herding to invest in 

the stocks without any substantial reasoning. The crowd is often right but when 

it’s not you need the courage to go against it. 

4) Recency bias is a cognitive bias that favors recent events over historic ones. A 

memory bias, recency bias gives "greater importance to the most recent event" 

For instance Nifty stocks have recently moved up sharply despite weak economic 

environment and so we should invest in these stocks as they would continue to 

deliver returns and outperform. 

5) Anchoring is a term to describe an irrational bias towards a psychological 

benchmark. This benchmark generally takes the form of irrelevant information, 

such as an estimate or figure or event that skews decision-making regarding a 

security by market participants. 

A common example of this phenomenon is price anchoring whereby an investor 

may feel the unwillingness to buy a particular stock just after a recent sharp 

increase in price or unwillingness to sell a stock below a certain earlier high 

price.  

https://fs.blog/2015/06/do-something-syndrome/
https://www.raymondjames.com/hesmerwealth/financial-planning-blog/2016/12/07/goalkeeping-and-investing
https://fs.blog/2009/09/mental-model-social-proof/
https://fs.blog/2017/05/confirmation-bias/


   

 

Ambit Asset Management 

August  2020 Monthly Newsletter Page | 5 

 

Post the lows of the market made on March 23
rd,

 stock prices have risen across 

the board. Investors refrained from buying these stocks as they had sharply run up 

in a short time and so even though stocks were trading below their long term 

averages, many investors refrained from investing and waited for a lower price. 

Part of the reason could be that they were anchored to a lower price. 

 

Key message to investors… 

Wise investors do not get drawn into whirlpool of influence. They ignore the views of 

others and use their own minds. Remember markets can remain irrational from time 

to time.  A useful way to avoid biases is to trick your mind into accepting a philosophy 

that you believe in, one that is designed to combat the urge to do too much or too 

little. We understand that to err is human and so we approach investing with 

discipline and in a way that removes any biases which might have a negative impact 

on your portfolio allocation, returns and risk profile. 

Exhibit 2: Some principles to stick to when investing 

Some principles Working through Biases  

Never Buy the stock: Try partnering with 

the business and do your due diligence. 

Buy a business; assess that business on 

its strengths and weaknesses, not its stock 

price  

 Helps you to avoid being reactive over 

time. 

Invest in Quality: Companies with 

superior Corporate Governance practices 

that are run by a fairly competent 

management, which have a proven track 

record of delivering through time frame 

 

Invest for the Long term: Allows you to 

compound your money over long periods 

of time and also to stay focused and 

disciplined 

 

 This ensures you reduce the time 

required to monitor your holding use 

that time to think through your 

investment decisions rationally. 

 Helps you avoid Anchoring, Timing the 

market, doing too much 

Invest with a purpose or goal: One 

must invest with a purpose in mind and 

not just a return 

 

 Investing with a goal in mind, eg. for 

retirement, allows us to avoid reacting 

to biases and focus on that goal 

 Avoid anchoring to a price and 

continue your SIP’s as that money may 

not be utilized elsewhere till retirement 

 Avoid  Recency bias and invest based 

on merits and demerits rather than 

stock price fixation  

 Avoid herding towards hot ideas in 

isolation without thinking of the 

purpose or goal the shares were 

bought in the first place  

Source: Ambit Asset management 
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Ambit Coffee Can Portfolio 

At Coffee Can Portfolio, we do not attempt to time commodity/investment cycles or 

political outcomes and prefer resilient franchises in the retail & consumption oriented 

sectors. The Coffee Can philosophy has unwavering commitment to companies that 

have consistently sustained their competitive advantages in core businesses despite 

being faced by disruptions at regular intervals. As the industry evolves or is faced by 

disruptions, these competitive advantages enable such companies to grow their 

market shares and deliver long-term earnings growth. 

 

Exhibit 3: Ambit’s Coffee Can Portfolio performance update 

 

Source: Ambit; Portfolio inception date is March 6, 2017; Returns as of 31st July, 2020; All returns are post fees 

and expenses; Returns above 1 year are annualized; Note: Returns prior to Apr’19 are returns of all the Pool 

accounts excluding non-aligned portfolio, and returns post Apr’19 is based on TWRR returns of all the pool 

accounts. 
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Ambit Good & Clean Portfolio      

Ambit's Good & Clean strategy provides long-only equity exposure to Indian 

businesses that have an impeccable track record of clean accounting, good 

governance, and efficient capital allocation. Ambit’s proprietary ‘forensic accounting’ 

framework helps weed out firms with poor quality accounts, while our proprietary 

‘greatness’ framework helps identify efficient capital allocators with a holistic 

approach for consistent growth. Our focus has been to deliver superior risk-adjusted 

returns with as much focus on lower portfolio drawdown as on return generation. 

Some salient features of the Good & Clean strategy are as follows: 

    

 Process-oriented approach to investing: Typically starting at the largest 500 

Indian companies, Ambit's proprietary frameworks for assessing accounting 

quality and efficacy of capital allocation help narrow down the investible universe 

to a much smaller subset. This shorter universe is then evaluated on bottom-up 

fundamentals to create a concentrated portfolio of no more than 20 companies at 

any time. 

 Long-term horizon and low churn: Our holding horizons for investee 

companies are 3-5 years and even longer with annual churn not exceeding 15-

20% in a year. The long-term orientation essentially means investing in 

companies that have the potential to sustainably compound earnings, with this 

compounding earnings acting as the primary driver of investment returns over 

long periods. 

 Low drawdowns: The focus on clean accounting and governance, prudent 

capital allocation, and structural earnings compounding allow participation in 

long-term return generation while also ensuring low drawdowns in periods of 

equity market declines. 

 

 

Exhibit 4: Ambit’s Good & Clean Portfolio performance update 

 
Source: Ambit; Portfolio inception date is March 12, 2015; Returns as of 31st July, 2020; Returns above 1 year 

are annualized. Returns are net of all fees and expenses 
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Ambit Emerging Giants 
 

Smallcaps with secular growth, superior return ratios and no leverage 

Ambit's Emerging Giants portfolio aims to invest in small-cap companies with market-

dominating franchises and a track record of clean accounting, governance and capital 

allocation. The fund typically invests in companies with market caps less than Rs. 

4,000cr. These companies have excellent financial track records, superior underlying 

fundamentals (high RoCE, low debt) and ability to deliver healthy earnings growth 

over long periods of time. However, given their smaller sizes these companies are not 

well discovered, owing to lower institutional holdings and lower analyst coverage. 

Rigorous framework-based screening coupled with extensive bottom-up due diligence 

lead us to a concentrated portfolio of 15-16 emerging giants. 

 

Exhibit 4: Ambit Emerging Giants performance update 

 
Source: Ambit; Portfolio inception date is December 1, 2017; Returns as of 31st July, 2020; Returns above 1 year 

are annualized. Returns are net of all fees and expenses 
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For any queries, please contact: 

Ashu Tomar - Phone: +91 22 6623 3244, Email - aiapms@ambit.co 

 

Ambit Asset Management 

Ambit House, 449, Senapati Bapat Marg,  

Lower Parel, Mumbai - 400 013 

 

Risk Disclosure & Disclaimer 

Ambit Investment Advisors Private Limited (“Ambit”), is a registered Portfolio Manager with Securities and 

Exchange Board of India vide registration number INP000005059. 

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. 

The product ‘Ambit Good & Clean Portfolio’ has been migrated from Ambit Capital Private Limited to Ambit 

Investments Advisors Private Limited. Hence some of the information in this presentation may belong to the 

period when this product was managed by Ambit Capital Private Limited. 

You may contact your Relationship Manager for any queries. 

 


