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Making sense of the recent market volatility – Flash Note 
 

When a market selloff hits, it is usually a confluence of factors that gets investors as a collective unit to 

change their behaviour. 

The period of October to December 2021 already saw one bout of volatility as the India headline index 

stayed flat while small caps continued to outperform. We saw ~INR 90,000 Cr of equity capital being 

pulled out of India by the FPIs, at the same time India continued to attract capital inflows in the primary 

market and unlisted market segments. While global markets had a 5-6% drop through November before 

bouncing back in December, the volatility in India was more pronounced as the headline index fell ~8% 

before recovering a bit towards the end of the year. 

At the same time there is a lot happening in the world.  

Markets are bracing for a situation where the US Fed is being forced into a series of rate hikes while 

being significantly behind on the inflation curve. The period post March 2020 has seen retail investors 

pumping money into speculative investments like never before. Meme stocks, SPAC, Crypto and NFT 

became buzzwords that emerged as pockets of speculative excesses. Predictably, each one of them is 

under the pump in this bout of volatility. The carnage in the tech sector in the US is already at alarming 

levels. First it was Chinese technology stocks, then it was the hot stocks that had only buzz and no visible 

path to profitability or to cash flows. Now it is mainstream hitting proven business models that are 

trading at high valuation. 

And then we have our own Union Budget coming up in a week. And a few state elections. 

In such a situation the most important thing to do is to focus on the few things that really matter.  

• Is the overall allocation to equity within the framework defined? 

• Does the current portfolio have exposure to any of these speculative pockets? 

• Are we going to have to worry about the survival or competitive strength of any of the 

underlying businesses if the market falls 10% from here? 

• Do the businesses have growth visibility over the next 3-5 years or have we been investing 

based on superficial analysis? 

If the answer to these questions is satisfactory, the next thing to think about is the plan of action.  

Here are my views about the current market situation from a macro point of view - 

• India's macroeconomic situation is strong enough. The INR has not gone into a tizzy, we haven't 

seen any knee jerk reactions in our bond market due to the global volatility so far.  

• The formal economy looks set to do well; tax collection numbers are on the upswing while 

entrepreneurs continue to invest into their businesses 

• Corporate India does not have a leverage problem, households in urban India are in good shape 

though the SME segment is yet to recover. SUV sales are rocking while 2W sales are 

unimpressive 

• Inflation is starting to bite into rural discretionary consumption, one can see the commentary 

in the Q3 results declared so far 
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The current situation is different from the "Sell India" vicious loop we saw in 2013. 

This time around our equity market will continue to get affected by whatever happens in global equity 

markets but we are unlikely to see any serious questions being asked about India as an economy or as 

an investment destination.  

FPI's have already pulled out ~INR 1.1 lakh Cr from the secondary equity market since October, to some 

extent (no one knows exactly how much) the expected liquidity reversal has already played out. One 

cannot recollect too many corrections where the small cap segment outperforms large cap by 7% in a 

single quarter.  

It will be interesting to watch if this trend of outperformance of small & micro over the headline index 

breaks, also interesting will be the pocket of newly listed emerging business models in India. If this 

correction picks up pace, we might see the fear of God being put into investors who have large positions 

in these pockets.  

Many good businesses have broken below their 200 DMA recently. No problems with medium term 

earnings visibility there, just that they were richly valued.  

Which is why it always pays to wait for stock prices to come within the range of reasonable 

valuation rather than chase prices higher. 

Gravity gets to the best of businesses and stocks, buy them when they appear mortal, not when they 

look invincible. 

In a normal market you will have some stocks in the red and some others won't move for a year or so 

after you buy. The past 18 months have trained investors to expect 30-40% moves in 90% of their 

holdings in no time, markets haven't always worked that way. For this reason, there were more exits 

than new additions to the portfolio through CY 2021. I am still not sure if that was the best approach 

but it did take a good element of risk off the portfolio. You don't want to go into a significant correction 

with 50% of the portfolio in small and micro caps that can drop 8-10% in a single day.  

The way the current portfolio is positioned, a better than average investing outcome over the medium 

term is likely. The bigger question is to ask if we have the patience to stick to this approach through 

periods of underperformance.  

Jumping from one tree to another looks easy on paper but is difficult to execute well, not just 

in the market but in your career as well.  

Over the period of 2011-20 I beat the NIFTY50 return by more than 10% p.a. but I was lagging the 

benchmark for 4 years out of those 10 when seen year to year. 

Please continue to allocate capital at your own pace based on your cash flows and overall allocation 

plan. It is also important to execute the SELL calls in a timely fashion, the strike rate on these sell calls 

has been good so far starting with Abbott India in April 2020. Whatever had to be sold from the 

portfolio, we've already sold based on the merits of the stock and its intended function in the portfolio.  

If you've been respecting the price ranges, you wouldn't have been able to buy some stocks at all over 

the past 12 months and should have cash handy. Now could be the time some of these come into the 

reasonable price range. When you buy, do respect the allocation % too. This is what keeps risk in check.  

http://www.congruenceadvisers.com/


January 23, 2022 

                                                               
 

www.congruenceadvisers.com 

 

Volatility is like turbulence while flying, a good chunk of the bumpy ride can get packed into a 

short period of time. 

I would refrain from taking any large allocation calls right away.  

Keenly watching the developments and narratives over the next 10-15 days. Through CY2022 we might 

have some or the other macroeconomic headwind making the news all the time. 
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Disclaimer 

www.congruenceadvisers.com and the owner of the website own all IP rights for this publication. This content is 

not for sale and should not be monetized in any way. The owner of the website is a registered individual Investment 

Adviser with SEBI. This is published as part of a learning initiative and is not an effort to solicit business. 

The document expresses some views on specific business to better illustrate certain concepts. This does not 

constitute either investment advice or a recommendation to BUY/SELL/HOLD any of the businesses being 

discussed.  

The purpose of this publication is not to express views on the valuation of the business, or the sector being 

discussed. Most of the content here is an exercise in inferential reasoning and the mental models involved in 

thinking about businesses in general. Effective learning calls for specific examples to drive home the core concepts 

and that precisely is the endeavour here. 

While utmost care has been exercised in preparing this document, www.congruenceadvisers.com does not warrant 

the completeness or accuracy of the information contained and disclaims all liabilities, losses damages arising out 

of the use of this information. Some statements and opinions contained in the document may include future 

expectations and forward-looking statements that are based on current views and involve assumptions and other 

risks which may cause actual results to be materially different from the views/expectations expressed. Readers shall 

be fully responsible for any decision taken based on this document. 

We sincerely suggest that you view this as a learning exercise and nothing more.  

Please consult a qualified and registered investment professional before taking any investment decision. 
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