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6 Financial
Bloopers
You Shouldn’t
Commit!

Mistake
1

Borrowing to invest
to stress on - “If you want someone to
remember you, just borrow some money
from him.”

Take this case; Apple Inc is one of the greatest companies
in the world. We all know about its founders Steve Jobs and
Steve Wozniak. But when Apple was incorporated, it had

Jokes apart, borrowing has become
easy now. We regularly receive SMS messages promising

his stake for only $800 in 1976. Imagine what if he would’ve
not? Today, it would be worth more than $35 billion.

market.

Now, here is the other case, Tong Wenhong, the
receptionist at Alibaba was allocated 0.2% shares by Jack
Ma saying that it will worth $100 billion when Alibaba goes
public. All she had to do is - never quit the company.
listed on the New York Stock Exchange in 2014, it was
worth a whopping $245.7 billion. With this, Tong became a
millionaire with her shares worth $320 million.
Today, Tong is not just rich, but is also one of the top
executives at Alibaba, credit to her foresightedness,
patience and determination.

In investing terms, ‘leveraging’ is the use of borrowed
capital for investment.
Now, leveraging is supposed to be a potent tool to make
quick money. However, it can destroy your wealth as well.
Here is an example: Say you’ve borrowed Rs. 1,50,000 on
is 10% p.a. On 10th Jan, assume that the stock goes up by
goes down by 25%, you’ll lose your entire capital as well as
the interest amount.

Chris Grabenstein, a famous American author, once quoted

and that’s how we grow! But as we can see in the above
two cases, few decisions can make or break your growth.
In hindsight, it is easy to point out the mistakes and lost
opportunities, but in reality, it is challenging.
Hence, in this story, we’re listing down 6 destructive
mistakes that investors make while investing in the stock
market, their impact on the returns and how investors can
avoid these dangerous blunders.

While
leveraging
helps you make
quick money,
it can also lead
to humongous
losses.
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Own capital

Borrowed
capital

Total Capital

Interest rate at
10% p.a. for 10
days

Gross
profit/loss

25%
upside

Rs. 50,000

Rs. 1,50,000

Rs. 2,00,000

Rs. 411

Profit of Rs.
50,000

25%
downside

Rs. 50,000

Rs. 1,50,000

Rs. 2,00,000

Rs. 411

Loss of Rs.
50,000

Net profit/loss
Rs. 49,589 (Gross
profit minus interest
amount)
Rs. 50,411 (Gross
loss plus interest
amount)

So even though you can make more by borrowing money, the risks are also too high!

What should you do:
As you can see above, even though you can make more by
borrowing money, the risks are also too high! Instead of
leveraging, we recommend you to start with a small amount
that you can invest for the long term.

Mistake
2

Owing too many
or too less
stocks in a portfolio. Imagine you own
50 stocks with equal weights in your

stock will have a minimal impact on
the overall portfolio performance. Even
multibagger stocks will be unable to push up the portfolio

only in XYZ sector or in just 2-4 stocks, and the sector
recently witnessed a few regulatory changes that led to the
fall in the prices of all the companies in that sector. Even
your stock saw a 40% fall. Isn’t that a huge risk? Or if one
of the 2-4 stocks experiences some turbulence, it is only
for you to guess the impact it would have on your overall
savings, investment & your future plans.
So, how many ideal stocks you should have in your
portfolio?
most part, the answer depends on the type of investor you
are, which again depends on:
• Investors’ investing knowledge
• Ability to take risks
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What should you do:
Empirically, it has been found that a portfolio of about 15-20
who have a basic understanding and are willing to spend
some time in research. Beyond this, it tends to become over-

advisor can guide you best on how many stocks you should
own based on your goals and risk appetite.

Don't Confuse
Price With Value
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Mistake
3

Caught up with
‘Breaking News’
We have over 400 news channels, one lakh
publications, mobile news apps, stock
ticker apps, and a lot more providing us
with non-stop information on everything
starting from the global economy to the
live prices of the stocks we own.

leading to confusion and chaos in the minds of an investor.

While on one side, we have investors who indulge in overanalysis, many investors under-analyze their investments.
about the debt levels of the company or the quality of the
management. Reliance Power, Unitech, Suzlon Energy,
classic examples of the much-hyped stocks that destroyed
over 90% of investors’ wealth. At one point of time, these
stocks were everywhere, regularly featuring in top gainers
and volume toppers, which attracted investors to them.
decision, which eventually results in huge losses.

applies here. Too much information at some point begins
investors are also subjected to a lot of biased or prejudiced

What should you do:

investments.
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Here are a few examples of the same:

Example

London-based Hinduja Group, South America’s Synergy
Group and a Dubai-based fund are the three potential
investors who want to make quick money before the news

Example

Another prime example is of Yes Bank, which has seen a
continous decline in share price from Rs. 393.20 in Aug
2018 to Rs. 39.55 on 14th Jan 2020, due to erosion of the
fundamentals. However, in the last 6 months, whenever
there is a news of fundraising by the bank, the stock price
sees a jump, attracting investors who are trapped when the
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In today’s world, where we are constantly bombarded with
information, it is for us to decide when to say “Enough!”
Deciding where to stop can be an arduous task. However,
here are a few ways to take the right investment decision:

2019 to Rs. 27.55 on 14th Feb 2020, despite the fact that
the airline has been in trouble for several months now.
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While investors who over-analyze their investments end
up missing out on investment opportunities, investors who
under-analyze end up with the wrong investments.

•

Focus on the facts

•

Exercise restrain & inculcate patience

•

Get expert advice

•

Focus on what really matters

•

Develop critical thinking skills

Mistake
4

Frequent buy and sell
Buy and hold sound businesses for the
long term is a classic and proven strategy
for wealth creation from equity markets.
Yet, many investors buy and sell stocks
frequently. And, in this process, these
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Compounding is one of the best ways to multiply wealth.
When we invest for the long term in good quality stocks,
the power of compounding works in our favour, whereas
frequent buying and selling mean losing out on the same.
According to Albert Einstein, considered as one the world’s
greatest genius “Compound interest is the eighth wonder of
the world. He who understands it, earns it - he who doesn’t
- pays it.”
Here is what Rs. 2,00,000 would grow into if invested for 3
years, 5 years & 10 years at various rates.
Magic Of Power Of Compounding
2,757,169

2,500,000

1,500,000

500,000

Most investors who buy and sell frequently look only
Surprisingly, brokerage and other charges such as stamp
duty charges, SEBI turnover tax, GST and STT are ignored

underperforming stocks and invest in stocks that have
high and selling low, the complete opposite of buy low and
sell high strategy to generate long-term results.
Biases such as recency bias, loss aversion bias, anchoring
wired in human’s response. To stay away from these biases,
to respond on the basis of these biases.
Here are three things you can do to avoid frequent
churning:

Be aware of your own behaviour

1,862,645

2,000,000

1,000,000

Buying and selling frequently
means higher brokerage charges
and taxes

considering the short-term capital gains tax, transaction
charges, brokerage, etc. Not that one should buy and forget,
the winning ingredient lies in rebalancing portfolio, only if
required.

The magic of the power of
compounding

3,000,000
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1,238,347.28
809,111.55
402,271
304,175

610,351
390,625

497,664
345,600

742,586
439,400

0
15%

20%
3 Year

25%
5 Year

30%

10 Year

and not to be taken otherwise.

compounding on your wealth. When you hold businesses
for the long term, your wealth multiplies with time as the
power of compounding kicks in.

For e.g., if you see a car going in a north direction, you’ll
continue to assume that it will continue to go in the
north. However, if the car goes in the south direction,
subconsciously you’ll believe that the car will continue the
route towards the south. Such beliefs lead toward wrong
investment decisions.

Don’t predict, rather prepare
Predicting the future triggers greed or fear, which again
leads to anxiety and impulsive decisions. Stop predicting
the future, stay in the present, and concentrate on what is
happening. Now this philosophy works everywhere - living
life happily or building wealth holistically.
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Don’t compare yourself with others
You may hear stories of quick returns from your friends,
neighbours or even colleagues, but hold on before you
compare your gains with others! Each investor has a unique
goal, risk appetite, investing style, investment horizon.
Patience is a big virtue, not just in the stock market, but
everywhere. Be it companies or investors, focusing on
short-term gains may deter your long-term results, thus
minimizing the returns and maximizing risks on your
portfolio.

Mistake
5

Think price is
everything
wheeler, four-wheeler manufacturers
discounts to their customers during the
festive times.

value of the brand or the quality of the product?
Many investors think that stock price is equal to the
value of the stock. But there’s a real demarcation between
current value and demand and supply of the stock. If more
investors are buying the stock, the stock price shall rise
and vice-a-versa. On the other hand, intrinsic value is a
metric used by value investors to analyze a business. While
investing, many investors believe, higher the price, higher
the value and lower the price, lower the value.
Shares cannot be tagged as cheap or expensive based on
their price.
As quoted by legendary investor Peter Lynch “Behind every
stock is a company. Find out what it’s doing”. What this
means is that the real reason to invest in a business should
be its fundamentals because only if the company does well,
the stock price will also do well.

should be valued based on their fundamentals such as:
•

Market share

•

Competitive advantage

•

Earnings (past, present, and, future projections)

•

Sales growth over time

•

Metrics such as P/E ratio, P/BV ratio, P/Sales ratio and
so on

•

Leadership team

Rather than judging a share by its price, it is imperative
to evaluate a stock by the quality of the company’s
factors making the headlines every day, which also
With this, there is a release of the company’s performance
reports on a quarterly, half-yearly or annual basis. In
the interim period, share prices can be very volatile, and
companies may become under-valued or over-valued.
this concept by saying that in the short term, the market is
and unpopular. But in the long term, the market is like a
weighing machine - assessing the substance of a company.
While investing, you become a part-owner of the business.
should not bother you.

What should you do:

correction in share prices in the short term. But in the long
run, quality stocks with strong fundamentals will triumph
over the negatives and emerge victoriously.
It is crucial to ignore red and green on stock market tickers
to succeed in the stock market. Yes, the colours red and
fundamentals is the king.
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Mistake
6

Not reading about
the businesses

What should you do:
Here, are simple steps to cultivate the habit of reading:
1.

Firstly, only invest in companies from sectors that you
the companies in the cement industry, ignore them.

“Reading is
essential for
those who seek
to rise above the
ordinary.”
- Jim Rohn

2.

Once you shortlist businesses within sectors that you
understand, spend some time understanding their
qualitative and quantitative strengths. If you’ve hired
an advisor, invest some time to read the research
reports.

3.

Read about the companies in your portfolio once a
the fundamentals of the businesses you own in your
portfolio.

A small activity:
Having talked about the 6 mistakes that you should avoid
mistakes you’ve made in your life. What if some magical
voice or wise man stopped you in time from committing
them? In case you have any interesting story on how you
overcame the mistakes committed or how you prevented
yourself from falling into the trap, do share with us and win
a chance to get your story featured in our next newsletter!
Email id: createwealth@researchandranking.com

Many investors think equities are risky, but the real risk
has delivered approx. 13-14% CAGR over the last 10 years,
irrespective of the temporary hiccups in the stock market.
With this, many businesses have grown 10-20-30 and even
50 times during this phase. But could everyone capitalize
on these wealth creation opportunities?
An investor who invested based on empirical evidence,
logic and fundamentals of the stock, made humongous
wealth. And to identify such high-quality businesses, one
must read a lot to understand the business model and
growth potential.
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