
Cycas Investment Advisors 
3rd Quarterly Letter, FY2024

Dear Investor, 

Introduction 
Almost like clockwork, tepid capital market performance in FY2024Q2 gave way to the upward volatility most 
of us have come to take for granted over the last several quarters. The shock of the Israel-Palestine war was 
quickly shrugged off by investors, as was the disruptions to Red Sea shipping channels by the terrorist Houthi 
group that started in November 2023. Both of these events are significant geopolitical developments that have 
the potential to cause further disruptions to global economies. That capital markets have determinedly taken 
these risks in their stride shows just how buoyant sentiment is, with key tailwinds being monetary policy and 
developments in the US tech sector. 

The trajectory of interest rates going in to 2024 has been a looming risk factor this past quarter. While bond 
investors on average have been pricing in relatively aggressive cuts to US interest rates this year, the Federal 
Reserve itself is still maintaining a cautious stance and has recently guided for fewer interest rate cuts than the 
six currently expected by investors. As it became more likely that interest rates will remain higher for longer, 
US 10-year bond yields edged higher, reaching a 17-year high of 5% in October, 

. Going in to 2024 there continues to be a risk that stubbornly high 
inflation is not being adequately priced in by markets. 

The see-sawing market movements that result from rapidly changing inflationary expectations colliding with a 
very dynamic economy represent a new economic paradigm that investors have to deal with. After more than 
10 years of consistently low interest rates that completely changed the structure of markets and shaped the 
behaviour of an entire generation of investors, we are seeing, in fits and starts, the return of broad based 
inflation and a historically ‘normal’ monetary policy. As has been Cycas’ refrain for much of 2023 - there will 
be volatility and there will be uncertainty as market participants struggle balancing broad top-down investing 
narratives shaped by monetary and fiscal policy with on-the-ground realities driving fundamental business 
performance.  

As an investor whose portfolio is being buffeted by this volatility, there is not a great deal that can be done. If 
the baseline volatility of markets increases without any commensurate change to the expected returns of  
investments, the best course of action would be behavioural. Most investors should revisit their risk profiles and 
existing investment strategies with the aim of lowering volatility by increasing allocations to less volatile 
assets, such as cash, fixed income, or private alternatives. For investors whose investment goals require 
achieving a targeted rate of return, such as institutions with liabilities or individuals investing for retirement, 
accepting the volatility to achieve their desired returns is the only option. There is no silver bullet. 

The importance of capital markets in individual life 
The rise of Indian retail investing through systematic investment plans is a mega-trend that has significantly 
changed the microstructure of Indian equity markets, and continues to have wide ranging ramifications for our 
socio-economic life. Indians that are starting SIPs now are investing just Rs.3000 per month on average; 
evidencing just how deep the penetration of capital markets has become. Anecdotal evidence too suggests that 
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Indians at all wealth levels are beginning to see the stock market as a way to save money for the long term, and 
not just speculate for short term profits.  

The media exaggerates this trend and parrots the narrative that sum of these robust SIPs inflows, around 
Rs.18,000Cr per month, provides a meaningful support to stock prices and is preventing a meaningful 
correction in the market. This is lazy logic as it does not recognise the difference between gross and net capital 
flows, and perhaps says more about the mutual fund selling machine than capital markets. For the first half of 
FY2024 gross SIP inflows were Rs.90,000Cr compared to net inflows of just Rs.38,000Cr. Net FPI inflows 
during this time was Rs.147,000Cr. It seems clear that the liquidity support by retail SIP flows has been grossly 
overstated. 

The evolving role of capital markets in the average Indians’ financial planning goals is much more significant 
than the price support SIP flows provide. As India’s financial inclusion grows and our labour forces organises, 
an increasing number of Indians are being forced to provide for their own retirement. The stock market is 
becoming the primary vehicle for retirement savings, gradually replacing defined benefit pension plans and 
alternative means of retirement planning (such as children). This type of ‘institutionalisation’ of the stock 
market in India draws parallels with the USA, one of the few developed countries where private retirement 
planning trumps public retirement planning (or the welfare state). The culture of investing for retirement has 
been deeply codified in US society with options like 401(k) plans, which India is now trying to emulate with 
the Employee Provident Fund and the National Pension Scheme. 

The development of this socio-economic phenomenon in India means that the smooth functioning of capital 
markets is now vital to India’s national interest. Subsequent governments will now have a political imperative 
to ensure that the stock market plays its role as a savings vehicle in our developing society. We speculate that 
this means that deep market crashes of perhaps 30% or more, or prolonged bear markets lasting several years 
that impair the public’s faith in markets will be unpalatable for any government, that will do its best to avoid 
such a scenario. A corollary of this theory is that governments will do what they can to ensure continued growth 
in the overall stock market, and the company earnings that support stock prices. We can hopefully continue to 
look forward to the development of India into a free market super power. 

Portfolio Performance 
Thanks to a general rise in all markets client portfolios have performed well this past quarter. As expectations 
of interest rates cuts strengthen, we will continue to see the return on cash-equivalent investments decrease 
relative to debt mutual funds. Equities were extremely rewarding in 2023, and it would be prudent to not to 
expect the same performance again in 2024.   

At the beginning of this year we conservatively anticipated that Indian equities would return high single-digit 
growth, or at the most low double-digit growth, aided in large part by the robust growth in earnings of large 
companies. This has largely been true, with earnings growth of around 10-15% for much of the corporate 
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sector. What we did not anticipate was the dramatic growth of small cap stocks; the index itself returned 50% in 
2023, and some small-cap funds even returned close to 100%. Cycas’ conservatism and unwillingness to 
speculate prevented us from advising clients to chase returns. The core foundations of our investment theses 
rest on fundamental factors, and current valuations. Because of the immense uncertainty involved in investing 
we do not give much thought to what sentiment may be in the future, and instead put our faith in the process of 
mean reversion. Our baseline assumption about future returns is that they will be similar to historical returns. 

Minimising volatility 
There are 2 significant risks that clients face today - impairment of capital, and volatility. Elevated asset prices 
mean that expected returns decrease, and in very frothy markets expected returns can become negative. If 
investments are made at such high valuations capital will be permanently lost. To safeguard against this 
possibility its essential to adopt an investment strategy that uses the value of assets as a key input; value 
investing is the strategy of ensuring that the price paid for an investment does not exceed its intrinsic value.  

Volatility by itself is not a risk, but it can encourage a certain type of investor behaviour that leads to permanent 
impairment of capital and is therefore something that Cycas, as an investment advisor, must also optimise for 
when providing advice. The effect on an investor’s psyche of seeing their supposedly prudently invested net-
worth swing by up to 1-2% per day can be harrowing. It is natural for most people faced with this kind of 
volatility to reach for the emergency exits, regardless of the expected return of their investment. This is how a 
temporary swing in market value of an investment, perhaps over days or months, can be ossified into a 
permanent loss of capital. Minimising the chance for this knee-jerk reaction, Cycas usually prioritises low 
volatility portfolio construction strategies. 

There are a few ways that we manage volatility: 
- We see investments as constituents of a broader portfolio. No investment is looked at in isolation, and its 

risk/return dynamics with the rest of the portfolio is a key determinant of whether or not an investment is 
made. Intelligent portfolio construction should result in a portfolio whose risk/reward characteristics are 
superior to any of the individual investments contained in it. The result of this process should be a low 
volatility portfolio. To this end we encourage clients to asses their total portfolios, as oppose to the 
performance of individual securities. 

- We are happy to give up some returns in exchange for lower volatilit  
 

. Sometimes ensuring financial objectives are met can 
be counter to maximising investment returns. 

- The underpinnings of Cycas investment strategy is to minimise risk. This means that we follow a ‘zero-
budgeting’ approach to risk taking. Any investment risk that we are exposed to will have to provide adequate 
compensation in the form of a risk premium. Whether we are evaluating direct investments in listed 
companies or private startups, or indirect investments into mutual funds or hedge funds, risks that 
accompany these investments have to provide a more than commensurate return. 

Conclusion 
The last several quarters in the markets have been very volatile. The S&P500 is likely to finally reach an all-
time-high after almost 2 years, and India’s Nifty index continue to bubble up with regular drawdowns of 
5-10%. As a capital allocator this volatility has been challenging, and has forced those in the industry to earn 
their keep. In these letters I have attempted to constantly reiterate that the high interest rate regime we are now 
in will change the behaviour of market participants as a whole, increasing the volatility of asset prices as 
interest rates became an important risk factor. 
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Enduring changes to the geo-political environment, especially in 2024, will also increase market volatility. We 
will see the USA and India go to polls, with the American election race much more uncertain than India’s, and 
the continued simmering of geopolitical tensions between the West and the Sino-Russian axis. Just as with 
soon-to-be restrictive monetary policy back in 2022, markets once again appear alarmingly complacent to the 
political uncertainty we face this year.  

Asset allocation and rebalancing are becoming much more important as asset class valuations deviate from 
their fair value, providing disciplined investors opportunities to buy into high quality assets at low prices, and 
sell inferior investments to the market at high prices. To avoid permanently impairing their capital base, 
investors need to be aware that volatility by itself does not affect the intrinsic value of investments. If the Nifty 
corrects by 20%, it would scarcely imply that India’s long term future has dimmed. We must be skeptical of all 
the we are told and of all that we are shown, but not pessimistic about the future. Being optimistic about the 
future, and betting on human ingenuity to combat the problems of our day has also had a higher return on 
investment. 

Ajay Sharma, CFA 
Founder & CIO 
Cycas Investment Advisors 

 
About Cycas Investment Advisors 
Cycas Investment Advisors is a SEBI registered investment advisory firm 
(INA200013017) that offers clients wealth management solutions, that include 
portfolio advisory and tax planning services. Independent advice and a fiduciary 
responsibility to clients are the core tenants of Cycas’ offerings. Risk and return, 
and their interactions, are thought of at the portfolio level and a broad asset 
allocation is used to achieve client-specific objectives. 
Cycas Investment Advisors strictly adheres to the CFA Institute Code of Ethics and 
Standards of Professional Conduct. 
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DISCLAIMER  

The views presented are as of the date published. They are for information purposes only and should not be 
used or construed as an offer to sell, a solicitation of an offer to buy, or a recommendation to buy, sell or hold 
any security, investment strategy or market sector. No forecasts can be guaranteed. Opinions and examples are 
meant as an illustration of broader themes, are not an indication of trading intent, and are subject to change at 
any time due to changes in market or economic conditions. There is no guarantee that the information supplied 
is accurate, complete, or timely, nor are there any warranties with regards to the results obtained from its use. 
It is not intended to indicate or imply that any illustration/example mentioned is now or was ever held in any 
Cycas Investment Advisors portfolio. Past performance is no guarantee of future results. Investing involves risk, 
including the possible loss of principal and fluctuation of value.  

In accordance with the Fair Dealing ethical standard, all existing clients will receive this letter one week before 
prospective clients and other third parties. 

Cycas Investment Advisors ©  
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