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A Rational Analysis of the Sensex for the Year ended December 2015:
In our January Sensex Rational Analysis report we had concluded that considering the weak earnings
momentum, SENSEX would remain range bound around the mid band of our December 2015 valuation
range ~27,500. As we write this report, Sensex is quoting around 27,800.
Fundamental Valuation:
Using our various valuation approaches we estimate the Fundamental Value of the Sensex for Calendar
year 2015 as follows:
Sensex Valuation
Historical
DCF
+1/-1 SD PE Band
Average

LOW
21,028
20,414
20,741
20,728

HIGH
33,345
34,185
35,394
34,308

Sensex Valuation range for CY 2015: 21,000 – 34,000.
Sensex and Valuation Range

Sensex

20000

Close

Low End

High End

Jun-15

Jun-14

Jun-13

Jun-12

Jun-11

Jun-10

Jun-09

Jun-08

Jun-07

Jun-06

Jun-05

Jun-04

Jun-03

Jun-02

Jun-01

Jun-00

Jun-99

Jun-98

Jun-97

Jun-96

Jun-95

2000

Mid Band

The valuation bands that we apply for companies or the way we have applied the valuation bands for
SENSEX incorporate barometers of expectations and sentiment. For example when the SENSEX is
quoting around the higher end of the valuation range (Red Line), essentially the best case scenario is
priced in, whereas at the lower end of the valuation (Green line) worst case would be priced in. Thus, if
corporate earnings are showing healthy growth and are meeting the expectations, SENSEX would ideally
trade around the higher end of the valuation range. In our January report we showed that corporate
earnings were not doing well. The best case scenario in such an environment in a rationally priced
market ought to be the Midband of the valuation range (Grey dotted line).
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SENSEX EPS Broker Consensus FY16 Estimate
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Positive sentiment, high expectations of a
recovery in the economy and thus corporate
earnings, had driven last year’s rally and
helped Sensex move close to 30,000 in the
current year. But as the ground reality did not
change and corporate earnings deteriorated,
optimistic expectations were cut down by
market participants as seen in the adjoining
chart. Thus expectations have certainly
corrected for the current year and thus
SENSEX has also pulled back to midband after
making a high of ~30,000. Unless there is a
sharp recovery in corporate earnings, SENSEX
should continue to be range bound around
midband which is 27,500.

Technical Analysis:
Technically the SENSEX is ambiguously placed currently. The chart looks neutral as compared to 6
months back when it looked extremely strong. It could even be a potential negative formation-what we
term as a “Setup 2”- which would indicate forthcoming weakness. But currently the technical chart is
not indicating a clear direction. Thus market participants seem to be awaiting a trigger for the next
directional move- either up or down.
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Quantitative Analysis:

In our January report we had mentioned that considering earnings momentum and the global macro
environment in general we would assign a high probability of the SENSEX moving along trend rather
than moving higher. We continue with the same thesis and expect SENSEX to move along with trend at
least for the next six months unless one sees any major change on the corporate profits front.
Behavioral Analysis:
Our sentiment indicators are not highlighting excessive optimism, but significant overvaluation in the
High Quality space was indicating risk appetite was certainly elevated.
Historical High Quality PE Ratio
90
80
70
60
50
40
30

20
10

HQ PE

Average

+1 SD

+2 SD

-1 SD

Jun-15

Jun-14

Jun-13

Jun-12

Jun-11

Jun-10

Jun-09

Jun-08

Jun-07

Jun-06

Jun-05

Jun-04

Jun-03

Jun-02

Jun-01

Jun-00

Jun-99

Jun-98

Jun-97

Jun-96

Jun-95

Jun-94

0

-2 SD

Page 3 of 5
Prepared for Restricted Circulation
Regd. Office: 3rd Floor, Trade Centre, North Main Road, Koregaon Park, Pune – 411001, Tel. +91 20 66033141/2, www.multi-act.com

Multi-Act Equity Consultancy Pvt. Ltd.

10th floor, The Ruby Tower, 29 Senapati Bapat Marg, Dadar (W),
Mumbai- 400028,
Tel +9122 61408989
www.multi-act.com

Another interesting indicator of sentiment is
the amount of money flowing into Equity
8,000
mutual funds which indicates the extent of
7,000
retail participation. In the adjacent chart you
6,000
can see that the average 12 monthly inflows
5,000
4,000
into equity mutual funds has touched an all3,000
time high of ~ 7,000 Crores. This is certainly
2,000
indicating increasing risk appetite amongst
1,000
retail participants. What we have also
(1,000)
observed is that around half of the money
(2,000)
seems to be entering funds focused on the mid
(3,000)
and small capitalization companies, which is
higher than the historical average, where funds
focused on large caps used to get maximum
share of inflows. This has led to overvaluation in the mid and small cap space, especially on the High
Quality side.
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Thus from a behavioural standpoint, risk appetite seems to have increased further with very high
participation of retail and that too in the mid & small cap space. A complete contrast to the
circumstances in August/September 2013! And even though there has been a minor correction in the
High Quality PE ratio, valuation continues to remain close to + 2SD.
Prospective Return of Constituents:
Based on our rational analysis framework (fundamental, technical, quantitative & behavioral) we arrive
at a best case and worst case prospective return estimate for individual stocks. Using the Sensex
constituent and their weights we can arrive at the prospective return for the Sensex as well. Based on
the prospective return of individual constituents, the best upside case for Sensex seems to be ~3.9% (or
28,900) while the worst case downside is estimated at -21% (or ~21,900) with an average estimate of 8.6% (or 25,400).
Conclusion:
We reaffirm our conclusion as per the last Sensex analysis report that the market should consolidate
around 27,500 which is the mid-band of our valuation range and is also close to the “end of year”
estimate of our trend (27,400) of the Sensex quantitative analysis. Thus from a fundamental (SENSEX
valuation range) and Quantitative (Sensex Trend) analysis, the prospective return of the Sensex for CY15
from the current level is slightly negative. Technical position has turned neutral and needs to be
monitored, as any further weakness could lead to persistent weakness. Behavioural analysis is
indicating increased risk appetite amongst retail participants as observed by the high fund flows in the
equity mutual funds, especially in the mid and small cap space. As long as this sentiment remains the
SENSEX can certainly sustain at midband, but if there is price erosion with such elevated sentiment,
flows could be a negative catalyst.
A sharp recovery in corporate earnings could conversely lead to an upside of ~34,000 (Higher end of
valuation). On the downside we feel there is a strong technical support at around 21,000 which should
act as a bottom in the worst case.
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Regards
Rohan Samant
Assistant Portfolio Manager
Statutory Details: Portfolio Manager – Multi-Act Equity Consultancy Private Limited
Disclaimer
This document has been solely prepared for educational and illustrative purposes. The information contained herein does not
constitute any guidelines or recommendations on any course of action to be followed by the investor.
The information is prepared on the basis of publicly available information, internally developed data and other sources
believed to be reliable. Multi-Act Equity Consultancy Private Limited (MAECL) does not solicit any course of action based on
the information provided by it and the investor is advised to exercise independent judgment and act upon the same based on
its/his/her sole discretion based on their own investigations and risk-reward preferences.
The information is meant for general reading purpose and is not meant to serve as a professional guide.
MAECL, its associates or any of their respective directors, employees, affiliates or representatives do not assume any
responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such information and consequently are
not liable for any decisions taken based on the same. This information is not intended to be an offer or solicitation for the
purchase or sale of any security or financial product.
MAECL is not responsible for any error or inaccuracy or any losses suffered on account of any information contained in this
document. Neither MAECL nor any of its associates, directors, employees, affiliates or representatives shall be liable for any
direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way
from the information provided by it.
The contents herein – information or views – do not amount to distribution, guidelines, an offer or solicitation of any offer to
buy or sell any securities or financial instruments, directly or indirectly, in the United States of America (US), in Canada, in
jurisdictions where such distribution or offer is not authorized and in FATF non-compliant jurisdiction and are particularly not
for US persons (being persons resident in the US, corporations, partnerships or other entities created or organized in or under
the laws of the US or any person falling within the definition of the term “US person” under Regulation S promulgated under
the US Securities Act of 1933, as amended) and persons of Canada.

Risk factors
General risk factors
a. Securities investments are subject to market risks and there is no assurance or guarantee that the objective of the investments
will be achieved.
b. Past performance of the Portfolio Manager or its affiliates does not indicate its future performance.
c. Investors are not being offered any guaranteed or assured returns i.e., either of principal or appreciation on the Portfolio.
d. As with any investment in securities, value of the Client’s Portfolio can go up or down depending on the factors and forces
affecting the capital market.
e. External risks such as war, natural calamities, and policy changes of local / international markets may affect stock markets.
f. The Portfolio Manager has renewed SEBI PMS registration effective October 14, 2014 and has commenced its portfolio
management activities with effect from January 2011. However the Portfolio Manager has more than 10 years of experience in
managing its own funds invested in the domestic market.
g. The contents herein – information or views – do not amount to distribution, guidelines, an offer or solicitation of any offer
to buy or sell any securities or financial instruments, directly or indirectly, in the United States of America (US), in Canada, in
jurisdictions where such distribution or offer is not authorized and in FATF non-compliant jurisdiction and are particularly not
for US persons (being persons resident in the US, corporations, partnerships or other entities created or organized in or under
the laws of the US or any person falling within the definition of the term “US person” under Regulation S promulgated under
the US Securities Act of 1933, as amended) and persons of Canada.
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