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“Maybe, this time is different!” is what the market seems to be building in.
On 5-year rolling returns calculated since its inception, the BSE Small-cap
Index’s returns have been higher than the current observation on only 1 of 10
occasions. With the market run-up, retail wealth (direct + through mutual funds)
has risen to unprecedented highs. While the “green shoots” that triggered the
current rally have reversed, the appetite to add more small-cap stocks hasn't.
Events that haven't happened before are happening all the time now. So maybe
this time it IS different; but, markets are pricing that in very well!

March 2024: a tale of two halves

Inally; it was happening! The long
F awaited correction, that is. In the first

15 days of March 2024, while the
Nifty corrected under 3%, BSE Smallcap
Index fell over 10%. Notably, 80% of small-
cap stocks retreated by more than 10%
from their 52-week highs, with over 40% of
microcaps plunging by more than 30%.

A little bit more, one hoped; but, that wasn't
to be. Turns out, March decided toend on a
brighter note. By the end of the month, the
Small Cap Index saw only a 5% decrease,
and surprise, surprise, the Nifty actually
ended up 2%.

Market participants were definitely
cheering as fiscal 2024 came to a close. The
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Nifty wrapped up with 29% returns, and the
BSE Small Cap Index delivered 60% returns.
Quite the reason to celebrate!

Unchartered waters

We would be remiss in our duties if we
don't bring it to attention that empirically,
on only 1in 10 occasions have the 5-year
rolling BSE small cap returns,and on3in 10
occasions have the 5-year rolling BSE 500
Index returns been higher than what they
currently are. Markets are boldly navigating
into unchartered waters.

This is especially noteworthy, particularly
given that the events that triggered the
rally in November 2023 have receded.

In November 2023, it seemed that the
Federal Reserve would pivot sooner than



anticipated, prompting markets to factor in seven rate cuts for CY2024. Expectations have
since adjusted to a more realistic outlook. Presently, rate expectations across various durations
exceed those of November. Please refer to Exhibit 1for further details.

Exhibit 1: US rate estimates - now versus November 2023

Implied rates

In the month of Dec-23 Jan-24 Mar-24 May-24 Jun-24 Jul-24 Sep-24 Nov-24 Dec-24 Jan-25
Nov-23 5.33 5.33 5.27 5.15 5.01 4.87 4.72 4.58 4.44 4.30
Dec-23 5.30 5.14 4.92 4.70 4.49 4.27 4.08 3.91 3.75
Jan-24 5.32 5.14 4.86 4.54 4.30 3.99 3.87 3.76 3.53
Feb-24 5.29 5.22 5.05 4.89 4.69 4.54 4.37 4.22
Mar-24 5.31 5.17 5.07 4.90 4.80 4.62 4.52
Rate estimate (Mar-24

vs. Nov-23) Higher Higher Higher Higher Higher Higher Higher

Source: Bloomberg

Secondly, in December 2023, the BIP secured victories in three state elections. This led the
market to perceive the likelihood of a third term for the BIP-led government as rising from
zero to 100%. However, we maintained our stance that the market had already priced in a
continuation of the policy stance at the centre prior to the state election results. In our March
2024 webinar, we covered a lot of ground. If you missed it, you can catch a recap here.

Driven by retail flows

The robust rally in small and micro-caps can be attributed to significant inflows from retail
investors. With the markets witnessing a notable uptrend, these investors have encountered
an unprecedented wealth effect. As a result, many new investors are allocating additional
funds to small-cap funds, evidenced by a fourfold increase in the number of folios in less than
three years. For further details, please refer to Exhibits 2 and 3.

Exhibit 2: rising share of SMID market-cap
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Exhibit 3: Rise in no of folios in small-cap funds
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Volume issues

Everything seems smooth sailing until the markets hit a correction. That's when the liquidity
seemingly evaporates. What once appeared as a promising investment during bullish phases
can suddenly become unmarketable in bearish conditions. We've seen this scenario play out
before. Exhibit 4 has details.

Exhibit 4: change in volumes during a bear market compared to bull markets

Change in volumes
CY18 over CY17

Large caps Mid caps Small caps Micro caps

40%

50%

But, is there any correction looming on the horizon? As we've mentioned in previous
factsheets, the cause often becomes evident only in hindsight, and by then, stock corrections
can be quite severe. While our previous factsheets have contained extensive data, for brevity's
sake, we've opted not to reproduce the charts here. However, you can always click this link to
access and review them.


https://www.buoyantcap.com/our-factsheets/

Miniscule assumption changes

This phenomenon occurs because, in a bullish market, we tend to make assumptions that we
later regret during a bearish market. Exhibit 5 provides insights into how minor changes in
assumptions can result in significant returns over an extended period.

Exhibit 5: small change in assumptions leading to large changes in output

First Next Output
decade decade Terminal - - - .
Volume growth (%) 15.0% 10.0% 3.0% Paid higher PER (35X instead of 26X justified) due to market exuberance
Price growth (%) 3.0% 2.0% 1.0% | 5-year absolute return assuming normalization of PER
EBITDA margins (%) 18.0% 17.0% 15.0%
. Lower Lower next
Terminal growth (%) 4.0% X
terminal Lower decade
0, 0, 0, 0,
Taxes (%) 25.0% 25.0% 25.0% Investment returns (%) growth asset turns growth
Discount rate (%) 12.5% 11.5% 10.5%
Asset turns (X) 1.00 -10% v x, x
Depreciation rate (%) 5.0% x J x
-5%
-329% \/ ‘\/ \/

Notes:
(a) Lower terminal growth assumed at 2% instead of 4% in base case
(b) Lower asset turns assumed at 0.9X instead of 1X in base case

(c) Lower decade growth assumed at 7.5% instead of 10% in base case

If you find yourself thinking, '"This seems pretty basic— who makes these naive mistakes
anyway?" consider whether we truly possess the capability to accurately forecast the terminal
value of a business, such as BHEL, twenty years from now!

So, how are we approaching it?

s we construct portfolios for newly opened accounts, we're consistently lowering the

portfolio's beta while gradually increasing exposure to large-cap stocks. While there's a

possibility that things might be different this time, the market seems adequately
priced for such adjustments.

Just like Vern Gosdin famously sang "This Ain't My First Rodeo" in 1990, at Buoyant, we've
encountered similar situations before. Exhibit 6 outlines how we've effectively managed
portfolio risk in previous cycles, while Exhibit 7 demonstrates how we've tactically adjusted
portfolio risk, even during defensive cycles, to capitalize on small-cap rallies.

Exhibit 6 and 7: Change in beta across, and within cycles
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Finally, our exposure to small and mid-caps remains lower, while our positioning in the Core
vertical remains elevated, as depicted in Exhibit 8 below.

Exhibit 8
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Sectoral allocation Core vs. Satellite / Market-cap

Banking Core (incl. cash)
Insurance Satellite
Automobiles Cyclicals
Health Care Turnaround
Telecom Value
Industrials

Chemicals

NBFC

FMCG

Information Technology

Media

Retail

Materials

Miscellaneous Large Cap and cash
Others Mid Cap

Cash and equivalents Small Cap
Returns

For Fiscal 2024, the Buoyant portfolio achieved a 43% return compared to the BSE 500 Total
Returns Index of 40%. In compliance with SEBI regulations, Buoyant returns are calculated
post fees and expenses. The performance chart is presented below.

External publications rate the Buoyant portfolio as a top quartile fund across longer periods (3
years, 5 years and 7 years). However, our primary objective is not to generate the highest
possible returns. We rather seek to generate superior risk-adjusted returns across market
cycles. One part of that product promise is risk-adjusted returns, and as is evident from the
table below, as the markets have risen, we have reduced the risk in the portfolio (to 0.6X as
measured by beta). The second part of the product promise is across market cycles. The
Buoyant portfolio outperformed when the markets have risen sharply post-COVID. We intend
to keep this up should the markets correct in the ensuing cycle.



Relative performance

Buoyant BSE500 BSE100 Nifty

Since inception (Jun 16 till date) 22.2% 16.4% 15.6% 15.1%
5years 22.4% 17.4% 16.1% 15.3%
3years 29.4% 19.3% 17.7% 16.3%
2 years 23.2% 17.8% 16.3% 14.4%
Past year 42.6% 40.2% 34.2% 30.1%
Past month -1.8% 0.9% 1.6% 1.6%

Note: BSE500, BSE100 and Nifty returns include dividends. More than one year returns are annualized.
Buoyant returns are post fees and expenses. Source: Bloomberg

Since inception returns (%)

381%

250% —_— 228% 212% 201%

Buoyant Portfolio BSES00 TRIndex BSE100 TR Index Nifty TR Index

Risk metrics
1-yr 2-yr 3-yr

Sharpe ratio (X) 33 1.1 1.5
Information ratio (X) 03 0.7 1.0
Standard deviation (%) 10.6 14.2 15.2
Beta (X) 0.6 0.9 0.9

Sortino (X) 13.3 2.4 3.0




Blogs and Media

Our recent blogs and media appearances

e Ten-billion-dollar lesson — The Economic Times 22 February 2024

e Habit loop — Moneycontrol 15 January 2024

e Small cap cycles — Moneycontrol 15 November 2023

e Privileging the hypothesis — Moneycontrol 5 September 2023

e Credit cards — Moneycontrol 18 July 2023

e Junk bonds and market cycles — The Economic Times 26 Jun 2023
e Network effects: a double-edged sword — Moneycontrol 12 Jun 2023

Media Appearances

e Jigar Mistry (CNBC TV18) 13 March 2024

e Jigar Mistry (CNBC TV18) 2 March 2024

e Jigar Mistry (ET Now) 1 March 2024

e Jigar Mistry (CNBC TVI8) 29 February 2024

e Jigar Mistry (ET Now) 28 February 2024

e Jigar Mistry (CNBC TV18) 11 December 2023
(
(
(

e Jigar Mistry (CNBC TVI18) 16 November 2023
e Jigar Mistry (CNBC TVI8) 8 November 2023

e Jigar Mistry (ET Now) 9 October 2023

e Jigar Mistry (CNBC TVI8) 29 September 2023
e Viral Berawala (ET Now) 12 September 2023

e Jigar Mistry (CNBC TVI8) 1September 2023

e Jigar Mistry (CNBC TVI8) 1August 2023



http://tinyurl.com/mw37az7j
https://www.buoyantcap.com/blog/habit-loop/
https://www.moneycontrol.com/news/opinion/smallcap-cycles-simultaneously-brilliant-and-vicious-11741141.html
https://www.buoyantcap.com/blog/privileging-the-hypothesis/
https://www.buoyantcap.com/blog/credit-cards/
https://economictimes.indiatimes.com/markets/stocks/news/junk-bonds-and-market-cycles-lessons-for-todays-investors/articleshow/101279193.cms
https://www.moneycontrol.com/news/opinion/network-effects-iex-a-double-edged-sword-in-regulated-markets-10779821.html
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https://buoyantcap-my.sharepoint.com/personal/jigar_buoyantcap_com/Documents/Desktop/BiS
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https://www.buoyantcap.com/news-resources/media/english/jigar-mistry-in-conversation-with-et-now-9/
https://www.buoyantcap.com/news-resources/media/english/jigar-mistry-in-conversation-with-cnbc-tv/
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ABOUT US

Buoyant Capital Pvt Ltd (“the PM") is registered as a
Portfolio Manager with SEBI under SEBI (Portfolio
Managers) Regulations, 2020 as amended from time
to time and the Circulars and Guidelines issued there
under from time to time, vide SEBI Reg. No.
INPOOOOO5000 and as an Investment Advisor under
SEBI (Investment Advisors) Regulations, 2013 as
amended from time to time and the Circulars and
Guidelines issued there under from time to time vide
SEBI Reg. No.: INAOOOO016995 and as the Sponsor and
Manager of the Buoyant Capital AIF (a Category llI
AlIF) under SEBI (Alternative Investment Funds)
Regulations, 2012 as amended from time to time and
the Circulars and Guidelines issued there under from
time to time vide SEBI Reg. No.: INAIF322231125.

DISCLAIMER & DISCLOSURES

This document confidential and is intended only for
the personal use of  the prospective
investors/contributors (herein after referred as the
Clients) to whom it is addressed or delivered and
must not be reproduced or redistributed in any form
to any other person without prior written consent of
the PM. This document does not purport to be all-
inclusive, nor does it contain all of the information
which a prospective investor may desire. This
document is neither approved, certified nor are its
contents verified by SEBI The PM retains all the
rights in relation to all information contained in the
document(s) and to update the same periodically (or
otherwise) from time to time. The document is
provided on a personal/confidential and Private
Placement basis. The document is neither a general
offer nor solicitation to avail any service offered by the
PM (a SEBI Registered Intermediary) nor is it an offer
to sell or a generally solicit an offer to become an
investor in the services offered by the PM. The
delivery of this document at any time does not imply
that the information herein is correct as of any time
subsequent to its date of publishing. The contents of
this document are provisional and may be subject to
change. In the preparation of the material contained
in this document, the PM has used information that
is publicly available, certain research reports
including information developed in-house. The PM
warrants that the contents of this document are true
to the best of its knowledge. However, the PM
assumes no liability for the relevance, accuracy or
completeness of the contents herein.

The PM declares that the data and analysis provided
shall be for informational purposes. The information
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contained in the analysis shall been obtained from
various sources and reasonable care would be taken
to ensure sources of data to be accurate and reliable.
The PM will not be responsible for any error or
omission in the data or for any losses suffered on
account of information contained in the analysis.
While the PM will take due care to ensure that all
information provided is accurate, the PM neither
guarantees/warrants the sequence, accuracy,
completeness, or timeliness of the report. Neither the
PM nor its affiliates or their partners, directors,
employees, agents, or representatives, shall be
responsible or liable in any manner, directly or
indirectly, for views or opinions expressed in this
analysis or the contents or any systemic errors or
discrepancies or for any decisions or actions taken in
reliance on the analysis.

The PM does not take any responsibility for any
clerical, computational, systemic, or other errors in
comparison analysis. There can be no assurance that
future results, performance, or events will be
consistent with the information provided in this
document and the past performance of the Portfolio
Strategies described herein, if any, is not a guarantee
or assurance for future performance. Any decision or
action taken by the recipient of the document based
on this information shall be solely and entirely at the
risk of the recipient of the document. The distribution
of this information in some jurisdictions may be
restricted and/or prohibited by law, and persons into
whose possession this information comes should
inform themselves about such restriction and/or
prohibition and observe any such restrictions and/or
prohibition. Unauthorized disclosure, use,
publication, dissemination or copying (either whole
or partial) of this information, is prohibited.

The PM shall not treat the recipient/user of this
document as a client by virtue of his receiving/using
the contents of the document in full or part. Neither
the PM nor its affiliates, directors, partners,
employees, agents, or representatives, shall be
responsible or liable in any manner, directly or
indirectly, for the contents or any errors or
discrepancies herein or for any decisions or actions
taken in reliance on the information in the
document.

The person accessing this information specifically
agrees to exempt/absolve the PM or any of its
affiliates or employees from, any and all
responsibility/ liability arising from such
misuse/improper/ illegal use and agrees not to hold
the PM or any of its affiliates or employees
responsible for any such misuse/improper/illegal use


http://buoyantcap.com/
mailto:compliance@buoyantcap.com
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and further agrees to hold the PM or any of its
affiliates or employees free and harmless from all
losses, costs, damages, expenses that may be
suffered by the person accessing this information
due to any errors and delays. The PM (including its
affiliates) and any of its Partners, officers, employees,
and other personnel will not accept any liability, loss,
damage of any nature, including but not limited to
direct, indirect, punitive, special, exemplary,
consequential, as also any loss of profit in any way
arising from the use of this document or any
information in any manner whatsoever.

This document may include certain forward-looking
words, statements and scenario which contain
words or phrases such as “believe’, “expect’,

nou noous nou

“anticipate”, “estimate”, “intend”, “plan”, “objective”,
“goal”, “project”, “endeavor” and similar expressions
or variations of such expressions that are forward-
looking statements, words, and scenario. Actual
outcomes may differ materially from those
suggested by the forward-looking statements due to

risks, uncertainties, or assumptions.

The PM takes no responsibility for updating any
data/information. This document cannot be copied,
reproduced, in whole or in part or otherwise
distributed without prior written approval of the PM.
Prospective investors/clients are advised to review
this Document, the Private Placement
Memorandum / Disclosure Document, the
Contribution Agreement / Client Agreement,
representations and presentation(s) and other
related documents carefully and in its entirety and
seek clarification wherever required from the SEBI
Registered Intermediary/PM.

Prospective investors should make an independent
assessment, consult their own counsel, business
advisor and tax advisor as to legal, business and tax
related matters concerning this document and other
related documents before investing with/through
the PM.

The information contained in this document has
been prepared for general guidance and does not
constitute a professional advice/assurance and no
person should act upon any information contained
herein without obtaining specific professional
advice/Assurance. Neither the PM nor its Affiliates or
advisors would be held responsible for any reliance

placed on the content of this document or for any
decision based on it.

Each existing/prospective client, by accepting
delivery of this document, agrees to the foregoing.
The Investment portfolio is subject to several risk
factors including but not limited to political, legal,
social, economic, and overall market risks. The
recipient alone shall be fully responsible/ are liable for
any decision taken based on this document.

The PM, its partners, employees, PMS clients, AlF
schemes, Advisory clients may have existing
exposure to the stocks that form part of the PMS
portfolio/Advisory portfolio. Further, in view of the
investment objective/strategy of the PMS/Advisory
there may be situations where the PM may be selling
a stock which is part of the PMS portfolio/Advisory
portfolio scheme/AlIF Portfolio scheme, as the case
may be. The PM (including its affiliates) may offer
services in nature of advisory, consultancy, portfolio
management, sponsorship of funds, investment
management of funds which may conflict with each
other.

The PM operates from within India and is subject to
Indian laws and any dispute shall be resolved in the
courts of Mumbai, Maharashtra only.

In the United Kingdom this document is only made
available to, and directed at, (a) investment
professionals falling within Article 19(1) of the United
Kingdom Financial Services and Markets Act 2000
(Financial Promotion) Order 2005, as amended (the
"Order"), (b) high net worth entities falling within
Article 49(1) of the Order, and (c) other persons to
whom it may otherwise lawfully be communicated.

Buoyant Capital Private Limited ("BCPL") is also an
investment adviser registered with the U.S. Securities
and Exchange Commission (the "SEC") under
Section 203 of the Investment Advisers Act of 1940, as
amended (the "Advisers Act"). Our CRD number is
327612 and SEC File number is 801-129223. The
regulatory disclosures and brochure are available at
https://adviserinfo.sec.gov/firm/summary/327612

SEBI-related regulatory disclosures & disclaimers are
available here.
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