
	   	   	  

                        

SENSEX @ 20,000 
Investors @ Crossroads 

 

 

Where do you think we are? 

 

 

 

 

          

 



	   	   	  

 

TABLE OF CONTENTS 

 

 

Description           Page No.  

1. Questions Galore       03 
2. Evolution & Composition of SENSEX   04 
3. Earnings & Growth of SENSEX    05 
4. The GDP Factor & Earnings     09 
5. Earnings-Sales Divergence     10 
6. Broader Markets       11 
7. Your Portfolio Performance     13 
8. Investor Psychology       15 
9. Judge-Decide-Act       16 

 



	   	   	  

 

1. Questions Galore 
 

As an investor, you would have observed the SENSEX reaching the 20,000 level and is 
close to historic peak. 
 
If you had invested when SENSEX reached its peak previously, it is possible that your 
portfolio may have not provided good returns or worse, it might be in the NEGATIVE 
territory.  
 
If you are considering to invest now, would you wait for the price to go lower or jump 
and buy? 
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2. Evolution & Composition of SENSEX 
Sensex, as any other index, is nothing but a collection of stocks of companies, about 30 
in number. 
 
Sensex since its inception from a base of 100 in April 1979 has reached many 
milestones like 1000 in 1990, 5000 in 1999, 10000 in Feb 2006 and 20000 in Nov 2007.  
 
Net profits of companies grow as they expand over time, their value increases due to 
accumulated profits and hence share price and hence index that has them.  
 
During 90’s 5000 was considered a peak based on then prevailing earnings of 
underlying companies and middle of last decade 10000 appeared to be a peak. As 
earnings grew substantially thereafter, 20000 were possible.  
 
The correct way to look at Sensex is in relation to earnings, expressed as PE ratio 
instead of an absolute number. Do you ask why Infosys is expensive at Rs.2700, Wipro 
being at Rs.400 when you know Infosys is earning about Rs.150 per share whereas 
Wipro is earning about Rs.25 per share. PE multiple explains the price difference. 
 
The table below depicts Earnings growth as SENSEX reached new high   
          
 

Date Sensex EPS * PE ** 
25-Jul-90 1001 54 18.5 

29-Feb-92 3000 129 23.3 
11-Oct-99 5000 278 18.0 
7-Feb-06 10000 523 19.1 
6-Jul-07 15000 718 20.9 

11-Dec-07 20000 833 24.0 
15-Jul-13 20034 1350 14.8 

     
*   Represents the Weighted Average Forward Earnings of SENSEX Companies 
**  Represents the Price Earning of SENSEX i.e (SENSEX / EPS)  
 
 
 
 
 
 
 
 
 
 
 
 



	   	   	  

3. Earnings & Growth of SENSEX 
 
WHAT TO KNOW & EXPECT? 
 
Since inception and from 1993, SENSEX has delivered returns of about 15% p.a. 
During the same period the Earnings of underlying companies which constitute 
SENSEX, has also grown in the same range of 15% p.a. 
 
In the long term, growth in market price of a stock will equal growth rate of its Earnings. 
However in the short term, there would be frequent imbalance between these two 
variables, resulting in Stock Price being either Higher or Lower to the Actual Earnings. 
The short term divergence between stock price and underlying earnings is caused by 
various factors like liquidity, political uncertainty, global perceptions etc. 
 
Similarly, the Price Earning average of SENSEX over the last 10 Years period has been 
around 15, with the normal range being 14 to 18. During Bull Market Phase PE crossed 
18 and in Bear Market Phase PE fell below 14.  
 
          

 
 

 
EARNINGS GROWTH OF SENSEX COMPANIES 
 
From 2003-2008 @ 25% p.a  (Rs 100 in 2003 became Rs 400 in 2008)  
From 2008-2013 @ 7% p.a  (Rs 100 in 2008 became Rs 150 in 2013) 
 
Annual change of 18% in earnings growth over two 5 year periods impacted Earnings by 167%. 
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The long term earning of SENSEX has been at 15% p.a.   
             

 
The earnings growth which was initially expected to grow 15% in FY14 is currently 
expected to grow only 10%, that too in the second half. The long awaited earnings 
growth to long term mean of 15% could take many more quarters to materialize. 
However, instead of reviewing performance each quarter, if your investment time span 
is longer (say, 3+ years), the impending revival of earnings a few quarters away should 
be considered a good sign and to be seen as an opportunity to BUY and not SELL. 
 
What would cause the current Earnings growth of 7% p.a to move towards long term 
average of 15%p.a? 
 

a) Depreciation – Lower capacity additions and sustained demand growth has 
resulted in improvement in better capacity utilization. Lower Depreciation and 
Interest Costs. 

b) Interest - Till 2011, RBI increased the interest rate 11 times to battle inflation, 
hurting growth. Since September 2012, when inflation cooled-off, RBI has cut key 
rates by 175 basis points and majority of this reduction is yet to be passed on to 
Corporate. 
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Constituents of companies in SENSEX on 11th December 2007 Vis-à-vis 15th July 2013 
when SENSEX was 20,000 on both days. 

 
Returns from Companies forming part of Sensex - a Comparison between 2007 & 2013 

  11th December 2007 15th July 2013     

Company Name Close Price Market Cap Weightage Close 
Price Return % 

Index 
Contribution 
Old Stocks 

Index 
Contribution 

All stocks 

ITC 94 70573 2.48 352 276% 1385 1385 

TCS 520 101701 3.57 1641 216% 1563 1563 

Hind. Unilever 210 46284 1.62 613 192% 634 634 

M & M 391 19237 0.68 927 137% 187 188 

Cipla 195 15152 0.53 407 109% 117 117 

HDFC Bank 355 62775 2.20 691 95% 423 423 

Tata Motors 149 29751 1.04 288 93% 196 196 

Infosys 1743 99570 3.49 2741 57% 406 406 

H D F C 589 82412 2.89 849 44% 259 259 

Maruti Suzuki 1079 31160 1.09 1447 34% 76 76 

Ambuja Cem. 151 22905 0.80 197 31%   50 

Wipro 303 73754 2.59 382 26% 137 137 

ACC 1073 20140 0.71 1241 16%   22 

Grasim Inds* 3715 34060 1.20 3868 4%   10 

Bajaj Holdings* 2794 28269 0.99 2817 1%   2 

O N G C 310 264888 9.30 295 -5% -89 -89 

Ranbaxy Labs. 405 15115 0.53 340 -16%   -17 

St Bk of India 2308 128725 4.52 1916 -17% -156 -156 

ICICI Bank 1316 146380 5.14 1062 -19% -201 -201 

Larsen & Toubro 2143 124801 4.38 1583 -26% -232 -232 

Reliance Inds. 1439 418470 14.69 895 -38% -1127 -1127 

Bharti Airtel 515 195610 6.87 314 -39% -544 -544 

NTPC 243 200530 7.04 142 -42%   -594 

Hindalco Inds. 181 24487 0.86 105 -42% -73 -73 

B H E L 534 130714 4.59 186 -65% -607 -607 

Tata Steel 836 61081 2.14 257 -69% -301 -301 

Satyam Computer* 442 29565 1.04 132 -70%   -148 

Reliance Infra. 1946 45892 1.61 389 -80%   -262 

Rel. Comm. 740 152495 5.35 146 -80%   -872 

DLF 1014 172795 6.06 178 -82%   -1015 

TOTAL   2849291       2053 -770 
 



	   	   	  

The following companies were Excluded & Included in the index during the above 
period: 

DATE Excluded Included 
14-Mar-08 Bajaj Auto Jaiprakash 

28-Jul-08 Ambuja Cements Sterlite 

28-Jul-08 Cipla Tata Power 

12-Jan-09 Satyam Sun Pharma 

29-Jun-09 Ranbaxy Hero Honda 

3-May-10 Sun Pharma Cipla 

26-May-10 Grasim Jindal 

6-Dec-10 ACC Bajaj Auto 

8-Aug-11 Reliance Infra Coal India 

8-Aug-11 R Com Sun Pharma 

9-Jan-12 Jaiprakash GAIL 

11-Jun-12 DLF Dr Reddys 
 

When you analyze and apply the inference in your Portfolio, you would observe: 
 

a) Only 20 out of 30 companies which were in SENSEX in 2007, remains the same. 
b) These 20 stocks, having a weightage of 75% in 2007, contributed to 2100 points 

increase of SENSEX since Dec 2007, when SENSEX reached 20,000. 
c) The stocks that were replaced (change in SENSEX composition), had taken 

away all the gains, causing SENSEX to remain at the same level. 
d) While SENSEX is back to 20000, half the current constituent companies have 

given negative returns. 
e) The largest SENSEX dragger being Reliance pack of companies. 
f) ITC quadrupled, Lever & TCS tripled and Cipla, HDFC Bank, M&M, TataMotors 

have doubled. 
g) Recent Earnings contribution has been more from high PE sectors resulting in a 

higher SENSEX PE than it would have been if the same earnings had come 
equally.  

h) Hence, it is possible for SENSEX to grow more than its Earnings Growth without 
help from PE Expansion, if the Earnings growth is aided broadly from other 
relatively lower PE sector as well. 

 
 
 
 
 
 
 
 



	   	   	  

4. The GDP Factor & EARNINGS 
 

Earnings evolution over 5 years from 2008 to 2013 
 

 
 
 
From 2008 to 2013, while Revenue of the SENSEX companies grew by 19%, their 
Earnings had grown only by 7%, even through the Nominal GDP’s growth was 15% 
 
If the Earnings of SENSEX companies had grown at a rate which is equal to the rate of 
25% p.a earnings growth as occurred during the period 2003 to 2008, the EPS of 
SENSEX would have been 2,500. At current PE of 14.8, SENSEX would have been 
37,000. 
 
Even if earnings had grown during 2008-13 at the same rate, Sales Turnover grew 
(19%), SENSEX EPS would have been 2,000, the SENSEX SHOULD HAVE BEEN AT  

29,600! 
 
 SENSEX earnings could not maintain a growth of 25% that it witnessed during FY2003-
2008 and had to revert to long term mean of 15% only through subsequent period 
growth of 7%.  

WHERE ARE WE?   REVERSION TO MEAN to help future earnings growth? 

 

 



	   	   	  

5. EARNINGS-SALES Divergence 
 

 
WHY WE ARE NOT AT 29,600? 
 

 
 
 
 
 
. 

 
 
 
 
 
 
Sales Turnover increase of 150% during 2008-13 by Sensex companies but drop 
in capacity utilization explain the extent of capacity expansion during 2007-08. 
 
GOOD TIMES AHEAD? 
 
The tough market environment has shaken out the weak, helping the existing players. 
Major portion of the CAPEX is now going to de-bottlenecking and productivity 
improvement programs, as against capacity increase. 
 
Lack of investment into new capacities and sustained demand growth emanating from 
GDP growth will bring pricing power back. At the first sign of economic acceleration, the 
existing players will benefit and corporate earnings will grow. 
 
 

During 2003-2008, demand growth triggered by GDP 
growth helped SENSEX companies to fully utilize 
their capacity with better pricing power. While 
Revenue grew by 15-20%, their earnings grew by 
25% p.a, a growth rate which had become 
unsustainable by 2007-2008. 

During this time, with the earnings growth resulting in 
growth in PAT, PE multiples too grew towards 
earnings growth rate, thanks to excessive liquidity in 
the market. 

During 2007-08, the capital raised from Equity Mutual 
Fund (Rs 55,000cr), ULIP (Rs 70,000cr) and FII (Rs 
150,000cr), all record high figures in the history of 
India’s capital markets, found ways into the capital as 
Promoters were diluting their stake through IPOs, 
QIBs, FCCBs routes. This excess capital helped 
Companies to increase capacity (organic-
inorganic manner). 

  	  



	   	   	  

6. Broader Markets 
 

. 
 
Market Capitalization Data 
 

 Rs in Lakh Crores 
Total BSE 65 
SENSEX Companies 32 
Top 10 SENSEX Companies 21 (2/3rd of BSE) 
BSE 500 Companies 62 

 
Market Capitalization Representation 
 

 Represented By 
BSE Mid cap 15% of Market Cap (80%-95%) 
BSE Small Cap 5% of Market Cap (95%-100%) 

 
 
Institutional investors focus on large companies (about 90% of them invests into top 100 
BSE companies) and Non-Institutional Investors participation is higher in Mid Cap 
& Small Cap Companies. 
 
Investment Analysts conduct exhaustive research on Top 100 companies, limited 
research on next 100 and research coverage is shallow for other companies. 
 
 

 

 



	   	   	  

The chart below provides Broad Market Movements comprising of SENSEX, MIDCAP & 
SMALLCAP converted to a base of 100 over the last 10 years & 5 years. 

Broader Market Movements 
  

 

 

 

 

10	  YEARS	  from	  2003	  to	  2013	  

5	  YEARS	  from	  2008	  to	  2013	  



	   	   	  

7. YOUR Portfolio Performance 
 

 

The chart below depicts the Segmented Movement of Broader Markets from 2003 to 
2013 in Bull Phase & Bear Phase.  

 

 

Bull	  Phase	  2003-‐07	  

Bull	  Phase	  2009-‐10	  

Bear	  Phase	  2008-‐09	  

Bear	  Phase	  2010-‐13	  



	   	   	  

 

Period Phase Mid Cap Small Cap 
Apr03-Dec08 Bull Market Growth > Large Cap Growth > Mid cap 
Jan08-Jan09 Bear Market Fall  > Large Cap Fall  > Mid Cap 
Feb09-Jul10 Bull Market Growth > Large Cap Growth > Mid cap 
Aug10-May13 Bear Market Fall  > Large Cap Fall  > Mid Cap 

 
If you observe, during the Bull Market, the market price of the companies forming part of 
Small Cap grows at the fastest rate and during Bear Market the market price of small 
cap companies falls at the fastest rate. 
 
This is primarily due to the Non-Institutional Investors participation in Mid & Small cap 
companies. There is increased participation from Non-Institutional Investors during Bull 
Markets driving the prices higher and they panic & sell their positions during Bear 
Markets resulting in steep price fall. 

  

  



	   	   	  

 

8. Investor Psychology 
 
Prashant Jain, one of the most respected and the largest Fund Manager in India 
explained “Why Non-Institutional Investors always lose money in Equities” 
 

 
 

He says, while long term PE is 15 for SENSEX, most of the investors make investment 
only at a PE higher than 18 and exit their positions when PE moves lower than 14. In 
effect, they Buy High and Sell Low. 

The chart below depicts the investor activity and participation.      

 

Indian equity market received fresh investments of Rs.1.15 Lakh Cr through equity 
mutual funds alone between 2003 and 2013.  Based to 100, the investors invested 46 
points during 2007-08 when market PE was 24, but invested only 3 points after 50% 
drop in the next year. Worse still, they sold 13 points after 5 years when market PE was 
lower than 14.  



	   	   	  

9. Judge-Decide-Act 
SENSEX: 
 
SENSEX has delivered about 15% p.a returns over a long period of time (Since inception or last 
10 or 20 years). It has delivered NIL return over the last five years.  
 
SENSEX companies have grown earnings at the same 15%p.a. over the period. They 
witnessed 25%p.a. growth during 2003-08 and just 7% p.a. during 2008-2013. 
 
While the Sales Turnover of SENSEX companies grew 19%p.a. during 2008-2013, relatively 
lower profit growth of 7% p.a. was due to excess capacity built during 2007-08. Last few years 
slowdown in capacity build up and potential interest rate decline must help in earnings growth to 
revert to long term mean of 15%. 
 
Currently SENSEX PE is below long term average of 15. Each time SENSEX PE has fallen 
below 14 (only when investor perceptions are bearish and earnings growth has slowed), it has 
delivered 20%p.a. over the subsequent 3 years.  
 
SENSEX PE at closer to lower end of the band and PE based on lower than long term mean 
earnings growth makes a strong case for higher equity allocation for a long term investor. Equity 
as the most under owned asset class in investors’ current portfolio will help stock price growth 
when momentum builds up. 
 
BROADER MARKETS: 
 
While Sensex has reverted back to 2007 peak of 20,000, midcap index is down about 20% and 
small cap index is down more than 40%. 
 
While “earnings degrowth” has hurt small caps/ mid caps relatively more than large caps, the 
PE contraction due to continued investor absence have resulted in “double whammy” effect in 
stock prices and hence respective indices. 
 
Lack of investor participation in broader markets has caused inactive price discovery 
mechanism in small caps and mid caps. Many companies with stronger business fundamentals 
but not large in size are currently trading at significantly lower valuations. 
 
When economic activity gains momentum, earnings growth is faster in smallcaps /midcaps and 
gains relatively higher PE multiple and hence deliver outsized returns. 
 
Building a portfolio of select few stocks to earn atleast Sensex performance is relatively easier 
(About 10 stock influence 2/3 of Sensex) whereas mirroring Midcap Index is tough (Top 20 
stocks influence only1/4 of Midcap index). 
 
Research coverage is high in Top 100-200 and poor in broader markets. Investors considering 
direct investments in small caps and mid caps without research support would end up having 
substantially divergent return performance, mostly negative. 
It is advisable to consider availing a professional fund manager with established track record in 
this space. Fund managers who charge only a share of investor profit (Alignment of Interest) 
could be an added filter. 
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