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This article is relevant in terms of your investing journey as well as personal life. We 

are going to learn how having unreasonable expectations cause most people to make 

mistakes in stock market investing. 

 

Let us ask ourselves the most fundamental questions:  

 

What do we want out of life? To be healthy, happy, with families, at work, etc.? 

 

What interferes with this? Isn’t it often emotions like fear, anger, worry, 

disappointment, stress caused by our mistakes, losses, and unreasonable 

expectations? 

 

That last one, unreasonable expectation causes a lot of people to make mistakes 

when it comes to stock market. To explain more evidently, let me tell you a story.  

 

Google Stock Price Story 

 

In 2006, Google announced their financial results for growth in sales of and profit of 

over 80%. As a reaction to these figures, Google’s share price fell 30% within two 

days.  

 

Just imagine losing almost one-third of the money in less than two days. Now it's 

confusing, you might be thinking isn’t 80% growth an astonishing result, right? 

 

But people had astronomical expectations from Google, and when they delivered 

slightly below par numbers from their expectations, everybody panicked! 

 

Envy and Greed 

 

A lot of time the cause of unrealistic and unreasonable expectations is envy and 

greed. For example, your neighbour tells you about how he doubled his money in 

stock market, and you feel like how come you are left out.  

 

Some website or blog you come across gives you guaranteed returns of 50% a month, 

and you feel tempted. If any of your friends achieved a massive return, the most 

important questions you must ask here is of sustainability of these returns.  

 

Our grandma has taught us these lessons in childhood.  Not to envy others and not to 

be greedy are the simplest things. But how many apply? Charlie Munger has spoken 

about envy in a very apt manner: 
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"There is nothing more counterproductive than envy. Someone in the world will 

always be better than you. Of all the sins, envy is easily the worst because you 

can't even have any fun with it. It's a total net loss." 

 

 

Having Low Expectation 

 

Let’s talk about a simple concept here. Wouldn’t it be wiser to have minute 

expectations from your investment? Even the great philosophers of our time have 

spoken about the secret to success in life is having low expectations.  

 

Make sure to lower the expectations but do not depress your spirit.  

 

Charlie Munger emphasizes that most unhappiness comes from uneven and 

unrealistic expectations in life. ‘Expect the world of yourself, but expect nothing of 

the world. Then you cannot help but live your life pleasantly surprised.’  

 

Take relationships, your investments or any other area in life. Don’t you feel having 

unreasonable expectations is a sure shot way to misery? 

 

One should not believe in unrealistic expectations and gains from the stock market. 

You might have come across several sites or blogs that promise you 100% return or 

sure shot multibaggers tips, etc. We don’t believe in having a dubious expectation. 

 

If you are expecting such massive return from stock market, then you will be 

undoubtedly disappointed. Ideally, your target should be 20%-30% annualized the 

return. Anything above that should be considered as “bonus”.  

 

Above all world’s most successful billionaire investor Warren Buffett registered ~ 22% 

annualized return over his investment career of 50+ years. 

 

Recency Bias: 

 

It is sometimes very easy to fall into the trap that high returns can be generated 

easily. That can be due to a phenomenon called recency bias.  

 

Recency bias is the tendency to think that trends and patterns we observe in the 

recent past will continue in the future. For example, predicting the future in the short 

term, based on the events in the recent past.  

 

Recency bias plays a great role in setting unreasonable expectations. Envy starts 

driving expectations.  
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For example, if you see your peers recently making unreasonable gains, there is a 

good chance you might start believing that it is easy and possible to make those 

returns for the extended period as well. Thus, you must be aware of this tendency of 

human to conclude based on recent information. 

 

Graham on Reasonable expectations 

 

Father of Investing Benjamin Graham explains having reasonable expectations with a 

very simple example. He describes with the analogy of a speeding car.  

 

For example, imagine the distance between place A and place B is 150 kilometres. If I 

were to follow the speed limit as per most Indian highways, it would take me around 

2.5 hours to reach place B from Place A at the speed of 60 kmph. I can drive my car at 

150 kmph as well and reach the destination in 1 hour. Now will it be wise to drive at 

that speed in real life? (especially with traffic and the way people follow road 

guidelines, there is good chance to reach hospital before reaching point B) 

 

Let us say your neighbour somehow completed the distance safely, and he is 

bragging about his achievement of how he finished the distance in one hour.  

Would still want to risk your life and try?  

 

In a similar fashion, you might come across several people bragging about their 

extraordinary returns in stock markets. It is quite common for most people to take a 

one-time achievement and assume they have found the secret to riches. But if you 

have reasonable expectations, you would not fall for these kinds of schemes. 

 

Returns from Sensex: 

 

In over three decades, Sensex has risen 150 times. From 255 in 1985 to over 40000 

recently. Now that is ~16% CAGR return. Does it mean every year you would have got 

consistent 17% growth? Obviously not.  

 

Apart from learning to have reasonable expectations, you should also be willing to see 

some years with overall negative returns as this is how the stock market works.  

 

The only unquestionable truth that the past teaches us is that the future will 

always surprise us.  

 

Keeping reasonable expectations removes undue anxiety, removes pressures, stops 

you from taking unnecessary risks. There is a saying in the market that goes like this:  

 

Markets can stay irrational, longer than you can stay solvent. 
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Following are few ways through which one can invest in stock markets:  

 

1. Follow a reputed equity advisor 

2. Invest in Mutual Funds 

3. Invest on your own  

 

Do you need an advisor?  

 

Without adequate knowledge direct equity investing is almost a default way to lose your 

money. Hence, you must figure out if you need an equity advisor. You have to ask 

yourself following simple questions to find out if you need an equity advisor.  

 

● Am I willing to dedicate more than 2 hours per day for learning about the 

stock market? 

● Am I willing to invest at least 2-3 years for learning about nuances of the 

stock market? 

● Can I afford to lose some capital during my learning with trial and error 

process? 

 

If you are fine with above three then invest at your own - mention why you must have to 

lose money and why it takes around 2-3 years to master the art of investing on your 

own. 

 

Now if the answer to the above question is YES! Then you must invest on your own. To 

be able to invest successfully on your own in the stock market, you will need at least 2-

3 years of learning and hands-on experience. Within these years, you also need to be 

ready to lose money and be willing to fail several times.  

 

Like any other vocation, failure and loss of capital will be the crucial part of your learning. 

You will be committing several mistakes as an amateur investor due to lack of 

experience. Gradually you will start getting a hang of volatility of markets, and you will 

slowly start committing fewer and fewer mistakes. But remember, if you continuously 

learn about the art of investing (from books and other resources), eventually you will 

succeed.  

 

However, if answer to any of the above question is NO, then: 

 

● You may invest your money in Mutual funds, but don’t expect superior index 

beating returns from them. 

● Invest in large caps and be satiated with average returns over an extended period 

OR 

● Choose a trusted equity advisor and follow him. 
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1. What are Mutual Funds? 

 

A mutual fund is a professionally managed investment vehicle. In simple words, a 

mutual fund gathers money from investors and has a fund manager that allocates the 

money in different vehicles. This makes a mutual fund an ‘actively-managed’ 

investment. Instead of managing your investment yourself, you hand over that 

responsibility to someone who is professional and experienced than you. 

 

If you are new to equity market or don’t have adequate knowledge and time or don’t 

have a reliable advisor, then the only option for you is a mutual fund.  

 

1.1 Returns Expectation 

 

There is a diverse set of plans and schemes in mutual funds. Some funds focus on 

adequate capital protection while some are high-risk funds. Some funds cater to small 

caps, mid-caps, some only invest in large cap. Some are sector specific.  

 

For example, a power sector fund that only invest in power companies, infra mutual 

funds would focus on infrastructure companies, etc. To generalize things, you can 

expect 10-14% p.a. (net after fees) Depending on the type of fund and market 

conditions. Caution, there are no guaranteed returns in mutual funds and 10-14% are 

only indicative figures.  

 

1.2 Drawbacks of Mutual Funds 

 

History proves over 80% of all mutual funds fail to beat the major market indexes, like 

the Sensex, Nifty. This leads to the question whether or not professional money 

managers have better stock-picking capabilities than the average investor. 

 

Mutual Funds incur various costs – fund managers’ fees, research fees, marketing costs 

and several administrative expenses. Most mutual funds charge management and 

operating fees usually around 1.0% to 1.5% per year for actively managed funds. 

 

Mutual Funds may not Invest in Companies with Small Market Cap. The nature of 

Mutual Fund industry borders their ability to invest in relatively unheard small cap 

companies.  

 

A lot of funds will intentionally play safe and avoid the small cap companies as it may 

prove to be a risky bet. For example, Page Industries (popular for Jockey brand) was 

trading at around Rs. 300 during FY08 with a market cap less than Rs. 600 crores while 

it is trading at ~Rs. 20,000 levels now with a market cap of Rs. 22,000+ crores. 
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Most Mutual Funds treated Page Industries as a risky small-cap. A fund manager can 

easily take a position on blue chip stock but can’t take a position on quality small cap 

stock. It is because, if something goes wrong with small-cap stock, then the fund 

manager might lose his job. Even if the fund manager is convinced about any such small 

cap stocks then also, he can’t take the position. 

 

2. Investing in Large cap stocks 

 

What if you have only a few hours a week which you can dedicate in the stock market 

and don’t fancy mutual funds? We believe one option is there which is suitable for you. 

Invest in large cap reputed blue chip companies and protect your capital.  

 

Now, we don’t mean that blue chips provide 100% capital protection. Blue chips bought 

at a very high PE can be a bad investment as well. However, what we are trying to say 

is that over a very long period, say 15-20 years, you can see a steady return from blue 

chips.  

 

Over the past two decades, large cap stocks have given compounded average returns 

in the vicinity of 12% to 17%. Which in no means a bad return, but it is not extraordinary?  

 

In terms of absolute returns (AR), it will beat inflation by an inferior margin. If you are a 

very risk averse person and don’t have the capacity to see your portfolio red even for 

few bear years, large cap blue chips are for you. But, as they say, higher the risk higher 

the reward. 

 

Now if large caps and mutual funds sound boring to you and you don’t have a lot of time 

to study on your own, the option that is ideal for you is to follow a trusted equity advisor. 

You might ask how to choose a trusted equity advisor? Let’s figure that out. 

 

3. Choose a trusted equity advisor 

 

Now, before choosing your equity advisor, let us discuss some basic points to keep in 

mind: 

 

1. Do not get lured by websites and blogs claiming to double your money in few 

months or giving you 100% guaranteed returns, etc.  

 

We have discussed this before, things that are too good to be true, are probably too 

good to be true. Just think for a minute, if someone has found a way to double your 

money or 100% return guarantee, why would he shout out loud and try to sell you his 

service? Instead, wouldn’t he be a billionaire within few years who does not need to sell 

his secret for few thousand rupees?  
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2. Look at the past track record of the advisor.  

 

If you come across an equity advisor, make sure to check his record. As in have a glance 

at what has his stock picks done in the past, how much returns have they generated, 

are they reasonable enough? Also, on other hand, don't focus record too much as they 

can be fabricated as well.  

Returns largely depend on market conditions, and these successful past returns don't 

necessarily mean all the future stock picks will be a hit. The past track record can be a 

good starting point to build the trust. 

  

Also check the credentials of the advisor, his background and experience in stock 

market. Call him up and have a chat with him to establish comfort. If possible, meet him 

in person and make good relations and learn from him/her.  

 

3. Avoid intraday stock tips provider, futures options tips provider, etc.  

 

As we have discussed before, our focus should never be on short term speculation or 

indulging in risky propositions. So if your broker proposes you to try few short term tips 

or you come across blogs that give you ‘’daily stock tips’’, ‘’Future and options tips’’ etc, 

Just say NO and ignore them. A genuine equity advisor who wants to help you create 

wealth over a longer period would never tell you to indulge in speculation and such 

activities. Be careful, especially in Bull market, you will come across several such gurus 

or advisors who claim to give you multi bagger return. They are very few who are 

capable, can be trusted and are genuine. 

 

 

 


