
Holding Period Rises for All Investor Classes
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Key Debate: How have investors behaved with respect 
to their holding periods through the volatility and tepid 
equity returns of the past four years?

The stock ‘renting’ culture of the previous 
decade seems behind us: Contrary to popular belief, 
investing (vs. speculating) has not been abandoned. 
Indeed, the holding period of all market participants on 
aggregate has doubled in the last two years. ‘Investors’ 
are now holding stocks for an average of nearly three 
years. The shift of speculative trading from the cash 
market to the derivatives’ market has helped.
FIIs appear more committed: In the previous bull 
market, FIIs bought stocks but reduced holding periods 
as the bull market matured. In the past three years, FII 
ownership has deepened and lengthened. 
Market still seeking safety of large caps: Share of 
Sensex trading is still rising and this concentration of 
trading may mean that the broad market has not 
troughed if one uses just trading data as a guide. 

Winners trade less, not more: The higher the 
trading velocity the poorer has been the performance of 
the stock over the past 12 months, we have found. 
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Investing Culture in Vogue
Average holding period has doubled 

Market Participants Holding Stocks for Longer
The renting behavior of the previous decade appears to be have ebbed

Investors are Going Strong
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• Despite low returns from 
equities over the past two 
years, the average holding 
period for the market has 
surged from around 5 months to 
10 months. 

• It is even better for investors – 
the holding period has 
expanded from around 20 
months during the 2003-2007 
bull market to 35 months now. 

• The evidence is that “renting” of 
stocks which was in vogue for 
the bulk of the previous decade 
is no longer the norm now. 

Investor holding period 
rises
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FIIs are a Large Part of Cash Trading
Trading share mirrors increase in net flows

Rising Ownership Accompanied by Longer Ownership
Average holding period has doubled from the 2008 low

FIIs Appear More Committed Than Before
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• There has been a dramatic 
change in the behavior of FIIs in 
recent months. Through the 
2003-2007 cycle, FIIs bought 
stocks but held them for lower 
periods. At the end of the bull 
market, the average holding 
period had declined to just 14 
months. 

• This has changed since and, 
currently, the net buying of FIIs 
has been accompanied with 
higher holding period. The 
average holding period is at a 
multi-year high of 22 months. 

FIIs lengthen holding period
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Intra-day trading is losing share in the cash market
Consequence of growing “investing” activity

Derivatives market accounts for bulk of stock market trading
The share of cash trading is less than 10% of total trading

Speculative Activity Has Shifted to Derivatives
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• A large part of the speculative 
turnover has shifted out of the 
cash market into the derivatives 
market. Thus, intra-day trading 
has declined from its 2008 peak 
and is much lower than its 2000 
peak. 

• This shift of speculative activity 
from the cash to derivative 
markets may also be a driver 
for the increased holding period 
of actual stock. 

Cash market has lost share 
dramatically in the past 3 
years
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As Share of Sensex Trading Peaks, Broad Market Troughs
Based on the trading indicator, broad market may have relative downside

Share of Sensex Constituents in Trading Rising
Concentration of trading turnover reminiscent of a bear market

Market Still Seeking Safety of Large Caps
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• The share of trading of Sensex 
stocks in total traded volumes is 
rising. Usually a peak in this 
number coincides with a relative 
low for the broad market to the 
Sensex. 

• Given the rise in the share of 
trading of Sensex stocks, a 
relative trough in the broad 
market may be around the 
corner although we are not 
quite there if this indicator is a 
guide. 

Sensex trading volumes still 
off highs

25%
30%
35%
40%
45%
50%
55%
60%
65%
70%

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

BSE Sensex Constituents

Share of Market Cap

Share of Traded Volumes

Source: BSE, NSE, Bloomberg, Morgan Stanley Research



6

M O R G A N   S T A N L E Y   R E S E A R C H
India Strategy

September 15, 2011

Higher Stock Trading Has Implied Bad Stock Price Performance

• The more a stock trades, the 
worse has been its 
performance. The top losers of 
the past 12 months are also the 
stocks that have maximum 
turnover. 

• There are several stocks in the 
Nifty which are witnessing a 
churn in their free float every 
quarter or more frequently. 

20% of Nifty constituents 
churn free float less than 5 
months

Trading 
Velocity

Trailing 12M 
Perf.

Trading 
Velocity

Trailing 12M 
Perf.

DLF 492% -41% ACC 97% 4%
Reliance Capital 480% -49% ICICI Bank 92% -21%
Reliance Comm. 327% -51% Jindal Steel & Power 91% -27%
Reliance Infra. 303% -58% Siemens 89% 17%
Jaiprakash 297% -47% TCS 89% 12%
SBI 256% -41% Kotak Mahindra Bank 87% -1%
Sesa Goa 243% -31% ONGC 87% -24%
Tata Motors 242% -29% Maruti Suzuki 86% -19%
Tata Steel 236% -24% L&T 80% -14%
Cairn India Ltd. 234% -17% Reliance Industries 79% -19%
Reliance Power 181% -51% Cipla 78% -5%
IDFC 175% -43% Wipro 77% -19%
AXIS Bank 173% -26% Dr. Reddy's Lab 76% 0%
Ranbaxy Laboratories 172% -4% Ambuja Cements 74% 4%
Hindalco Industries 167% -25% GAIL 70% -13%
Hero Motocorp 162% -31% Sun Pharma. 68% 39%
BPCL 155% -12% Infosys 67% -25%
Power Grid 155% -10% Punjab National Bank 61% -25%
SAIL 143% -46% HDFC Bank 61% 3%
Bhel 122% -31% HUL 60% 24%
M&M 113% 18% HDFC 59% -2%
Bharti 107% 11% NTPC 58% -22%
Sterlite Industries 106% -24% Tata Power 46% -22%
HCL Tech 104% -8% ITC 38% 20%
Bajaj Auto 101% 7% Grasim Industries 34% 1%

Trading Velocity of NIFTY stocks

On An Average, the More A Stock Trades, the Worse it Fares
As usual there are exceptions

Source: BSE, NSE, Bloomberg, Morgan Stanley Research



7

M O R G A N   S T A N L E Y   R E S E A R C H
India Strategy

September 15, 2011

Cash Trading Volumes has Halved in Six Years
This may be a new normal for cash trading activity

Cash Trading Volume is at All-time Low
The decline trading relative to GDP is a bear market phenomenon

Sharp Decline in Cash Trading Volume

40

60

80

100

120

140

160

Ja
n-

04

Ja
n-

05

Ja
n-

06

Ja
n-

07

Ja
n-

08

Ja
n-

09

Ja
n-

10

Ja
n-

11

Number of shares traded indexed to Jan 2004 level

• The bad news for brokerages is 
that cash trading volume has 
declined sharply over the past 
few years. 

• The shift in trading system to 
derivatives has impacted cash 
trading over time. We may be in 
a new norm in terms of cash 
trading though there could be 
upside if a bull market ensued. 

Cash trading losing ground 
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Disclosures Section

Morgan Stanley ModelWare is a proprietary analytic framework that helps clients uncover value, adjusting for distortions 
and ambiguities created by local accounting regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes 
operating leases (where their use is significant), and converts inventory from LIFO costing to a FIFO basis. ModelWare also 
emphasizes the separation of operating performance of a company from its financing for a more complete view of how a company 
generates earnings.

The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley Asia Limited (which accepts the responsibility for its 
contents) and/or Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration 
number 200008434H), regulated by the Monetary Authority of Singapore (which accepts legal responsibility for its contents and should be contacted with respect to any 
matters arising from, or in connection with, Morgan Stanley Research), and/or Morgan Stanley Taiwan Limited and/or Morgan Stanley & Co International plc, Seoul 
Branch, and/or Morgan Stanley Australia Limited (A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its 
contents), and/or Morgan Stanley Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts 
responsibility for its contents), and/or Morgan Stanley India Company Private Limited and their affiliates (collectively, "Morgan Stanley").
For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan Stanley Research 
Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley Research at 1585 Broadway, 
(Attention: Research Management), New York, NY, 10036 USA.
Analyst Certification
The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they have not 
received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: Ridham Desai.
Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.
Global Research Conflict Management Policy
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at 
www.morganstanley.com/institutional/research/conflictpolicies.
Important US Regulatory Disclosures on Subject Companies
The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various 
factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking revenues.
Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making, providing liquidity 
and specialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment 
banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in Morgan Stanley Research on a principal basis. Morgan 
Stanley may have a position in the debt of the Company or instruments discussed in this report.
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.
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STOCK RATINGS
Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan Stanley does 
not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold and sell.  
Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since Morgan Stanley Research contains more complete 
information concerning the analyst's views, investors should carefully read Morgan Stanley Research, in its entirety, and not infer the contents from the rating alone.  In 
any case, ratings (or research) should not be used or relied upon as investment advice.  An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations.
Global Stock Ratings Distribution
(as of August 31, 2011)
For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of 
Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, 
Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see definitions below). To satisfy regulatory 
requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we correspond Equal-weight and Not-Rated to hold and 
Underweight to sell recommendations, respectively.

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the 
investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan Stanley received investment banking 
compensation in the last 12 months.

Analyst Stock Ratings
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis over the next 12-18 
months.
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted basis over the 
next 12-18 months.
Not-Rated (NR) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country MSCI Index on a risk-adjusted 
basis, over the next 12-18 months.
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, over the next 
12-18 months.
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Coverage Universe Investment Banking Clients (IBC)

Stock Rating Category Count % of Total Count
% of Total 

IBC
% of Rating 

Category 

Overweight/Buy 1120 41% 460 48% 41%
Equal-weight/Hold 1151 42% 389 40% 34%
Not-Rated/Hold 114 4% 21 2% 18%
Underweight/Sell 374 14% 93 10% 25%
Total 2,759 963
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Disclosure section (cont.)
Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market 
benchmark, as indicated below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market 
benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market 
benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe - MSCI 
Europe; Japan - TOPIX; Asia - relevant MSCI country index.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers
Citi Investment Research & Analysis (CIRA) research reports may be available about the companies or topics that are the subject of Morgan Stanley Research.  Ask your Financial 
Advisor or use Research Center to view any available CIRA research reports in addition to Morgan Stanley research reports.
Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC, Morgan Stanley and 
Citigroup Global Markets Inc. or any of their affiliates, are available on the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures.
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.
Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC.  This review and approval is conducted by the same person who 
reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures
Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of Section 975 of 
the Dodd-Frank Wall Street Reform and Consumer Protection Act.
Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or views 
expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all research available on a particular stock, 
please contact your sales representative or go to Client Link at www.morganstanley.com.
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the individual financial circumstances 
and objectives of persons who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the 
advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or 
strategies discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them.
The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various 
factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets profitability or revenues), client feedback 
and competitive factors. Fixed Income Research analysts', strategists' or economists' compensation is not linked to investment banking or capital markets transactions performed by 
Morgan Stanley or the profitability or revenues of particular trading desks.
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.  The "Important 
US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or more of a class of common 
equity securities of the companies.  For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in securities/instruments or 
derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in 
the preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of securities/instruments of companies mentioned and may trade them in ways 
different from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons.
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information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when opinions or information in Morgan Stanley Research change apart from 
when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have not been reviewed by, and may not reflect 
information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.
Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of associated expenses 
unless pre-approved by authorized members of Research management.
The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, 
market indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments 
transactions. Past performance is not necessarily a guide to future performance.  Estimates of future performance are based on assumptions that may not be realized. If provided, and 
unless otherwise stated, the closing price on the cover page is that of the primary exchange for the subject company's securities/instruments.
Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.
To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your reference 
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equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services Authority (the 
DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only be made available to a 
customer who we are satisfied meets the regulatory criteria to be a Professional Client.



12

M O R G A N   S T A N L E Y   R E S E A R C H
India Strategy

September 15, 2011

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre Regulatory 
Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. 
Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio management companies, 
non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions 
may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not bring about 
outcomes that fit your expectations.
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or representations of 
any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  The Global Industry 
Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P.
Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI has not 
reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over MSCI's index compilation 
decisions.
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.
Additional information on recommended securities/instruments is available on request. H6813R
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