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Introduction 

The end of a pointless war 

For as long as people have invested in markets, they have argued about 

how to do it. Walk into any gathering of traders and investors and you 

will quickly find the tribes. The fundamentalists, who study 

businesses, balance sheets, and earnings, and who regard charts as the 

reading of tea leaves. The technicians, who study price, pattern, and 

momentum, and who regard annual reports as old news already baked 

into the chart. And, quietly off to one side, the risk managers, whom 

both groups admire in principle and ignore in practice — until the day 

a position blows up and they suddenly wish they had listened. 

This book is written to end that argument. Not by declaring a winner, 

but by showing that the entire debate has been a mistake. 

Fundamental analysis, technical analysis, and risk management are 

not three competing philosophies fighting for your loyalty. They are 

three different instruments that measure three different things, and 

the investor who learns to use all three together sees the market in 

dimensions that the single-discipline specialist simply cannot 

perceive. 

The fundamentalist answers the question: what is worth owning? The 

technician answers: when, and at what price, should I act? The risk 

manager answers: how much should I commit, and how do I survive 

being wrong? These are not rival answers to the same question. They 

are complementary answers to three different questions — and you 

need all three answered to make a complete decision. 
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THE CENTRAL IDEA Fundamental analysis tells you 

what. Technical analysis tells you when. Risk 

management tells you how much, and how to survive. No 

single one of them is a strategy. Together, they are. 

There is a second argument running through this book, and it is just as 

important. These three disciplines do not merely coexist peacefully. 

They actively make each other better. Fundamental analysis without 

timing leaves you holding a great company through years of dead 

money. Technical analysis without fundamentals leaves you trading 

noise on businesses that may be quietly rotting. Either of them without 

risk management eventually meets the one trade that ends the game. 

Each discipline covers the others' blind spots. They are not just 

compatible. They are friends. 

And there is a place where this friendship reaches its full potential — a 

place where the three allies stop being ideas a human tries to juggle 

under stress and become precise, tireless, unemotional components of 

a single working machine. That place is the algorithmic environment. 

An algo does not get bored waiting for a fundamentally sound stock to 

give a technical signal. It does not abandon its risk limits because it 

feels confident. It does not forget to check the balance sheet because 

the chart looks exciting. Automation is where fundamental analysis, 

technical analysis, and risk management finally operate together with 

perfect discipline, every time, without fatigue or ego. 

That is the journey of this book. We will first dismantle the false 

rivalry. Then we will study each of the three allies honestly — what each 

does brilliantly, and where each is blind. Then we will show how they 

complement one another, combining into something far stronger than 

any one alone. And finally we will move into the algo environment, 

where the three allies are encoded into a system that executes their 

combined wisdom with a consistency no human can match. 

A word on what this book is and is not. It is a book of frameworks and 

thinking, written for the Indian markets and the Indian investor, 
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though its principles are universal. It is not a book of tips, secret 

formulas, or guaranteed returns. It will not hand you a strategy to copy 

blindly — indeed, one of its central lessons is that blind copying is the 

opposite of what works. It is educational, not advisory. Its purpose is 

to change how you think about the craft of investing and trading, so 

that you stop choosing between the disciplines and start combining 

them. 

If you are a fundamentalist who has always distrusted charts, this book 

will show you what you have been missing — and what your patience 

could achieve with better timing. If you are a technician who has 

always dismissed balance sheets, it will show you the ground beneath 

the price. If you have neglected risk management, as nearly everyone 

does until it is too late, it will show you why it is the silent partner that 

makes the other two survivable. And if you have ever wondered 

whether automation is the future of disciplined investing, this book 

will show you why the algo environment is where these three allies 

were always meant to work. 

A note on the Indian investor's world 

Though the three allies are universal, this book is written with the 

Indian investor in mind, and the Indian market gives the argument a 

particular sharpness. Ours is a market of extraordinary range: a 

handful of globally competitive giants sitting alongside thousands of 

small and micro companies, many of them under-researched, some of 

them governed in ways that would make a careful investor wince. It is 

a market where a single quarter's tip can send a stock soaring and a 

single governance scandal can vaporise it. In such a market, the cost of 

relying on a single discipline is unusually high, and the reward for 

combining all three is unusually large. 

Consider how often the Indian investor meets each of the three 

questions in daily life. A neighbour swears by a small-cap that has 

tripled — but is it a good business, or a momentum bubble? That is the 
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fundamental question. A quality large-cap you have admired for years 

has finally stopped falling — is now the time? That is the technical 

question. You have found what looks like a wonderful opportunity — 

but how much of your hard-won savings should you stake on it, and 

what if you are wrong? That is the risk question. The Indian investor 

who can answer all three, rather than just the one their temperament 

favours, has a decisive advantage in a market that punishes the one-

eyed. 

Throughout this book, where an illustration helps, we will refer to well-

known Indian businesses — the kind every market participant here 

recognises. We will speak of them only qualitatively, to illuminate a 

principle: how a wide-moat consumer franchise differs from a cyclical 

commodity producer, how a high-quality lender's behaviour differs 

from a speculative micro-cap's, how the chart of a market darling 

behaves differently from that of a forgotten value stock. We will never 

state a price, a valuation, or a recommendation, because those change 

daily and belong to your own current research, not to a book. The 

companies are teaching examples, not tips. 

The war between the disciplines was never real. Let us put it to rest, 

and learn instead to make them friends. 
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P a r t  O n e  

The False Rivalry 

Before we can make the three disciplines friends, we must understand 

why they were ever made enemies. The rivalry is old, emotional, and 

tribal — and almost entirely mistaken. This part dismantles it. 

  



6 

 



7 

C h a p t e r  1  

The Tribes and Their Quarrel 

How investors split into camps 

Every field has its schools of thought, but few are as tribal as the world 

of markets. The division between fundamental and technical analysis 

is not merely intellectual; it is cultural, almost religious. Each camp 

has its heroes, its sacred texts, its origin myths, and its caricature of 

the other side. To understand why the disciplines are treated as rivals, 

we have to understand the people who practise them and the very 

human instincts that drive them into opposing corners. 

The fundamentalist's worldview 

The fundamentalist begins with a simple, powerful idea: a share is a 

piece of a business. Its value comes from the business's ability to earn 

money over time. If you can estimate what a business is worth and buy 

it for less, you will profit as the price eventually reflects the value. To 

the fundamentalist, this is not a theory but common sense. You would 

not buy a shop without examining its books; why would you buy a 

fraction of a company without examining its accounts? 

From this foundation, the fundamentalist builds a whole approach. 

Study the annual report. Understand the business model. Assess the 

management. Estimate future earnings. Compare price with value. 

Buy with a margin of safety. Hold patiently while the business 

compounds. To the committed fundamentalist, the daily wiggle of the 

share price is noise — the famous voting machine in the short run that 

becomes a weighing machine in the long run. Charts, to this way of 

thinking, are an attempt to find meaning in randomness, like reading 

shapes into clouds. 
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The technician's worldview 

The technician begins from an equally powerful idea: everything that 

is known about a business — every fundamental fact, every rumour, 

every hope and fear — is already reflected in its price. The price is the 

sum of all participants' actions, the place where every opinion becomes 

a transaction. So why wade through hundreds of pages of accounts that 

are already months old, when the collective verdict of the entire market 

is right there on the screen, updating tick by tick? 

From this foundation, the technician builds a different approach. 

Study price and volume. Identify trends, support, and resistance. Read 

the patterns that reflect the shifting balance between buyers and 

sellers. Act on what the market is actually doing, not on what you think 

it should do. To the committed technician, the fundamentalist is 

forever fighting the tape — clinging to a thesis about value while the 

price, which is the only thing that pays you, marches the other way. 

Why the quarrel turns bitter 

On paper, these are simply two lenses. In practice, the disagreement 

becomes heated, and the reason is psychological. Each camp has, at 

some point, been hurt by the other's domain. The fundamentalist who 

bought a wonderful company and watched it fall for two years feels the 

sting of poor timing and, rather than learn timing, dismisses it. The 

technician who rode a beautiful chart pattern straight into a company's 

collapse feels the sting of ignored fundamentals and, rather than learn 

them, dismisses them. We tend to despise the discipline that has hurt 

us, especially when learning it would mean admitting our preferred 

approach was incomplete. 

There is also the matter of identity. People do not merely use these 

methods; they become them. 'I am a value investor.' 'I am a technical 

trader.' Once a method becomes part of who you are, the rival method 

becomes a threat not just to your returns but to your sense of self. 

Defending your tribe becomes defending your identity. This is why the 
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argument generates so much more heat than light, and why it has 

persisted for a century with neither side ever conceding. 

ON WHY THE RIVALRY PERSISTS We tend to 

despise the discipline that has hurt us — precisely the one 

we most need to learn. The fundamentalist needs timing. 

The technician needs the balance sheet. Both need risk 

management. 

The forgotten third party 

Lost in this noisy quarrel between two camps is a third discipline that 

both claim to respect and both routinely neglect: risk management. 

Ask any fundamentalist or technician whether risk management 

matters, and they will say yes, of course, obviously. Then watch them 

size a position by gut feeling, hold a loser out of stubbornness, or bet 

too large because they were certain. Risk management is the discipline 

everyone agrees with and few actually practise, because it is the least 

exciting and the most humbling. It does not promise riches; it 

promises survival. And survival is unglamorous — right up until the 

moment it is the only thing that matters. 

The quarrel, Indian edition 

The Indian market sharpens the tribal quarrel in a particular way, 

because it offers vivid evidence for both camps to point at. The 

fundamentalist gestures at the great compounders of Indian markets 

— the consumer-goods majors, the leading private banks, the 

dominant paints and adhesives franchises — companies that rewarded 

patient owners enormously over decades, through every kind of chart 

pattern, simply by being excellent businesses that compounded. 'See,' 

says the fundamentalist, 'none of that required a single moving 

average. It required understanding the business and holding on.' 

The technician gestures, with equal force, at the wreckage on the other 

side. He points to the small-caps that doubled and tripled on 
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momentum and euphoria, untethered to any fundamental reality, and 

made fortunes for those who rode the trend and exited before the 

collapse — fortunes the fundamentalist, sneering at the 

'overvaluation,' never touched. He points to the great market-wide 

panics, when even the finest businesses fell forty or fifty per cent, and 

asks why anyone would refuse to read the obvious technical warnings 

of a market in free fall. 'See,' says the technician, 'the chart was 

screaming, and your balance sheet said nothing.' 

Both are pointing at something real. That is exactly why the quarrel 

persists: each side has a genuine body of evidence. The great Indian 

compounders really did reward pure fundamental patience. The 

momentum rockets and the great crashes really did reward technical 

awareness. The mistake is not in the evidence; it is in the conclusion 

each side draws — that because their discipline sometimes worked 

spectacularly alone, the other discipline must be worthless. The truth 

the evidence actually supports is subtler: different market situations 

reward different disciplines, and the investor who commands all of 

them is ready for all situations. 

A worked illustration: the same stock, three eyes 

Take a familiar situation in Indian markets: a high-quality, widely-

owned private-sector bank that has, after years of steady 

compounding, entered a long phase of going nowhere — drifting 

sideways for an extended period while the broader market moves on. 

Watch how each tribe sees it. The fundamentalist sees an excellent 

franchise — strong deposit base, sound underwriting, a long runway in 

an under-banked economy — and concludes it is worth owning, 

perhaps adding more. He is right about the business and may be early 

by a year or more. The technician sees a stock in a flat, rangebound 

consolidation, no trend to trade, and concludes there is nothing to do 

here — which, for his time horizon, is also correct. The risk manager 

sees a candidate that, if bought, must be sized within sensible limits 

like any other, however beloved the name. 
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Notice that none of them is wrong, and none of them is complete. The 

fundamentalist's 'buy and be patient' and the technician's 'nothing to 

trade yet' are not contradictions; they are answers to different 

questions on different horizons. The integrated investor holds both at 

once: yes, this is worth owning (fundamental), but the timing for a 

fresh commitment is not yet compelling and there is no harm in 

waiting for the consolidation to resolve upward (technical), and 

whatever is bought will be sized so a mistake is survivable (risk). The 

quarrel evaporates the moment we stop forcing one tool to answer 

every question. 

This book's argument begins here: the quarrel between the tribes is a 

category error. They are arguing as though they were answering the 

same question and giving different answers. They are not. They are 

answering different questions entirely. Once we see that clearly, the 

rivalry dissolves, and the real work — combining them — can begin. 
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C h a p t e r  2  

Three Questions, Not One 

What each discipline actually answers 

The single most clarifying idea in this entire book is also the simplest. 

The reason fundamental analysis, technical analysis, and risk 

management feel like rivals is that we imagine they are competing to 

answer one question: how do I make money in the market? But that 

question is far too large to have a single answer. It contains within it at 

least three distinct questions, and each of the three disciplines is, in 

fact, a specialist at answering one of them. 

Question one: what is worth owning? 

This is the fundamental question, in both senses of the word. Of all the 

thousands of companies you could own, which ones are good 

businesses — durable, profitable, well managed, growing — and at 

what price do they represent good value rather than expensive hope? 

No amount of chart-reading answers this. A beautiful uptrend on a 

fundamentally rotten company is a trap with a pretty face. To know 

what is worth owning, you must understand the business. This is the 

home territory of fundamental analysis, and on this question, the 

technician has nothing to offer. 

Question two: when, and at what price, should I act? 

Knowing a company is worth owning does not tell you when to buy it, 

or when to sell. A great business can stay overpriced for years, or fall 

for reasons that have nothing to do with its quality. Timing — entry, 

exit, and the reading of the market's current behaviour — is a different 

skill entirely. It is the home territory of technical analysis. The chart 

will not tell you whether a business is good, but it will tell you a great 
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deal about whether the market is currently accumulating or 

distributing, trending or ranging, calm or fearful. On this question, the 

fundamentalist who insists that timing is impossible is simply 

choosing to act blind. 

Question three: how much, and how do I survive being 

wrong? 

Here is the question both other disciplines tend to skip, and it may be 

the most important of the three. Suppose you know what is worth 

owning and when to act. How much of your capital should you commit 

to this one idea? What happens if you are wrong — as you inevitably 

will be, repeatedly? Where is your exit if the thesis breaks? This is the 

home territory of risk management, and it governs not whether you 

are right, but whether you survive long enough for being right to 

matter. The finest analysis in the world is worthless if a single 

oversized, unprotected position can end your participation in the 

game. 

THE FRAMEWORK IN ONE LINE What is worth 

owning? When should I act? How much, and how do I 

survive being wrong? Three questions. Three disciplines. 

One complete decision. 

Why you need all three answered 

Now the central point comes into focus. A complete investment 

decision requires answers to all three questions. Answer only the first, 

and you are the fundamentalist holding a great company through years 

of dead money, or buying it just before a cyclical collapse the chart was 

warning about. Answer only the second, and you are the technician 

trading crisp patterns on a company heading for bankruptcy, 

eventually caught in the one move that does not bounce. Answer only 

the third, and you are managing risk beautifully on a portfolio with no 

edge at all — perfectly protected mediocrity. 
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The disciplines feel like rivals only because each camp has been trying 

to answer all three questions using a single tool. The fundamentalist 

tries to time with valuation alone and is chronically early. The 

technician tries to judge quality with price alone and is periodically 

blindsided. Both try to manage risk with conviction alone and are 

occasionally ruined. The tools are not wrong; they are simply being 

asked to do jobs they were never designed for. 

A simple illustration 

Imagine you are considering a well-known company. Fundamental 

analysis tells you it is a high-quality business with strong cash flows, 

currently trading at a fair-to-slightly-rich valuation. That answers 

question one: yes, this is worth owning, though not screamingly cheap. 

Technical analysis shows the stock has been falling for months and is 

now stabilising near a long-term support level, with selling pressure 

easing. That answers question two: the timing is becoming favourable; 

the market's mood toward it is shifting. Risk management tells you to 

commit a position sized so that, even if you are wrong and your stop is 

hit, you lose only a small, predefined fraction of your capital. That 

answers question three: here is how much, and here is your survival 

plan. 

The three questions in an Indian portfolio 

Let us make the three questions concrete with the kind of decisions an 

Indian investor actually faces. Suppose you are considering three very 

different opportunities at once: a dominant, wide-moat consumer-

goods company that everyone agrees is wonderful but never seems 

cheap; a large public-sector name that looks statistically inexpensive 

but has disappointed for years; and a small-cap in a hot sector that has 

been rising vertically on heavy volume. A single discipline will mislead 

you on at least two of these. The three questions, asked of each, sort 

them out. 
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Applying the questions to the wonderful-but-expensive 

compounder 

Question one — what is worth owning? — answers clearly yes: this is a 

superb business with a durable moat. But question two — when, and 

at what price? — gives pause: if it is trading at a historically stretched 

valuation and the chart shows it extended far above its trend after a 

long run, this may be a poor moment to commit fresh capital, however 

good the business. And question three — how much? — reminds you 

that even the best business deserves only a sensible position. The 

integrated verdict: a wonderful business worth owning, but perhaps 

not here, not now, and never in unlimited size. The fundamentalist 

who buys purely on quality may be paying a price that caps his returns 

for years. 

Applying the questions to the statistically-cheap laggard 

The cheap public-sector name inverts the puzzle. Question one is 

genuinely uncertain: is it cheap because it is undervalued, or cheap 

because the business is structurally challenged — the classic value-trap 

ambiguity? Question two, the chart, becomes unusually informative 

here: a stock that is cheap and has begun, after years of decline, to form 

a base and turn up on rising volume is telling you the market may 

finally be recognising value; a stock that is cheap and still relentlessly 

falling is warning you the value trap is still in force. Here the 

technician's eye protects the fundamentalist from buying a falling 

knife too early. Question three insists that, given the elevated 

uncertainty, the position be modest and the stop respected. 

Applying the questions to the hot small-cap 

The vertical small-cap is where the three questions save you from the 

most expensive mistakes. Question one demands brutal honesty: is 

there a real, durable business here, or is this a thin float being driven 

by momentum and stories? In Indian small-caps, this question is often 

answered 'no, or unknowable,' and that alone should shrink the 
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position dramatically or rule it out. Question two notes that the trend 

is undeniably up — but a chart this extended is as much a warning as 

an invitation. Question three becomes decisive: if you engage at all, it 

must be with a small position and a tight, honoured stop, because 

small-caps are exactly where the collapse-with-no-floor lives. The 

investor who asks only 'is the trend up?' and sizes by greed is the one 

who gets destroyed when the music stops. 

THE FRAMEWORK APPLIED Three opportunities, 

three questions each. The wonderful compounder may be 

a poor entry; the cheap laggard may be a trap or a turn; 

the hot small-cap may be a momentum mirage. Only all 

three questions, asked together, tell them apart. 

Notice that no single discipline could have produced that decision. The 

fundamentalist alone might have bought months earlier and sat 

through the decline. The technician alone might have bought the same 

support bounce on a far worse company. The risk manager alone had 

nothing to act on at all. Together, the three produced a decision that is 

sound on quality, sensible on timing, and survivable if wrong. That is 

the whole thesis of this book, visible in a single example. Everything 

that follows is an elaboration of it. 
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C h a p t e r  3  

Why Single-Discipline Investors 
Get Hurt 

The predictable failure of the lone tool 

It is one thing to argue that the three disciplines should work together. 

It is another to see, concretely, how investors who rely on only one of 

them get hurt in characteristic, predictable ways. The failures are not 

random. Each single-discipline approach has a signature wound, and 

recognising these wounds is the fastest way to feel in your bones why 

the allies are needed. 

The fundamentalist's signature wounds 

The first is the value trap. A company looks cheap on every 

fundamental measure, and the fundamentalist buys, congratulating 

himself on his discipline. But it is cheap for a reason the numbers have 

not yet caught up with — a dying business model, an industry in 

structural decline, a management quietly destroying value. The price 

keeps falling because the future is worse than the past the accounts 

describe. A glance at the chart would have shown relentless 

distribution, a market voting against the stock for reasons not yet in 

the reports. The fundamentalist, dismissing the chart, walks into the 

trap with his eyes open and his analysis impeccable. 

The second is the curse of being early. The fundamentalist correctly 

identifies a wonderful business at a fair price and buys. He is right 

about everything except timing. The stock does nothing for two years, 

or falls further before it rises. His capital is dead, his patience is tested, 

and — most painfully — he often sells in frustration just before the 

move he predicted finally arrives. Being early is, in practice, 
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indistinguishable from being wrong, because you suffer the same 

drawdown and the same doubt. A little attention to timing could have 

let him deploy the same capital at a better moment, or at least wait for 

confirmation before committing. 

The technician's signature wounds 

The first is trading noise as though it were signal. Markets spend much 

of their time going nowhere in particular, and the technician who must 

always be acting finds patterns in randomness, takes trade after trade, 

and bleeds capital through costs and small losses. Without the anchor 

of fundamentals to say 'this is a business worth engaging with at all,' 

every squiggle becomes a temptation. 

The second, and more dangerous, is the collapse that does not bounce. 

The technician trades a clean pattern on a company whose 

fundamentals are quietly catastrophic. Most of the time the pattern 

works and he is rewarded, which deepens his contempt for 

fundamentals. Then comes the position where the falling price was not 

a dip to be bought but the early warning of a genuine collapse — a 

fraud, a default, a shattering of the business. The support level he 

trusted gives way and keeps going, because there was no value beneath 

it to catch the fall. A single such event can erase the gains of many good 

trades. The fundamentals he dismissed were the floor he was standing 

on. 

The shared wound: no risk management 

Both the fundamentalist and the technician, when they neglect risk 

management, share a final and fatal vulnerability: the position that is 

too large, or held too long without an exit, that turns a survivable 

mistake into an unrecoverable one. The fundamentalist, certain of his 

analysis, bets too much on his highest-conviction idea — and 

conviction, it turns out, is not the same as certainty. The technician, on 

a winning streak, sizes up just as his luck is about to turn. Neither 
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defined, in advance, how much they could lose. Both discover their 

true risk limit only by exceeding it, at the worst possible time. 

THE CATALOGUE OF AVOIDABLE PAIN  Each 

single-discipline approach has a signature wound: the 

value trap, the early entry, the noise trade, the collapse 

that doesn't bounce, and — shared by all — the oversized, 

unprotected bet. The allies exist to heal exactly these. 

The pattern behind the pain 

Step back and a pattern emerges. In nearly every one of these 

characteristic failures, the wound is precisely in the area governed by 

a neglected discipline. The fundamentalist's wounds are timing 

wounds and risk wounds — the very things technical analysis and risk 

management address. The technician's wounds are quality wounds 

and risk wounds — the very things fundamental analysis and risk 

management address. The disciplines are not just compatible; they are 

specifically engineered, as if by design, to cover one another's exposed 

flanks. 

The Indian value trap, in detail 

The value trap deserves special attention in the Indian context, 

because our market produces them in abundance. India has many 

companies that look perennially cheap — low valuations, apparently 

solid assets — and stay cheap, or get cheaper, for years or decades. 

Some public-sector undertakings, some old-economy businesses in 

structural decline, some promoter-dominated companies where 

minority shareholders never quite share in the value: these can trap 

the pure fundamentalist for a very long time. He buys because the 

numbers look compelling, then watches the price drift lower while the 

'value' he identified never gets unlocked, because the very factors 

making it cheap — poor governance, a dying business, misaligned 

promoters — are precisely the factors that prevent the value from ever 

reaching him. 
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What would have helped? Two of the allies. Technical analysis would 

have shown that the stock, for all its statistical cheapness, was in no 

hurry to be re-rated — no base, no trend change, just relentless or 

listless decline — counselling patience or avoidance rather than 

commitment. And fundamental analysis done more deeply, looking 

past the surface numbers to governance and business durability, 

would often have revealed why the cheapness was deserved. The lesson 

is not that fundamental analysis failed, but that shallow fundamental 

analysis, unaccompanied by the chart's reality-check and by deeper 

scrutiny, walked the investor into a well-known Indian trap. 

The collapse with no floor, in detail 

On the other side, India has furnished the technician with painful 

lessons in the collapse that does not bounce. From time to time, a 

company that looked perfectly tradeable — decent chart, plenty of 

liquidity, even institutional ownership — has fallen apart with 

stunning speed when a hidden reality surfaced: an accounting fraud, a 

sudden debt crisis at a once-trusted financier, a governance scandal at 

a high-flying name. Stocks that had respected their support levels for 

years sliced through them and kept falling, locking in losses for anyone 

trading the chart alone, because there was no longer any fundamental 

floor beneath the price. The technician who had dismissed the balance 

sheet had also dismissed the one source of warning that might, in some 

of these cases, have flagged the rising risk. 

Here too, the cure is an ally, not the abandonment of the discipline. 

The technician need not become a forensic accountant; he needs only 

a fundamental filter strong enough to keep him from taking large long 

positions in businesses whose quality and governance he has not 

checked. A simple rule — engage on the long side only with companies 

that pass a basic test of fundamental soundness and clean governance 

— would have spared the chart-trader many of the worst Indian blow-

ups, while costing him nothing on the sound companies where his 

technical skill genuinely adds value. 
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A worked example of the oversized bet 

Consider the shared wound — the oversized, unprotected position — 

with a concrete Indian flavour. An investor becomes deeply convinced 

about a single company. Perhaps it is the stock of the company he 

works for, or a name a trusted friend has championed, or a small-cap 

whose story has captured his imagination. His conviction, whether 

born of fundamental research or a thrilling chart, persuades him to put 

a large fraction of his net worth into this one position. For a while it 

may even work, deepening his confidence. Then the specific risk he 

underweighted arrives — a bad result, a sector shock, a governance 

revelation — and because the position was enormous and unprotected, 

a single company's troubles inflict a wound on his wealth from which 

recovery takes years. 

No amount of analytical brilliance would have saved him, because the 

failure was not analytical; it was a failure of sizing and survival — the 

third ally, neglected. Had he simply capped the position at a sensible 

fraction of his capital and defined an exit, the same company's collapse 

would have been a regrettable but minor episode rather than a life-

altering one. This is the recurring shape of the most painful Indian 

investing stories: not bad analysis, but good or bad analysis staked in 

ruinous size, with no plan for being wrong. 

This is why the rest of this book is not a diplomatic compromise that 

asks each camp to grudgingly tolerate the others. It is something 

stronger. It is the recognition that each discipline's greatest weakness 

is another discipline's greatest strength, and that combining them does 

not dilute any of them but completes all of them. We turn now to 

studying each ally in turn, honestly — its real powers, and its real blind 

spots — so that we can see exactly how they fit together. 

  



22 

 



23 

 
 
 
 
 
 
 
 

P a r t  T w o  

The First Ally: 
Fundamental Analysis 

Fundamental analysis answers the first question: what is worth 

owning? This part studies it honestly — the genuine power of 

understanding a business as a business, and the equally genuine 

blind spots that leave it incomplete on its own. 
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C h a p t e r  4  

What Fundamental Analysis 
Sees 

The business beneath the ticker 

To use fundamental analysis as an ally, you must first respect what it 

genuinely does well — and it does a great deal well. At its core, 

fundamental analysis is the discipline of seeing through the ticker 

symbol to the living business underneath: the products and customers, 

the revenues and costs, the assets and debts, the people in charge and 

the decisions they make. It is the only one of our three disciplines that 

engages with the company as a real economic entity rather than as a 

price. 

The business model: how money is actually made 

Everything in fundamental analysis begins with one question: how 

does this company make money, and is that way of making money 

durable? A business that sells a product people need repeatedly, at a 

price comfortably above its costs, with protection against competitors 

stealing its customers, is a fundamentally different proposition from 

one that sells a commodity in a brutal price war. Understanding the 

business model means understanding where the profit comes from, 

why it persists, and what could threaten it. No chart contains this 

information. It lives in the understanding of the business itself. 

The moat: why profits survive 

The most valuable thing fundamental analysis can identify is a durable 

competitive advantage — a moat. Competition is the natural enemy of 

profit; in a free market, high returns attract rivals who compete those 

returns away. A moat is whatever prevents that erosion: a powerful 
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brand, a low-cost position, a network effect, high switching costs, a 

regulatory licence, control of a scarce resource. The width and 

durability of the moat is, more than almost anything else, what 

separates a business that can compound for decades from one whose 

good years are temporary. Reading a moat is pure fundamental work, 

invisible to price alone. 

The financial statements: the business in numbers 

Fundamental analysis reads the three financial statements as a doctor 

reads vital signs. The profit and loss statement shows whether the 

business earns more than it spends, and whether that gap is widening 

or narrowing. The balance sheet shows what the company owns and 

owes — its financial strength or fragility, the debt that could sink it or 

the cash that could sustain it. The cash flow statement, often the most 

honest of the three, shows whether the reported profits actually turn 

into real cash. Learning to read these together, across several years, 

reveals the trajectory and the health of the enterprise in a way no single 

number ever could. 

Management and capital allocation 

A business is run by people, and those people make decisions that 

compound over time — especially decisions about what to do with the 

company's cash. Reinvest in growth? Pay dividends? Buy back shares? 

Acquire other companies? Pay down debt? The quality of these capital-

allocation decisions, and the honesty and competence of the 

management making them, are deeply fundamental matters. A good 

business run by poor or dishonest managers can be a value destroyer; 

a good business run by skilled, trustworthy managers can compound 

far beyond what its current numbers suggest. Assessing this is 

qualitative, judgemental fundamental work. 
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Valuation: price against worth 

Finally, fundamental analysis attempts the hardest task of all: 

estimating what the business is worth, and comparing that with what 

the market is charging. This is where the famous concepts live — the 

margin of safety, the gap between price and value, the discipline of 

refusing to overpay even for excellence. Valuation is necessarily 

imprecise; it deals in ranges and judgement, not certainties. But it 

provides the single thing no other discipline can: a sense of whether 

you are being offered a bargain, a fair deal, or an expensive dream. 

WHAT THE FIRST ALLY CONTRIBUTES  

Fundamental analysis sees what price cannot show: the 

business model, the moat, the financial health, the people, 

and the gap between worth and price. This is the ground 

beneath every chart. 

Reading a moat: Indian illustrations 

Moats are easiest to understand through examples every Indian 

investor recognises. Consider the dominant decorative-paints 

company that has, for decades, enjoyed an extraordinarily deep dealer 

and distribution network — tinting machines in tens of thousands of 

shops, relationships with painters, a brand homeowners trust. That 

distribution moat is not visible on any chart; it lives in the structure of 

the business, and it explains why the company sustained high returns 

on capital for so long even as competitors tried to enter. A fundamental 

analyst can see and assess that moat. A chart-reader sees only the 

result — a long, powerful uptrend — without understanding the source, 

and therefore without being able to judge whether the source is intact 

or eroding. 

Contrast this with a commodity producer — a metals or basic-

chemicals company whose product is essentially identical to its rivals' 

and whose price is set by global markets it cannot control. Such a 

business may be perfectly well run, but it has no moat: when the 
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commodity cycle turns down, its profits collapse along with everyone 

else's, and no amount of operational excellence fully protects it. The 

fundamental analyst classifies these two businesses completely 

differently — wide-moat compounder versus cyclical price-taker — and 

that classification governs everything: how to value them, how long to 

hold them, how much to trust their good years. This is knowledge price 

alone cannot provide. 

Reading financial health: what the statements reveal 

Consider how the three financial statements illuminated the difference 

between two superficially similar Indian lenders during the stresses of 

recent years. On the surface, several non-banking financial companies 

looked alike — growing loan books, reported profits, rising stock 

prices. But a careful reading of their balance sheets and cash flows 

revealed crucial differences: the quality and diversification of their 

borrowing, the match between the duration of their assets and their 

liabilities, the conservatism of their provisioning. When a liquidity 

crisis struck the sector, the lenders with sound funding structures 

survived and the ones with fragile, mismatched funding faced 

existential crises. The fundamental analyst who read the statements 

deeply could distinguish them in advance; the investor watching only 

the rising stock prices could not. 

This is the quiet power of fundamental analysis: it can sometimes see 

fragility building beneath a healthy-looking surface, long before that 

fragility expresses itself in a falling price. The cash flow statement in 

particular, harder to manipulate than reported profit, often tells the 

truest story — revealing when a company's reported earnings are not 

turning into real cash, a classic early warning of trouble. None of this 

is visible to the chart until the trouble finally erupts into price. The 

fundamental analyst's reward for doing this unglamorous reading is 

the occasional, invaluable ability to avoid a disaster before it happens. 
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Capital allocation: the promoter question in India 

In Indian markets, the assessment of management and capital 

allocation carries a special weight, because so many of our companies 

are promoter-controlled. The promoter's character, competence, and 

treatment of minority shareholders can matter as much as the 

underlying business. Two companies in the same industry, with 

similar products and similar numbers, can deliver utterly different 

outcomes to outside shareholders depending on whether the promoter 

allocates capital wisely and shares the rewards fairly, or empties value 

through related-party dealings, reckless expansion, or simple 

incompetence. Assessing this is among the most important and most 

qualitative tasks in Indian fundamental analysis — and it is entirely 

invisible to technical analysis, which sees the consequences in the price 

only after they have played out. 

Taken together, these are formidable powers. Fundamental analysis 

answers, more completely than any other discipline, the question of 

what is worth owning. An investor armed with it knows things about a 

company that no chart-reader can know. But — and this is the theme 

we will develop next — knowing what is worth owning is not the same 

as knowing when to act on that knowledge, or how much to risk. The 

first ally is powerful precisely within its domain, and it is the 

boundaries of that domain we must understand just as clearly as its 

strengths. 
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C h a p t e r  5  

The Blind Spots of 
Fundamentals 

What the balance sheet cannot tell you 

If fundamental analysis were complete on its own, this would be a very 

short book and the technicians would all be wrong. They are not all 

wrong, and fundamental analysis is not complete on its own. To make 

it an effective ally, we must be as honest about its blind spots as we 

were enthusiastic about its powers. These blind spots are not flaws in 

execution; they are inherent limits of what the discipline can see. They 

are precisely the gaps the other two allies exist to fill. 

Blind spot one: timing 

Fundamental analysis can tell you that a business is worth owning and 

roughly what it is worth. It cannot tell you when the market will agree 

with you. A stock can remain undervalued for years, or become more 

undervalued before it recovers. The fundamentals give you a 

destination but no timetable, and in the gap between your purchase 

and the market's eventual agreement lies the dead money, the 

drawdown, and the test of patience that breaks so many fundamentally 

correct investors. The balance sheet is silent on the question of when. 

It was never designed to answer it. 

Blind spot two: market psychology and momentum 

Prices are set not by value alone but by the collective psychology of 

millions of participants — their fear, greed, euphoria, and panic. 

Fundamental analysis, focused on the business, is largely blind to this 

psychology. It cannot easily see that a stock has entered a speculative 

mania that will carry it far above value before collapsing, nor that a 
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sound company is being thrown out in a wave of indiscriminate fear 

that has nothing to do with its prospects. The market's mood is real, it 

moves prices powerfully, and it is precisely what technical analysis is 

built to read. 

Blind spot three: the slowness of the data 

Fundamental data is, by its nature, old. Annual reports describe a year 

that has ended. Quarterly results describe a quarter already gone. By 

the time a deterioration shows up clearly in the financial statements, 

the price — set by participants who may have sensed the change earlier 

— has often already moved. The fundamentalist working only from 

reported numbers is, in a sense, always driving by looking in the rear-

view mirror. The information is real and important, but it arrives late, 

and markets do not wait. 

Blind spot four: the unknowable and the fraudulent 

Fundamental analysis depends on the honesty and completeness of 

the information it studies. When a company's accounts are 

manipulated, when a fraud is concealed, when a critical risk is simply 

not disclosed, the fundamentalist's careful analysis is built on sand. 

Sometimes the only early warning of such hidden rot is in the price and 

volume — the quiet, persistent selling of those who know something 

the reports do not yet reveal. The fundamentalist who refuses to look 

at the chart discards one of the few instruments that can sometimes 

detect what the accounts are hiding. 

Blind spot five: how much to risk 

Finally, and crucially, fundamental analysis says almost nothing about 

position sizing and risk. It can tell you that a company is wonderful, 

but not how much of your capital to stake on it, nor what to do if your 

wonderful thesis turns out to be wrong. Conviction born of deep 

analysis is, if anything, dangerous here, because it tempts the investor 

to bet too heavily on his best ideas — and even the best analysts are 
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wrong a meaningful fraction of the time. The discipline that produces 

conviction is not the discipline that should govern how much that 

conviction is allowed to risk. 

THE LIMITS OF THE FIRST ALLY  Fundamentals are 

blind to timing, to market psychology, to the freshness of 

data, sometimes to fraud, and almost entirely to position 

sizing. These are not failures of effort. They are the edges 

of the map. 

Why the blind spots are a feature, not a bug 

It might seem, having catalogued these limitations, that fundamental 

analysis is gravely flawed. It is not. It is simply specialised. Every 

instrument has a range outside which it cannot measure; that is not a 

defect but a definition. A thermometer that cannot measure weight is 

not broken. The error is not in fundamental analysis having blind 

spots; the error is in expecting it to have none, and in trying to use it 

for jobs — timing, psychology, sizing — that belong to other 

instruments entirely. 

The curse of being early: an Indian pattern 

The curse of being early has a familiar Indian shape. An astute 

fundamental investor identifies, well ahead of the crowd, that a 

particular sector — say, a beaten-down area of the market that 

everyone has given up on — contains excellent businesses at depressed 

prices. He is right. But 'ahead of the crowd' means precisely that the 

crowd has not yet arrived, and a sector out of favour can stay out of 

favour for a very long time. He buys, and then endures months or years 

of the sector languishing while fashionable parts of the market soar. 

His analysis is vindicated eventually — but only after a stretch of 

underperformance long enough to make him doubt himself, and long 

enough that many investors with the same correct thesis sell in 

frustration just before the turn. 
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What the fundamentalist lacked was not insight but timing — the 

technical ability to recognise when a depressed sector is merely cheap 

versus when it has actually begun to turn, when accumulation is finally 

appearing in the charts, when the long downtrend has genuinely 

broken. Adding that timing sense would not have changed his sound 

fundamental conclusion; it would have changed when he acted on it, 

sparing him much of the dead money and doubt. This is the blind spot 

in its purest form: correct about what, blind about when, and punished 

in the gap between the two. 

When the accounts lie: the limit of trust 

Indian markets have delivered hard lessons about the deepest 

fundamental blind spot of all — the case where the accounts 

themselves are false. When a company is engaged in accounting fraud, 

the fundamental analyst studying its statements is studying fiction, 

and his careful ratios and valuations are built on lies. Some of the most 

damaging Indian market episodes have involved exactly this: 

companies whose reported numbers looked sound right up until the 

revelation that those numbers were fabricated. The diligent 

fundamentalist, trusting the data, can be blindsided as badly as 

anyone. 

In some such cases — not all, but some — the price and volume offered 

a warning the accounts did not. Quiet, persistent selling by those closer 

to the truth, an unexplained breakdown in the chart while the reported 

fundamentals still looked fine, a stock behaving worse than its stated 

health should warrant — these technical signals occasionally flag 

trouble that the manipulated accounts conceal. The fundamentalist 

who refuses on principle to look at the chart discards one of the few 

instruments that can sometimes detect what the numbers are hiding. 

This does not make technical analysis a fraud-detector — it is not 

reliably so — but it makes it a second source of information precisely 

where the first source may be compromised. 
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And here is the hopeful part. Look again at the five blind spots: timing, 

market psychology, the slowness of data, the early detection of hidden 

trouble, and position sizing. The first four are the home territory of 

technical analysis. The fifth is the home territory of risk management. 

The blind spots of the first ally are not a problem to be solved within 

fundamental analysis. They are a map showing exactly where the other 

two allies are needed. We turn now to the second ally — the one whose 

entire purpose is to see what the balance sheet cannot. 
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P a r t  T h r e e  

The Second Ally: 
Technical Analysis 

Technical analysis answers the second question: when, and at what 

price, should I act? This part studies it honestly — the real 

information contained in price and volume, and the real limits of 

reading the market without understanding the business beneath it. 
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C h a p t e r  6  

What Technical Analysis Sees 

The market's behaviour, written in price 

If fundamental analysis sees the business beneath the ticker, technical 

analysis sees something the fundamentalist is blind to: the behaviour 

of the market itself. Price is not a neutral fact handed down from on 

high. It is the visible result of millions of decisions to buy and sell, the 

running tally of a vast, continuous auction. Technical analysis is the 

study of that auction — what the participants are actually doing, as 

opposed to what any of them say or believe. To use it as an ally, we 

must respect the genuine information it contains. 

Price as the sum of all opinions 

The technician's founding insight is that the price already contains 

every opinion. Every fundamental fact known to anyone, every hope, 

every fear, every piece of inside knowledge and outside analysis, 

ultimately expresses itself through someone's decision to buy or sell, 

and that decision moves the price. The chart is therefore not an 

alternative to information; it is information — the distilled, real-time 

verdict of every participant who has put money behind a view. This is 

why a price can begin to move before any news is public: those who 

know, or sense, are already acting, and their actions show up in price 

and volume before they show up in headlines. 

Trend: the tendency to persist 

The most basic and most useful observation of technical analysis is 

that prices tend to move in trends, and trends tend to persist until 

something changes them. A market in an uptrend — making higher 

highs and higher lows — reflects a persistent willingness of buyers to 
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pay more. This persistence is rooted in real human behaviour: the 

spread of information through a crowd, the herding instinct, the slow 

accumulation of a position by large players who cannot buy all at once. 

Identifying the trend, and respecting its direction until there is genuine 

evidence it has changed, is the technician's first and most powerful 

discipline. The fundamentalist who 'fights the tape' is betting against 

this persistence, often too early. 

Support and resistance: memory in the market 

Markets have memory. Price levels where buying or selling was once 

intense tend to matter again, because participants remember them 

and act around them. A level that repeatedly halts declines — support 

— marks a zone where buyers have reliably appeared. A level that 

repeatedly caps advances — resistance — marks a zone where sellers 

have. These are not mystical lines; they are the footprints of past 

behaviour, the places where the balance between buyers and sellers 

has shifted before and may shift again. Knowing where they lie tells the 

technician where the market's important battles are likely to be fought. 

Volume: the conviction behind the move 

Price tells you what happened; volume tells you how much conviction 

was behind it. A breakout on heavy volume reflects broad participation 

and genuine commitment; the same breakout on thin volume may be 

a trap. Rising prices on expanding volume suggest healthy demand; 

rising prices on shrinking volume suggest a move running out of fuel. 

Volume is the technician's lie detector, the second dimension that 

distinguishes a meaningful move from a hollow one. It is information 

about the strength of conviction that no fundamental report contains. 

Momentum and the reading of mood 

Beyond trend and level, technical analysis reads the market's changing 

mood through momentum — the speed and force of price movement. 

Momentum can reveal when a trend is accelerating with enthusiasm, 
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when it is tiring, or when fear has reached an extreme from which 

exhaustion and reversal often follow. The various indicators 

technicians use are, at bottom, different ways of measuring this mood 

and its shifts. They are imperfect and can mislead, but they give the 

technician a reading of crowd psychology — fear, greed, exhaustion, 

complacency — that the business-focused fundamentalist simply does 

not have. 

WHAT THE SECOND ALLY CONTRIBUTES 

Technical analysis reads what the business cannot show: 

the trend, the memory of price, the conviction in volume, 

and the shifting mood of the crowd. It is the study of 

behaviour, not value. 

Trend persistence in Indian markets 

The tendency of trends to persist is vividly visible in Indian markets. 

Consider how often a stock that has begun a powerful uptrend — 

driven by genuinely improving fundamentals that the market is 

gradually recognising — continues that trend far longer and further 

than seems reasonable at any single moment. The fundamentalist, 

anchored to his valuation, often sells too early, declaring the stock 

'expensive,' while the trend rolls on for years as the business keeps 

delivering and the market keeps re-rating it. The technician, 

respecting the trend until it actually breaks, captures far more of the 

move. Here the technical discipline of staying with a trend corrects a 

characteristic fundamental error — the premature 'it's too expensive 

now' sale that has cost patient-but-impatient investors enormous 

gains in India's great compounders. 

The reverse is equally instructive. When a beloved stock finally tops 

and begins a sustained downtrend, the trend-following discipline gets 

the technician out while the fundamentalist, still in love with the 

business, holds and hopes. Trends persist in both directions, and the 

willingness to respect them — to stay long while the uptrend holds and 



40 

to step aside when it genuinely breaks — is a real edge that pure 

fundamental analysis, with its tendency to anchor on a fixed view of 

value, often lacks. 

Support, resistance, and the memory of round numbers 

The memory embedded in support and resistance is something every 

active Indian market participant has witnessed. A major index level 

that once seemed an impassable ceiling becomes, once decisively 

crossed, a floor that supports future declines. A stock that repeatedly 

fails at a particular price, then finally breaks above it on heavy volume, 

often finds that the old ceiling now acts as support. These are not 

mystical numbers; they are the accumulated memory of where large 

quantities of buying and selling once occurred, where participants 

formed strong opinions that they act on again when price returns. The 

technician who maps these levels knows where the market's important 

decisions are likely to be made — information entirely absent from any 

financial statement. 

Volume: reading conviction in Indian stocks 

Volume's role as a lie-detector is especially valuable in Indian markets, 

where thin trading and manipulation are real risks in smaller names. 

A breakout to new highs on genuinely heavy, broad volume reflects 

real institutional and public participation — conviction behind the 

move. The same breakout on suspiciously thin volume, particularly in 

a small-cap, may be an artificial move engineered to lure buyers before 

insiders exit. The technician who insists on volume confirmation is 

protected against many such traps. He is reading something about the 

quality and conviction of a price move that no fundamental analysis 

addresses — and in a market with India's range of liquidity and 

governance, that protection is worth a great deal. 

These are real powers, and they answer real questions the 

fundamentalist cannot. When is the market beginning to agree with 

my thesis? Where are the levels that matter? Is this move backed by 
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conviction or hollow? Is the crowd fearful or greedy right now? 

Technical analysis is the instrument built to read the behaviour of the 

market in real time — and that behaviour, whatever the 

fundamentalists may wish, moves prices powerfully in the short and 

medium term. But like the first ally, the second has boundaries to its 

vision, and we must understand them just as honestly. 
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C h a p t e r  7  

The Blind Spots of Technicals 

What the chart cannot tell you 

Technical analysis, for all its real power to read market behaviour, has 

blind spots as profound as those of fundamental analysis — and, just 

as before, they are inherent to the discipline rather than failures of 

skill. The honest technician acknowledges them; the dogmatic one 

denies them and is periodically destroyed by them. Understanding 

these limits is what shows us why the second ally needs the first and 

the third. 

Blind spot one: it cannot judge value 

The chart shows what the market is doing, but it cannot tell you 

whether the underlying business is sound or rotten, cheap or expensive 

in any fundamental sense. A magnificent uptrend can belong to a 

company heading for collapse; a grim downtrend can belong to a 

wonderful business being thrown out with the bathwater. Price 

behaviour and business quality are different things, and technical 

analysis sees only the former. The technician who believes the chart 

tells him everything is, without knowing it, blind to the question of 

whether there is any real value beneath the price he is trading. 

Blind spot two: the collapse that does not bounce 

This is the technician's deadliest blind spot, and it deserves emphasis. 

Technical methods rely on the past behaviour of price continuing — 

support holding, patterns resolving as they usually do. Most of the time 

this works. But when a company is genuinely failing — a fraud exposed, 

a default, a shattering of the business model — the price does not 

behave as the chart history suggests. Support gives way and keeps 
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falling, because there is no fundamental floor beneath it. The 

technician's stop-loss may limit the damage on any one such event, but 

the technician who trades without any fundamental filter will, over 

enough time, walk into these collapses repeatedly, because nothing in 

his method warned him which falling stocks were dips and which were 

death. 

Blind spot three: false signals and noise 

Markets generate an enormous amount of random movement, and 

technical patterns are probabilistic, not certain. The same setup that 

works beautifully many times will fail without warning, and there is no 

way from the chart alone to know in advance which instance is which. 

A technician with no anchor outside the chart can be whipsawed 

endlessly, taking signal after signal in choppy conditions, each one 

looking valid in the moment and many of them failing. Without some 

external sense of which markets and which stocks are worth engaging 

at all, the technician is exposed to the full noise of the market with no 

filter. 

Blind spot four: it says nothing about the long term 

Technical analysis is powerful over short and medium horizons, where 

market behaviour and psychology dominate. Over the long run, 

however, it is the growth of business value that drives returns, and here 

the chart has little to say. A technician focused on the next move is 

poorly equipped to answer whether a company will be larger and more 

profitable in a decade. The compounding of fundamental value over 

years — the very thing that builds the largest fortunes — is outside the 

technician's frame, which is trained on the next swing, not the next 

decade. 

Blind spot five: how much to risk 

Like the fundamentalist, the technician, on his own, has no inherent 

answer to the question of position sizing. A chart can suggest where to 
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enter and where to place a stop, but how much of one's capital to 

commit to the trade is a separate question that technical analysis does 

not answer. The technician on a winning streak, his confidence high, 

is especially prone to sizing up just as the streak is about to break. The 

reading of the chart and the governing of risk are different disciplines, 

and excellence in one does not confer the other. 

THE LIMITS OF THE SECOND ALLY The chart 

cannot judge value, cannot foresee the collapse with no 

floor, cannot separate every false signal from every true 

one, is quiet on the long term, and does not size the bet. 

These are the edges of the second map. 

The mirror image 

Look closely and you will see that the blind spots of technical analysis 

are almost a mirror image of the blind spots of fundamental analysis. 

The technician cannot judge value, cannot see the business, is weak on 

the long term — exactly the strengths of the fundamentalist. The 

fundamentalist cannot time, cannot read market psychology, is blind 

to fresh behaviour in price — exactly the strengths of the technician. It 

is as though the two disciplines were cut from a single whole and 

separated, each carrying half of what is needed and lacking the other 

half. 

The Indian collapse with no floor, revisited 

We return to the technician's deadliest blind spot because Indian 

markets illustrate it so starkly. Picture a high-flying stock — a market 

darling with a beautiful multi-year chart, strong momentum, heavy 

institutional ownership, the kind of name that appears on every 

technician's screen as a model uptrend. Now suppose that beneath this 

lovely chart, a fundamental catastrophe is brewing: undisclosed debt, 

an accounting irregularity, a promoter quietly pledging and selling. 

When the truth emerges, the stock does not pull back politely to its 

trendline and bounce. It gaps down, breaks every support, and keeps 
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falling, sometimes losing the great majority of its value with 

astonishing speed. The technician's stop-loss, if he honoured it, 

limited the damage on that one trade — but the technician who traded 

such names repeatedly, with no fundamental filter, was playing a game 

where one such collapse could erase years of gains. 

The protection was never complicated. It was simply a fundamental 

filter: a rule never to hold large long positions in companies that fail a 

basic test of fundamental soundness and clean governance, however 

gorgeous their charts. Such a filter costs the technician almost nothing 

— sound companies with good charts remain fully available to him — 

while removing his exposure to precisely the names most likely to 

collapse without a floor. This is the friendship in its most protective 

form: fundamental analysis standing guard over the technician's single 

greatest vulnerability. 

Whipsaws and the Indian range-bound market 

Indian markets, like all markets, spend long stretches going nowhere 

in particular — choppy, range-bound, trendless. In these conditions 

the pure technician, especially one who feels compelled to trade, is 

repeatedly whipsawed: a breakout that fails, a breakdown that 

reverses, signal after signal that looks valid and then betrays him, each 

one costing a small loss and a little confidence. Without some filter for 

which stocks and which conditions are even worth engaging, he is 

exposed to the full noise of a directionless market. Here a fundamental 

overlay helps in a different way: by concentrating the technician's 

attention on a smaller universe of genuinely worthy businesses, it 

reduces the temptation to trade every twitch of every stock, and 

improves the odds that the signals he does act on occur in names where 

a real trend, when it comes, will be backed by real business 

performance. 

And both share the same final gap: neither answers, on its own, the 

question of how much to risk and how to survive being wrong. That 
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gap is filled by the third ally. Before we show how the three combine, 

we must study that third ally directly — the one both other disciplines 

admire and neglect, the one that governs not whether you are right, 

but whether you are still in the game to be right tomorrow. 
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P a r t  F o u r  

The Third Ally: Risk 
Management 

Risk management answers the third question: how much should I 

commit, and how do I survive being wrong? It is the quiet ally both 

others neglect — and the one that decides who lasts long enough for 

good analysis to pay off. 
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C h a p t e r  8  

The Ally Everyone Neglects 

Why survival comes before returns 

There is a strange asymmetry in how investors treat risk management. 

Almost everyone agrees, in principle, that it is essential. Almost no 

one, in practice, gives it the attention they lavish on choosing what to 

buy and when. The reason is simple and human: risk management is 

not exciting. It does not promise the thrill of the great stock pick or the 

perfectly timed trade. It promises only that you will still be here 

tomorrow. And survival, unglamorous as it is, turns out to be the 

precondition for everything else. 

The mathematics of ruin 

The case for risk management begins with a piece of arithmetic that 

everyone should internalise. Losses and gains are not symmetric. Lose 

ten per cent, and you need about eleven per cent to recover. Lose 

twenty-five per cent, and you need thirty-three. Lose fifty per cent, and 

you need a full one hundred per cent gain merely to get back to where 

you started. Lose ninety per cent, and you need a ten-fold gain to break 

even — a near-impossibility. The deeper the hole, the steeper and more 

improbable the climb out. This asymmetry is the entire reason capital 

preservation must come before capital growth. The first job is not to 

win; it is to avoid the losses from which there is no recovery. 

Being right is not enough 

Here is the truth that the fundamentalist and the technician both tend 

to learn the hard way: it is entirely possible to be right and still be 

ruined. Right about the company, right about the timing, and ruined 

anyway — because the position was too large, or unprotected, and a 
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temporary adverse move that you could not survive forced you out 

before the rightness paid off. The market can stay irrational longer 

than you can stay solvent. Analysis determines whether you have an 

edge. Risk management determines whether you live long enough to 

collect on it. They are different jobs, and the second cannot be skipped 

because the first was done well. 

The role of risk management among the allies 

If fundamental analysis answers what to own and technical analysis 

answers when to act, risk management answers two questions neither 

of the others touches: how much should I commit to this idea, and 

what is my plan for being wrong? These questions are not secondary 

refinements. They are as central to the outcome as the analysis itself, 

because they govern the size of your mistakes — and over a long 

investing life, the size of your mistakes matters at least as much as the 

frequency of your successes. A strategy with a real edge but no risk 

management is a fast car with no brakes: impressive until the first 

corner. 

WHY THE THIRD ALLY IS NON-NEGOTIABLE 

Analysis determines whether you have an edge. Risk 

management determines whether you survive long 

enough to collect on it. The first is about being right. The 

second is about still being here. 

Why both other disciplines neglect it 

The neglect is not accidental; it flows from the very mindsets the other 

disciplines cultivate. Fundamental analysis builds conviction — deep, 

researched, justified confidence in a business — and conviction quietly 

whispers that this idea is different, that this one deserves a bigger bet, 

that the usual caution need not fully apply. Technical analysis builds 

momentum-thinking and the confidence of a winning streak, which 

whispers that you are in form, that the method is working, that you can 

press harder now. Both whispers are the enemy. The discipline that 
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produces an edge is psychologically the worst-placed discipline to 

govern how much that edge is allowed to risk. That governing must 

come from somewhere else, deliberately, by rule. 

The mathematics of ruin, made concrete 

Let us make the asymmetry of losses vivid with the kind of arithmetic 

every investor should carry in their head. Imagine two investors who 

each start with ten lakhs. The first is brilliant at finding winners but 

careless about risk; over a few years he compounds his capital 

impressively, then suffers a single seventy per cent loss on an 

oversized, unprotected bet. To recover from a seventy per cent loss, he 

must now more than triple what remains merely to get back to where 

he started — a climb that may take many years, if it happens at all. The 

second investor finds more modest winners but never allows a loss 

beyond a controlled fraction; she never has to make a heroic recovery, 

because she never digs a deep hole. Over a full cycle, the second 

investor very often ends up wealthier, despite the first investor's 

superior eye for winners. The arithmetic of the deep hole defeats the 

gift for finding winners. 

This is not a hypothetical curiosity; it is the recurring story of Indian 

investors who made spectacular gains in a bull run and then 

surrendered them, and more, in the correction or the single blow-up 

that followed. The market is littered with people who were, for a time, 

brilliant — and who are no longer in the game because they never 

internalised that survival is the precondition for compounding. The 

investor who avoids the catastrophic loss does not need to be the most 

brilliant analyst in the room. She needs only to still be in the room, 

year after year, while the brilliant-but-reckless are carried out. 

Being right and ruined: an Indian cautionary tale 

The possibility of being right and ruined anyway is worth dwelling on, 

because it is so counterintuitive. Consider an investor during one of 

India's sharp market-wide declines who held excellent businesses — 
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genuinely sound companies that would, within a couple of years, 

recover fully and go on to new highs. He was right about every one of 

them. Yet if he held those positions on borrowed money, the decline 

triggered margin calls that forced him to sell at the very bottom, 

crystallising losses on companies that then recovered without him. His 

analysis was vindicated; his capital was destroyed. He was right and 

ruined, because leverage stripped away his ability to wait for the 

rightness to pay off. 

The same fate, without leverage, befalls the investor whose positions 

are simply too large for his temperament — who panics and sells 

quality at the bottom not because he is forced to, but because the 

unbearable size of the loss overwhelms his judgement. In both cases, 

the failure was not analytical. The businesses were sound. The failure 

was a failure of risk management — of sizing and structure and survival 

— that converted a temporary, recoverable decline into a permanent, 

unrecoverable loss. This is why risk management is not a refinement 

layered on top of good analysis; it is the discipline that determines 

whether good analysis is ever allowed to pay off. 

This is why risk management must be a separate, explicit, non-

negotiable discipline rather than a feeling layered on top of analysis. It 

is the ally that says no when the other two are saying yes too loudly. It 

is the cold, unexciting counterweight to the warm enthusiasm that 

good analysis generates. And as we will see when we reach the algo 

environment, it is the discipline that benefits most of all from being 

encoded into a machine, because a machine feels none of the whispers 

that lead humans to abandon their risk rules at exactly the wrong 

moment. 
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C h a p t e r  9  

The Tools of Survival 

Position sizing, stops, and exposure 

Risk management is not a vague attitude of caution; it is a set of 

concrete tools, each designed to bound a specific danger. 

Understanding these tools turns risk management from a platitude 

everyone nods at into a discipline you can actually practise. We will 

study the core tools in turn, keeping always in view that their purpose 

is singular: to ensure that no mistake, and no run of bad luck, can ever 

remove you from the game. 

Position sizing: the master tool 

Of all the decisions an investor makes, position sizing is among the 

most important and the most neglected. It is not which stock you buy, 

nor when, but how much of your capital you commit to it, that most 

directly determines whether being wrong is a survivable lesson or a 

catastrophe. The right idea in the wrong size can still ruin you; the 

wrong idea in the right size is merely a small, instructive loss. A 

disciplined investor decides the size of a position not by how excited 

he feels about it, but by how much he can afford to lose if it fails — a 

calculation made in advance, in the cold light of reason, before 

enthusiasm can distort it. 

The stop-loss: the predefined exit 

A stop-loss is simply a decision, made before you enter, about the price 

at which you will admit the idea is not working and exit. It is not a 

confession of weak conviction; it is the seatbelt that makes it safe to 

drive at all. The stop converts an open-ended, potentially unlimited 

loss into a bounded, known one. Its great enemy is the human 
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temptation to move it — to give the position 'just a little more room' as 

it approaches the line — which transforms a small planned loss into a 

large unplanned one. The discipline of honouring the stop you set, 

without negotiation, is one of the hardest and most valuable in all of 

investing. 

The maximum loss per idea 

Combining position sizing and the stop-loss gives the risk manager his 

single most powerful control: the ability to fix, in advance, the 

maximum he can lose on any one idea. If you decide that no single 

position may cost you more than a small fraction of your capital, and 

you size the position and place the stop so that hitting the stop 

produces exactly that loss, then you have converted risk from a vague 

anxiety into a bounded, known quantity. You can now be wrong many 

times in succession — as everyone is — and remain comfortably in the 

game. This single practice, applied consistently, prevents the great 

majority of account-ending disasters. 

Exposure and concentration limits 

Beyond the single position, the risk manager governs the portfolio as 

a whole. How much total capital is at risk at once? How much is 

concentrated in a single sector, a single theme, a single source of risk? 

Diversification across genuinely different exposures ensures that no 

single event — an industry downturn, a sector scandal, a shared risk 

factor — can damage the whole portfolio at once. The risk manager sets 

limits on concentration not because diversification guarantees gains, 

but because concentration, however justified by conviction, is what 

turns a single bad event into a ruinous one. 

Cash and the value of optionality 

Cash is a risk-management tool that feels like a failure and acts like a 

weapon. Holding some cash means accepting a lower return when 

markets rise, which is why the pressure to be fully invested is 
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relentless. But cash provides three things nothing else does: the calm 

to hold through declines without forced selling, the means to meet 

emergencies without liquidating at the worst time, and the 

ammunition to buy when others are desperate and bargains appear. 

The investor with cash in a crisis is the one buying from the panicked. 

Treated as deliberate optionality rather than idle money, cash is 

among the risk manager's most valuable holdings. 

Leverage: the multiplier of ruin 

If cash is the risk manager's friend, leverage is the temptation he treats 

with the deepest suspicion. Borrowed money magnifies gains and 

losses alike, but it adds a third, deadly dimension: the forced exit. An 

unleveraged investor can hold through a severe decline and wait for 

recovery; a leveraged one can be sold out at the very bottom by a 

margin call, his correct thesis vindicated only after he has been 

removed from the position. Leverage does not merely increase risk; it 

changes the nature of the game by stripping away the ability to wait. 

The risk manager uses it sparingly if at all, and never forgets what it 

can do. 

THE RISK MANAGER'S TOOLKIT Position sizing, the 

stop-loss, the fixed maximum loss per idea, concentration 

limits, cash, and a deep wariness of leverage — these are 

the concrete tools that turn 'be careful' into a discipline you 

can actually execute. 

Position sizing: a worked example 

Let us walk through position sizing concretely, in the way a disciplined 

Indian investor might actually think. Suppose your investable capital 

is a certain sum, and you have adopted the rule — a common and 

sensible one — that no single position should ever be able to cost you 

more than a small fraction of that capital, say one to two per cent, if 

your stop is hit. You identify an opportunity and decide where, on the 

chart and on the thesis, you would admit you were wrong and exit — 
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your stop level. The distance between your entry and your stop, as a 

percentage, then determines your position size: a wide stop means a 

smaller position, a tight stop means you can take a larger one, but in 

every case the rupee loss if the stop is hit stays within your predefined 

limit. 

Notice what this method accomplishes. It removes the sizing decision 

from the realm of emotion — how excited you feel about the idea — 

and ties it to a calculation made in advance. The more volatile or 

uncertain the position, the wider the sensible stop, and therefore the 

smaller the position: risk and size adjust automatically in the right 

direction. And because every position is sized so that a stop-out costs 

only a small fraction of capital, you can endure a long string of losses 

— which will happen — without serious damage. This single discipline, 

mechanically applied, prevents the great majority of the account-

ending disasters that befall Indian investors, almost all of which trace 

back to a position that was simply far too large. 

The stop-loss and the temptation to move it 

The stop-loss is simple to understand and agonising to honour, and 

the agony is worth examining because it is where most investors fail. 

You set a stop, in calm, at the level that would prove your idea wrong. 

The price drifts toward it. Now the rationalisations begin: 'It's just 

market noise.' 'The fundamentals haven't changed.' 'I'll give it a little 

more room.' Each rationalisation feels reasonable in the moment, and 

each one converts the small, planned loss you accepted into a larger, 

unplanned one. The Indian investor who has watched a manageable 

loss metastasise into a portfolio-damaging one — because he kept 

moving the stop, or quietly abandoned it altogether — knows this 

failure intimately. The stop only works if it is honoured without 

negotiation, and honouring it is a discipline that must be built 

deliberately, because every instinct fights against it. 
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This, incidentally, is one of the strongest arguments for the algo 

environment we will reach later. A machine does not feel the 

temptation to move the stop. It set the stop in code and it executes the 

stop in code, with no rationalisation, no hope, no 'just a little more 

room.' The discipline that humans find almost impossible to sustain 

under the pressure of a losing position is the discipline a machine 

supplies effortlessly, because it has nothing to rationalise with. 

Concentration: the Indian sector trap 

Concentration limits matter acutely in Indian portfolios because of 

how easily an investor can end up unknowingly concentrated. 

Suppose, over time, you accumulate several of your favourite stocks — 

and they happen, without your quite noticing, to all be private-sector 

financials, or all be exporters of technology services, or all be 

beneficiaries of the same single theme. Your portfolio looks diversified 

— many names — but it is in truth a concentrated bet on one sector's 

fortunes. When that sector has its inevitable bad period — a regulatory 

shock to lenders, a currency or demand shock to exporters — the whole 

portfolio suffers together, and the diversification you imagined you 

had evaporates exactly when you need it. The risk manager's discipline 

of limiting exposure to any single sector or theme, even across multiple 

stocks, is what prevents this hidden concentration from turning a 

sector's bad year into your catastrophe. 

Notice a quality these tools share: every one of them is a rule decided in 

advance, in calm, to be executed later under pressure. That is the 

essence of risk management — the substitution of pre-committed 

discipline for in-the-moment emotion. And it points directly toward 

why the algo environment, which we will reach soon, is the natural home 

of risk management. A machine executes pre-committed rules perfectly, 

every time, feeling none of the fear or greed that tempts a human to 

abandon them. But before we automate the allies, we must understand 

how, even by hand, they combine into something greater than their sum. 

That is the work of the next part — the heart of this book. 
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P a r t  F i v e  

The Friendship 

Here is the heart of the book. The three allies do not merely tolerate 

one another; they actively make each other better, each covering the 

others' blind spots. This part shows, concretely, how they combine 

into a complete decision — and why the whole is far greater than the 

sum of its parts. 
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C h a p t e r  1 0  

How the Three Complete Each 
Other 

Each ally covers another's blind spot 

We have now studied each ally honestly — its real powers and its real 

blind spots. Laid side by side, a striking pattern emerges, one we have 

glimpsed but not yet fully drawn out. The blind spots of each discipline 

correspond, almost exactly, to the strengths of the others. This is not a 

happy accident. It is the structural reason the three belong together, 

and it is the foundation of everything that follows. 

The map of strengths and blind spots 

Consider what each ally cannot see. Fundamental analysis is blind to 

timing, to market psychology, to fresh behaviour in price. Technical 

analysis is blind to business value, to the long term, to the collapse with 

no fundamental floor. Both are blind to position sizing and survival. 

Now consider where each is strong. Technical analysis is strong 

precisely on timing, psychology, and fresh price behaviour — the 

fundamentalist's blind spots. Fundamental analysis is strong precisely 

on value, the business, and the long term — the technician's blind 

spots. Risk management is strong precisely on sizing and survival — 

the shared blind spot of both. The three fit together like pieces cut from 

a single whole. 

THE STRUCTURE OF THE FRIENDSHIP Each ally's 

greatest weakness is another ally's greatest strength. 

Combining them does not dilute any one discipline — it 

completes all three. 
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Fundamentals plus technicals: what plus when 

Take the first pairing. Fundamental analysis identifies a business 

worth owning; technical analysis identifies when the market is 

beginning to agree. Apart, each is incomplete: the fundamentalist buys 

his worthy company too early and suffers; the technician times his 

entry beautifully on a worthless company and is eventually caught. 

Together, they produce something neither can alone — the right 

business, entered at a sensible time. The fundamentalist's value thesis 

tells the technician which stocks are even worth charting; the 

technician's timing tells the fundamentalist when to deploy his capital 

instead of sitting in dead money. Each makes the other's core activity 

more effective. 

Fundamentals plus technicals: the early-warning system 

There is a deeper synergy in this pairing, one that addresses the 

technician's deadliest blind spot. Recall the collapse that does not 

bounce — the falling stock that keeps falling because the business is 

genuinely failing. Fundamental analysis is the filter that helps the 

technician avoid trading these on the long side: a stock that is both 

falling and fundamentally deteriorating is a different animal from one 

that is falling while fundamentally sound. Meanwhile, technical 

analysis serves the fundamentalist as an early-warning system: when 

a stock he owns begins to break down on heavy volume for no reason 

he can find in the reports, the chart may be detecting trouble the 

accounts have not yet revealed. Each ally watches a flank the other 

cannot. 

Risk management binds them both 

Now add the third ally, and the structure becomes complete. However 

good the combined fundamental-and-technical decision, it still 

requires an answer to how much, and how to survive being wrong. Risk 

management provides it, and in doing so it makes the other two safe 

to use. It allows the fundamentalist to act on a thesis without betting 
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the farm, and the technician to take a signal without risking ruin. It is 

the binding that holds the friendship together — the discipline that 

ensures that when the other two are wrong, as they sometimes will be, 

the cost is a lesson and not a catastrophe. 

The complete decision, revisited 

Recall the example from the introduction, which we can now see in full 

depth. A quality business at a fair price — fundamental analysis 

answering what is worth owning. Stabilising near long-term support 

with selling pressure easing — technical analysis answering when to 

act. A position sized so that a hit stop costs only a small, predefined 

fraction of capital — risk management answering how much and how 

to survive. Three disciplines, three questions, one complete decision. 

No single ally could have produced it. The fundamentalist alone is 

early; the technician alone is exposed to rotten businesses; the risk 

manager alone has nothing to act upon. Only together do they make a 

decision that is sound on quality, sensible on timing, and survivable if 

wrong. 

A full worked example: the three allies on one decision 

Let us assemble everything into a single, fully worked Indian example 

— qualitative throughout, but concrete in its reasoning. Suppose you 

are studying a high-quality private-sector bank, one of the genuinely 

well-run franchises that every Indian investor knows. Walk it through 

the three allies in sequence and watch a complete decision emerge. 

First, fundamental analysis. You examine the business: a strong, low-

cost deposit franchise, a long record of sound underwriting, a vast 

runway in an under-banked economy, capable and trustworthy 

management. You assess valuation and conclude the stock is 

reasonably — not cheaply — priced after a long period of going 

nowhere while earnings kept growing, which means the valuation has 

actually become more attractive over time even though the price has 

not fallen much. Fundamental verdict: yes, this is genuinely worth 
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owning, and the long consolidation has improved the value on offer. 

Question one is answered. 

Second, technical analysis. You look at the chart and see exactly that 

long consolidation — a multi-quarter sideways range after the previous 

uptrend stalled. Recently, however, the stock has stopped making new 

lows, has held firmly at the lower edge of its range more than once, and 

has begun to push toward the upper edge on improving volume. The 

selling pressure that defined the dull period appears to be giving way 

to quiet accumulation. Technical verdict: the timing, after a long wait, 

is finally becoming favourable; the market may be preparing to resolve 

the consolidation upward. Question two is answered — and note that 

the fundamentalist working alone might have bought a year or two 

earlier and endured the entire dull stretch. 

Third, risk management. However attractive the combined picture, 

you now size the position by rule. You decide where the thesis would 

be proven wrong — a decisive break back below the consolidation's 

support — and you set your stop there. The distance from entry to that 

stop, together with your rule that no position may cost more than a 

small fraction of capital, determines your position size. You confirm 

that adding this bank does not push your total financial-sector 

exposure beyond your concentration limit. Risk verdict: take the 

position, at this calculated size, with this defined stop. Question three 

is answered. 

THE COMPLETE DECISION, FULLY WORKED 

Worthy business, improving value (fundamental). Long 

consolidation now resolving upward on volume 

(technical). Sized so a stop-out costs little, within sector 

limits (risk). One decision, three allies, no single one 

sufficient alone. 

Stand back and observe what just happened. The fundamental ally 

ensured you were dealing with a genuinely worthy business and a 

sensible valuation — protecting you from the technician's collapse-
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with-no-floor. The technical ally ensured you acted near a sensible 

moment rather than committing dead money years early — curing the 

fundamentalist's curse of being early. The risk ally ensured that, 

should the whole thesis prove wrong, the cost would be a small, 

survivable lesson rather than a serious wound — covering the blind 

spot both other disciplines share. No single ally produced this decision. 

Each supplied precisely what the others lacked. That is the friendship, 

no longer as an abstract principle but as a concrete method you can 

actually follow. 

This is the friendship in its essence: not a compromise in which each 

discipline gives something up, but a completion in which each supplies 

what the others lack. The fundamentalist loses nothing by learning 

timing; he gains the ability to act on his theses at better moments. The 

technician loses nothing by consulting fundamentals; he gains a filter 

against catastrophe. Both lose nothing by submitting to risk 

management; they gain survival. The next chapters develop this 

friendship in detail — how the disciplines confirm, filter, and refine 

one another in practice — before we carry the whole integrated 

approach into the algo environment where it reaches its full power. 
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C h a p t e r  1 1  

Confirmation, Filtering, and 
Conflict 

How the allies talk to each other 

Saying that the three disciplines complete each other is the principle. 

Showing how they actually interact, decision by decision, is the 

practice. In a working approach, the allies are in constant conversation 

— confirming one another, filtering one another's candidates, and 

occasionally disagreeing. Learning to read that conversation, 

including what to do when the allies conflict, is the real craft of 

integrated investing. 

Confirmation: when the allies agree 

The strongest decisions come when the allies confirm one another. A 

business that is fundamentally sound, technically beginning to turn 

up, and offered at a price that allows a sensible position with a well-

placed stop — that is a decision with all three allies nodding in 

agreement. Such alignment does not occur every day, and that is 

precisely the point. The integrated investor is patient, waiting for the 

occasions when the three questions all receive good answers at once, 

rather than forcing a decision when only one discipline is satisfied. 

Confirmation across disciplines is a filter that screens out a great deal 

of mediocre activity and concentrates capital on the genuinely strong 

opportunities. 

Filtering: each ally narrows the field 

The allies are also powerful as sequential filters, each narrowing the 

universe for the next. Fundamental analysis can reduce the thousands 

of available stocks to a manageable watchlist of businesses genuinely 
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worth owning. Technical analysis can then scan that watchlist for the 

few currently showing favourable timing — businesses worth owning 

that are also, right now, behaving well. Risk management then 

determines which of those can be taken at a sensible size with an 

acceptable stop, given the rest of the portfolio. From thousands of 

possibilities, the three filters in sequence yield a small number of high-

quality, well-timed, properly-sized decisions. This filtering structure is 

also, as we will see, exactly how an algorithmic system is naturally 

built. 

Conflict: when the allies disagree 

The most instructive moments come when the allies disagree, and a 

great deal of an investor's character is revealed in how they handle 

such conflict. Suppose fundamental analysis loves a business but 

technical analysis shows it in a firm downtrend. Or the chart is 

breaking out beautifully but the fundamentals are deteriorating. Or 

both look excellent but the position cannot be sized sensibly without 

breaching risk limits. These conflicts are not failures of the system; 

they are valuable information. The disagreement is telling you that the 

decision is not as clean as it might appear, and that caution is 

warranted. 

Reading conflicts wisely 

There is no mechanical rule that resolves every conflict, but there are 

sound principles. When fundamentals are strong but technicals are 

weak, the usual lesson is patience: the business may be worth owning, 

but the market is not yet ready, and there is no prize for being early. 

Wait for the timing to improve rather than catching a falling knife. 

When technicals are strong but fundamentals are weak, the usual 

lesson is suspicion: the chart may be exciting, but you are trading 

without a floor beneath you, and at minimum the position must be 

smaller and the stop tighter. And when risk management objects — 

when a position cannot be taken at a sensible size — that objection 
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should generally win, because survival is the precondition for 

everything. The ally that says no about risk is the one most worth 

heeding, precisely because it is the one we are most tempted to 

overrule. 

HOW TO READ THE CONVERSATION When the 

allies agree, act with confidence. When they conflict, 

listen: the disagreement is information. And when risk 

management objects, it usually wins — because survival 

comes first. 

The discipline of waiting for alignment 

Perhaps the greatest practical benefit of the integrated approach is that 

it makes patience natural rather than heroic. The single-discipline 

investor, having only one tool, feels pressure to use it constantly — 

every chart pattern tempts the technician, every cheap stock tempts 

the fundamentalist. The integrated investor, requiring agreement 

across three disciplines before committing fully, is naturally selective. 

Most of the time the allies do not all align, and the correct action is to 

wait. This enforced patience — doing nothing until the three questions 

all have good answers — is itself a powerful edge, sparing the 

integrated investor most of the noise trades, value traps, and oversized 

bets that wound the single-discipline specialist. 

Filtering in practice: from thousands to a few 

The sequential-filter idea becomes powerful when you see it applied to 

the sheer breadth of the Indian market. There are thousands of listed 

companies in India, the great majority of which the serious investor 

should never touch — too small, too poorly governed, too opaque, too 

speculative. The fundamental filter is what reduces this overwhelming 

universe to a manageable watchlist: perhaps a few dozen genuinely 

worthy businesses you understand, with sound finances, durable 

moats, and trustworthy management. This is already an enormous 
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narrowing, and it is pure fundamental work. Most of the market's 

danger lives in the names this filter removes. 

The technical filter then operates only on that curated watchlist, 

scanning the few dozen worthy businesses for the handful that are, 

right now, showing favourable timing — emerging from consolidation, 

holding support, turning up on volume. From a few dozen worthy 

names, perhaps two or three are currently actionable. Finally the risk 

filter asks which of those can be taken at a sensible size within your 

existing portfolio's limits. The result of the three filters in sequence is 

a very small number of high-quality, well-timed, properly-sized 

decisions, drawn from a starting universe of thousands. This is how 

the integrated investor turns the chaos of the Indian market into a 

short, disciplined action list — and it is, almost exactly, the 

architecture of an algorithmic screening system, as we will see. 

A worked conflict: fundamentals say yes, technicals say no 

Conflicts between the allies are not failures; they are valuable signals, 

and the Indian market supplies them constantly. Consider the most 

common conflict: a business you fundamentally love is in a clear 

technical downtrend. Perhaps it is a quality company caught in a 

sector-wide derating, or a good business whose stock the market has 

simply turned against for now. Fundamental analysis says 'worth 

owning'; technical analysis says 'not yet, the market is still selling it.' 

How should the integrated investor read this disagreement? 

The disciplined reading is patience, not eagerness. The conflict is 

telling you that while the business may be sound, the market is not yet 

ready to reward it, and there is no prize for being early — only the dead 

money and doubt of the fundamentalist's classic wound. Rather than 

'catch the falling knife' by buying into the downtrend on the strength 

of fundamentals alone, the integrated investor waits for the technical 

picture to confirm — for the downtrend to exhaust itself, for a base to 

form, for the first signs of accumulation — before committing fully. He 
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may begin a small, tentative position if the value is compelling, but he 

reserves the bulk of his buying for when the second ally stops 

objecting. The conflict, properly heeded, has saved him from the single 

most common way good fundamental investors lose money: being 

right too early, in size, with no respect for timing. 

A worked conflict: technicals say yes, fundamentals say no 

The opposite conflict is more dangerous and demands more discipline. 

A stock is breaking out beautifully — strong trend, heavy volume, an 

irresistible chart — but its fundamentals are weak, its governance 

questionable, or its valuation detached from any reality. Technical 

analysis says 'go'; fundamental analysis says 'this is not a sound 

business.' This is the siren song that wrecks technicians, and it is 

everywhere in India's small-cap manias. The disciplined reading here 

is deep suspicion. At an absolute minimum, such a position must be 

small and its stop tight, because you are trading without a fundamental 

floor and are exposed to the collapse-with-no-floor. For many 

investors, the wiser course is simply to decline the trade altogether — 

to accept that this particular opportunity lies outside the universe of 

sound businesses they have chosen to engage with, and to let it pass. 

The gains forgone by skipping such trades are far smaller, over a full 

cycle, than the losses avoided by not being in them when the music 

stops. 

We have now seen the friendship both in principle and in practice — 

how the allies complete each other, confirm each other, filter for each 

other, and inform each other even when they disagree. By hand, this 

integrated approach is powerful but demanding: it asks a single human 

to hold three disciplines in mind at once, consistently, without letting 

emotion corrupt any of them. That is hard. It is, in fact, exactly the kind 

of task at which humans are weakest and machines are strongest. 

Which brings us to the environment where the three allies reach their 

full potential. 
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P a r t  S i x  

The Algo Environment 

The three allies are powerful in a human mind but fragile there, 

vulnerable to fatigue and emotion. In an algorithmic environment 

they become tireless, precise, and perfectly disciplined. This part 

shows why automation is where the friendship reaches its full 

potential — and what it can and cannot do. 
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C h a p t e r  1 2  

Why the Allies Thrive in Code 

Discipline without fatigue or ego 

Everything we have built so far has been about combining three 

disciplines into a single, complete approach. The difficulty is that 

holding all three in a human mind, consistently and without emotional 

corruption, is genuinely hard. The fundamentalist forgets to check 

timing; the technician forgets the balance sheet; both abandon their 

risk rules in the heat of fear or greed. The integrated approach asks 

more discipline of a single person than most people can sustain, day 

after day, under pressure. This is not a moral failing. It is simply how 

human minds work. And it is precisely why the algorithmic 

environment is the natural home of the three allies. 

What an algo is, in plain terms 

An algorithm, for our purposes, is nothing mysterious: it is a set of 

explicit rules, written down so precisely that a computer can execute 

them without further judgement. Where a human investor holds his 

rules loosely in his head and applies them inconsistently, an algo holds 

them in code and applies them identically every time. The act of 

building an algo forces you to make every rule explicit — what 

fundamental conditions qualify a stock, what technical signal triggers 

action, exactly how much to risk — because a computer cannot act on 

a vague intention. This forced precision is, by itself, one of the great 

benefits of the algorithmic approach, quite apart from the automation. 

Discipline without fatigue 

A human investor tires. After watching the screen for hours, after a 

string of losses, after the hundredth mediocre setup, attention wanders 
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and discipline frays. An algo does not tire. It applies the thousandth 

decision with exactly the same care as the first. It does not get bored 

waiting weeks for a fundamentally sound stock to give its technical 

signal; it simply waits, scanning tirelessly, and acts the instant the 

conditions are met. The integrated approach requires patience and 

vigilance in quantities that exceed human endurance — and the 

machine supplies them without limit. 

Discipline without ego 

Here is the deepest reason the allies thrive in code. Every one of the 

human failures we have catalogued — the oversized bet born of 

conviction, the moved stop-loss, the abandoned thesis, the revenge 

trade, the panicked sale at the bottom — is a failure of emotion 

overriding rule. The fundamentalist bets too big because he feels 

certain. The technician sizes up because he feels hot. Both ignore their 

stops because they feel hopeful. An algo feels none of this. It does not 

experience conviction, confidence, hope, or fear. It sizes the position 

exactly as the rules dictate, honours the stop without negotiation, and 

abandons a thesis the instant the rule says to — because it has no ego 

to protect and no emotion to obey. The discipline that humans find 

hardest is the discipline a machine supplies for free. 

THE CORE CASE FOR AUTOMATION Every human 

failure in markets is emotion overriding rule. An 

algorithm has no emotion to override its rules. That is why 

the discipline humans find hardest is the discipline a 

machine supplies for free. 

Where risk management benefits most 

Of the three allies, risk management gains the most from automation, 

because it is the discipline humans abandon most reliably under 

pressure. The whole essence of risk management, as we saw, is pre-

committed rules executed later under stress — and stress is exactly 

when humans break their rules. The trader who swore he would 
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honour his stop moves it as the price approaches. The investor who set 

a position limit exceeds it for his favourite idea. An algo cannot do this. 

The stop is in the code; it executes. The position limit is in the code; it 

binds. By encoding risk management, the investor protects himself 

from the one participant most likely to violate his own risk rules: 

himself, in a moment of emotion. 

The whole approach, encoded 

Picture the integrated approach as an algorithm. The fundamental 

rules define a universe of businesses worth owning — quality 

thresholds, financial-health screens, valuation bounds. The technical 

rules scan that universe continuously for favourable timing — trend, 

support, momentum conditions. The risk rules govern every resulting 

action — position size as a function of account and volatility, a stop on 

every entry, limits on total and sector exposure. The three allies, which 

a human struggles to hold together, become three cooperating 

modules in a single system, each doing its job perfectly, every time, 

without fatigue or ego. The friendship that was demanding to sustain 

by hand becomes, in code, simply how the system works. 

A day in the life of a human integrated investor 

To feel why the algo environment helps so much, imagine a single day 

for a human trying to run the integrated approach by hand across the 

Indian market. He must monitor his watchlist of worthy businesses for 

technical signals, but he has a job, a family, and a finite attention span. 

He misses a clean setup because he was in a meeting when it triggered. 

He acts on another, but hesitates for an hour out of fear after a bad 

morning, entering at a worse price. He intends to honour a stop, but 

when the price hits it he is away from his screen, and by the time he 

returns the loss is larger than planned. On a third position he feels a 

surge of confidence and sizes it up beyond his rule, just this once. None 

of these are failures of his analysis. They are failures of human 
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execution — fatigue, distraction, fear, and the small, fatal exceptions 

we make to our own rules. 

Now imagine the same approach encoded. The system monitors the 

entire watchlist tirelessly, acting on every qualifying signal the instant 

it occurs, never distracted, never afraid, never away from the screen. It 

sizes every position by the rule, identically, with no surge of confidence 

to corrupt it. It honours every stop the moment it is hit, with no 

rationalisation. The analysis is the same analysis the human designed 

— but its execution is perfect, consistent, and unemotional. The gap 

between the human's intentions and the human's actions, which is 

where so much of his money leaked away, simply closes. This is the 

practical magic of the algo environment: not better ideas, but flawless 

execution of the ideas you already have. 

The forced precision of encoding the allies 

There is a subtler benefit to building the integrated approach as a 

system, one that helps even if you never let the machine trade 

automatically. To encode a rule, you must make it precise. The vague 

human intention 'buy quality businesses when the timing looks good 

and don't risk too much' cannot be coded; it must be sharpened into 

explicit criteria. What exactly qualifies a business as worthy? What 

precise technical condition counts as good timing? Exactly how is 

position size calculated, and where does the stop go? The act of 

encoding forces you to answer these questions concretely, and in 

answering them you discover how much of your 'method' was actually 

fog. Many investors find that the discipline of specifying their rules 

precisely enough to automate improves their thinking even when they 

continue to execute by hand. The algo environment clarifies the mind 

before it ever places a trade. 

This is the promise of the algo environment, and it is genuine. But it is 

not magic, and the next chapter is as important as this one, because 

the algorithmic approach carries its own serious dangers. A machine 
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executes bad rules as faithfully as good ones, and the very precision 

that is its strength can become a trap. To use the algo environment 

wisely, we must understand its perils as clearly as its promise. 



78 

C h a p t e r  1 3  

The Perils of Automation 

When the machine faithfully does the wrong thing 

An algorithm is a faithful servant, and that is exactly the problem. It 

executes its instructions perfectly, whether those instructions are wise 

or foolish. The discipline that makes automation so powerful — the 

tireless, unquestioning execution of rules — becomes a danger when 

the rules are wrong, because the machine will pursue a flawed strategy 

with the same relentless consistency it would bring to a sound one. To 

use the algo environment responsibly, we must respect its perils as 

much as we admire its strengths. 

Garbage in, garbage out, at scale 

The first peril is the oldest in computing: a system is only as good as 

the rules and data fed into it. An algo built on a flawed strategy does 

not fix the flaw; it industrialises it, executing the bad idea faster and 

more consistently than any human could. Worse, the precision of the 

output can lend a false air of authority to a fundamentally unsound 

approach. A beautifully coded system pursuing a broken strategy is 

more dangerous than a human pursuing the same strategy, because 

the human might at least lose conviction and stop. The machine never 

doubts. The quality of an algo is entirely determined by the quality of 

the thinking encoded into it — which is why the disciplines we have 

studied matter more, not less, in an automated world. 

Overfitting: the seductive backtest 

The most seductive peril in all of algorithmic investing is overfitting — 

the building of a strategy that performs brilliantly on past data but fails 

in the future. It is terribly easy to tune a set of rules until they fit the 
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historical data almost perfectly, capturing not the genuine, repeatable 

patterns but the random noise of one particular past. Such a system 

shows a glorious backtest and then disappoints in live trading, because 

it learned the accidents of history rather than its lessons. Guarding 

against overfitting — through honest testing, simplicity, and deep 

suspicion of results that look too good — is among the most important 

skills in the entire discipline, and one of the easiest to neglect in the 

excitement of a beautiful backtest. 

The regime that changes 

Markets are not static. A strategy that worked in one environment — a 

long bull market, a particular volatility regime, a specific structure of 

the market — may quietly stop working when conditions change. The 

human who built it may not notice for a long time, because the algo 

keeps executing faithfully, producing losses with the same discipline it 

once produced gains. An algorithm has no instinct that something has 

changed; it simply does what it was told. The investor must supply that 

instinct from outside, monitoring whether the system is still operating 

in the conditions it was designed for, and standing ready to intervene 

when the world the strategy assumed no longer exists. 

Technical and execution failures 

Automation introduces purely mechanical dangers that the manual 

investor never faces. A bug in the code, a faulty data feed, a 

connectivity failure, an unexpected market condition the rules did not 

anticipate — any of these can cause an algo to behave in ways its 

creator never intended, sometimes catastrophically and at machine 

speed. The history of automated trading includes episodes where 

faulty systems generated enormous losses in minutes, far faster than 

any human could react. The algorithmic investor must therefore build 

safeguards — sanity checks, circuit-breakers, limits that halt the 

system when something is clearly wrong — that protect against the 

machine's own potential for rapid, faithful error. 
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THE PARADOX OF AUTOMATION An algorithm 

executes bad rules as faithfully as good ones — faster, more 

consistently, and without doubt. Its greatest strength, 

tireless execution, becomes its greatest danger the moment 

the rules are wrong. 

The human's enduring role 

All of these perils point to the same conclusion: automation does not 

remove the human; it relocates the human. The investor's job shifts 

from making each decision in the moment to designing the system that 

makes decisions, and then supervising it wisely. The thinking — the 

encoding of sound fundamental, technical, and risk principles, the 

honest testing, the vigilance for changing conditions, the safeguards 

against mechanical failure — is more important than ever, because it 

is now multiplied across every action the machine takes. The algo 

environment does not make the three allies obsolete; it makes 

mastering them essential, because a machine will execute your 

understanding of them, good or bad, with perfect and unforgiving 

fidelity. 

Overfitting: an Indian backtest cautionary tale 

Overfitting deserves a concrete illustration because it is so seductive 

and so common. Imagine an enthusiast builds a system to trade Indian 

stocks and tunes it against the last several years of market history. He 

adds a rule, and the backtested returns improve. He adds another, and 

a filter, and an exception for a particular condition, each time watching 

the historical performance get more dazzling. Eventually he has a 

system that, on paper, would have turned a small sum into a fortune 

over the test period, with barely a losing month. He is thrilled. He 

funds it generously and sets it live. And it promptly disappoints, 

because what he actually built was not a system that captures durable 

market behaviour, but a system exquisitely shaped to the specific 

accidents of one slice of Indian market history — the particular bull 
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run, the particular sectors that led, the particular volatility of those 

years. He fitted the noise, not the signal, and the future had different 

noise. 

The defence against this is humbling and counterintuitive: prefer 

simpler systems with fewer rules, be suspicious of backtests that look 

too good, and remember that a strategy which would have made 

extraordinary returns with almost no drawdown is far more likely to 

be overfitted than genuinely brilliant. The Indian market, with its 

dramatic cycles and its history of sectors rotating violently in and out 

of favour, is especially good at punishing systems that learned the last 

cycle by heart. Honest testing means asking not 'how perfect can I 

make the past look?' but 'is the underlying logic sound enough that it 

should keep working when the future inevitably differs from the past?' 

The regime change: when the Indian market's character 

shifts 

Indian markets have distinct regimes, and a system built for one can 

quietly fail in another. A momentum strategy that thrived during a 

strong, trending bull market may bleed steadily during a long, choppy, 

range-bound phase where every breakout fails. A strategy built during 

a period when, say, large-caps led may struggle when leadership 

rotates to small-caps, or vice versa. The danger is that the algo, 

executing faithfully, keeps applying its now-unsuited logic and 

produces a slow, grinding series of losses with the same discipline that 

once produced gains — and the human, trusting the machine, may not 

notice the regime has changed until significant damage is done. This is 

why automation relocates rather than removes the human: the 

investor's essential job becomes watching for exactly these shifts in the 

market's character, and intervening when the world the strategy 

assumed no longer exists. 

Properly understood, then, the algo environment is neither a magic 

money machine nor a menace to be feared, but a powerful instrument 
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that amplifies whatever discipline and understanding you bring to it. 

It rewards the investor who has genuinely integrated the three allies, 

and it punishes the one who automates a half-understood or unsound 

approach. In the final part of this book, we turn from principle to 

practice, and sketch how an investor might actually build an integrated 

system in which fundamental analysis, technical analysis, and risk 

management work together as the three cooperating allies they were 

always meant to be. 
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P a r t  S e v e n  

Building the Integrated 
System 

Principle becomes practice here. This part sketches how an investor 

actually builds an approach in which the three allies cooperate — by 

hand or in code — turning the friendship from an idea into a working 

system. 
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C h a p t e r  1 4  

The Architecture of an 
Integrated Approach 

Three modules, one system 

We have argued the philosophy at length; now we sketch the structure. 

An integrated approach, whether run by hand or encoded in an 

algorithm, has a natural architecture that follows directly from the 

three questions. It is built as three cooperating modules — a 

fundamental module, a technical module, and a risk module — 

arranged so that each does the job it is best at, in the right order, 

feeding the next. Understanding this architecture is the bridge from 

principle to practice. 

The fundamental module: defining the universe 

The system begins with fundamental analysis, whose job is to define 

the universe of what is worth owning. This module applies the quality 

and value criteria we studied: thresholds for financial health, 

profitability, and balance-sheet strength; judgements about business 

durability and management; bounds on valuation. Its output is not a 

buy decision but a watchlist — a curated set of businesses that pass the 

test of being worth owning at all. This is the foundation, the ground on 

which everything else stands. By placing fundamentals first, the 

system ensures it never trades a business it has not first judged worthy, 

which is exactly the discipline that protects the technician from the 

collapse with no floor. 

The technical module: timing the action 

The technical module operates only on the universe the fundamental 

module has approved. Its job is timing: scanning the watchlist for the 
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businesses that are, right now, showing favourable behaviour — a 

turning trend, a hold at support, easing selling pressure, confirming 

volume. It answers the question of when to act on the fundamentally 

approved candidates. By operating only within the fundamental 

universe, the technical module is spared its worst blind spot: it can no 

longer be seduced into trading a beautiful pattern on a rotten 

company, because rotten companies never entered its field of view. 

The two allies, arranged in sequence, automatically cover each other's 

weaknesses. 

The risk module: governing every action 

The risk module governs everything the first two produce. For any 

action the fundamental and technical modules jointly recommend, it 

determines the position size as a function of account capital and the 

position's risk; it sets the stop-loss that bounds the loss; it checks the 

action against portfolio-level limits on total exposure and 

concentration. Crucially, the risk module has veto power: if an 

otherwise attractive opportunity cannot be taken at a sensible size 

within the portfolio's risk limits, it is not taken, however much the 

other modules like it. This veto — survival overriding opportunity — is 

the structural expression of the principle that risk management comes 

first. 

The flow of a decision 

Trace a single decision through the architecture. The fundamental 

module has, over time, built a watchlist of worthy businesses. The 

technical module scans that watchlist and flags one that is now 

showing favourable timing. The risk module receives this candidate, 

calculates a position size such that the stop-loss would cost only a 

small, predefined fraction of capital, confirms that adding it would not 

breach sector or total-exposure limits, and approves the action at that 

size with that stop. The result is a decision that is sound on quality, 

sensible on timing, and survivable if wrong — produced not by a heroic 
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act of integrated human judgement, but by a system whose very 

structure enforces the cooperation of the three allies. 

THE SHAPE OF AN INTEGRATED SYSTEM  

Fundamentals define the universe. Technicals time the 

action within it. Risk governs every action and holds a 

veto. The architecture itself enforces the friendship. 

By hand or in code 

This architecture works whether you run it manually or automate it. 

By hand, it becomes a disciplined process: maintain a fundamental 

watchlist, review it for technical timing on a regular schedule, and 

never act without running the risk calculations first. In code, it 

becomes three software modules passing candidates down a pipeline. 

The logic is identical; only the executor differs. The value of seeing the 

architecture clearly is that it makes the discipline concrete and 

repeatable — and it reveals that the integrated approach is not a vague 

aspiration to 'use everything,' but a specific, ordered structure in which 

each ally has a defined role and a defined place in the sequence. 

The architecture as an Indian screening pipeline 

Let us make the three-module architecture concrete as a screening 

pipeline an Indian investor might actually run. The fundamental 

module is a screen that begins from the thousands of listed companies 

and keeps only those meeting explicit quality criteria — sound 

financial health, adequate profitability and returns on capital, 

acceptable debt, a clean enough governance profile, a business you can 

understand and judge durable. This alone might reduce thousands of 

names to a watchlist of a few dozen. The criteria encode the 

fundamentalist's judgement into explicit, repeatable rules, and they 

run identically every time, free of the moods and favouritism that creep 

into human screening. 
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The technical module then scans only that fundamental watchlist, 

flagging the names currently meeting explicit timing criteria — 

perhaps a stock emerging from a consolidation, holding above a key 

moving average, turning up on above-average volume. From a few 

dozen worthy names, it surfaces the two or three that are actionable 

now. The risk module receives each flagged candidate and computes 

its position size from the account capital and the distance to a rule-

based stop, checks it against total-exposure and sector-concentration 

limits, and either approves it at a specific size with a specific stop or 

rejects it. The output of the pipeline is not a vague feeling but a precise, 

ordered action: buy this specific quantity of this specific stock, with the 

stop here, because it is a worthy business showing good timing that fits 

within the portfolio's risk budget. 

Whether a human then executes that action by hand, or the system 

places the order automatically, the architecture is identical. And notice 

how the architecture itself enforces the friendship: because the 

technical module sees only what the fundamental module approved, it 

structurally cannot be seduced into trading a rotten business, no 

matter how lovely the chart; and because the risk module governs 

every action with a veto, no position can ever be taken in ruinous size, 

no matter how much the other two modules like it. The cooperation of 

the three allies is not left to the investor's willpower in the moment; it 

is built into the shape of the system. 

The architecture also makes plain why the algo environment suits this 

approach so naturally. A pipeline of three modules, each applying 

explicit rules and passing its output to the next, is almost the definition 

of a well-designed algorithm. The structure that makes the integrated 

approach coherent for a human is the same structure that makes it 

implementable for a machine. In building the discipline, you have 

already sketched the system. The next chapter turns to the practical 

realities and cautions of actually putting such a system to work. 
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C h a p t e r  1 5  

From Blueprint to Practice 

Testing, starting small, and staying humble 

An architecture on paper is not yet a working approach. Between the 

blueprint and the live system lies the unglamorous, essential work of 

testing, starting small, and building the habits of supervision that keep 

an integrated approach honest over time. This final chapter of practice 

is about crossing that gap responsibly — and about the humility that 

the whole endeavour demands. 

Test honestly, especially against yourself 

Before risking real capital, any systematic approach should be tested 

— examined against history to see whether its logic would have made 

sense, and whether its risk controls would have held. But the greatest 

danger in testing is self-deception, the overfitting we warned of earlier: 

tuning the rules until they fit the past beautifully and the future not at 

all. Honest testing means resisting the temptation to optimise 

endlessly, preferring simple and robust rules over complex and fragile 

ones, and treating a backtest that looks too good as a warning rather 

than a triumph. The question is never 'can I make the past look 

perfect?' but 'is the underlying logic genuinely sound and likely to 

persist?' 

Start small and let evidence accumulate 

No amount of testing fully prepares a system for live conditions, where 

real costs, real slippage, and real emotion enter. The wise path is to 

begin with small capital, treating the early live period as the final, most 

honest test. Let evidence accumulate. Does the system behave as 

expected? Are the costs as assumed? Does the risk module hold in real 
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conditions? Only as genuine live evidence confirms the approach 

should capital be increased, and then gradually. The investor who 

funds a new system heavily on the strength of a backtest alone has 

skipped the most important test of all — reality — and reality is 

unforgiving of that impatience. 

Supervise: the system is not 'set and forget' 

An integrated system, even a fully automated one, is never truly hands-

off. Markets change, conditions shift, and a strategy sound in one 

regime may decay in another. The investor's role evolves into 

supervision: monitoring whether the system is still operating in the 

conditions it was built for, watching for the quiet decay that signals a 

changing regime, and standing ready to intervene when something is 

clearly wrong. Automation relocates the human from making each 

decision to overseeing the machine that makes them — a role that 

demands judgement, vigilance, and the wisdom to know when the 

system's assumptions no longer hold. 

Keep the three allies in balance 

As a system runs and is refined, there is a constant temptation to let 

one ally dominate — to over-optimise the technical signals while 

neglecting fundamental quality, or to chase returns by loosening the 

risk module's grip. Resisting this drift is central to keeping the 

approach sound. The whole argument of this book is that the three 

allies are strongest together and dangerous apart; a system that 

gradually abandons one of them, however profitable it looks for a 

while, is rebuilding exactly the single-discipline vulnerability the 

integration was meant to cure. Periodic honesty about whether all 

three allies are still doing their jobs is part of the maintenance of any 

integrated approach. 
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THE PRACTICE OF INTEGRATION Test honestly, 

start small, supervise always, and keep the three allies in 

balance. The blueprint is only as good as the humility and 

discipline with which it is put to work. 

The humility the whole endeavour demands 

Underlying every practical caution in this chapter is a single virtue: 

humility. The integrated approach is powerful, but it is not a 

guarantee, and the markets retain their capacity to humble anyone 

who grows certain. The three allies improve your odds and, above all, 

your survival; they do not deliver certainty, because certainty does not 

exist in markets. The investor who holds this humility — who tests 

honestly, starts small, supervises diligently, and never mistakes a good 

system for an infallible one — is the investor most likely to endure. And 

endurance, as we have seen from the first pages, is the precondition 

for everything good that compounding can do. 

Starting small in the Indian context 

The discipline of starting small has particular force for the Indian 

investor, because our market's enthusiasm can make impatience feel 

like wisdom. In a roaring bull phase, when everyone around you seems 

to be making money easily, the temptation to fund a new system 

heavily and immediately is intense. Resist it. Begin with capital small 

enough that the inevitable surprises of live trading — the costs and 

slippage that no backtest fully captures, the emotional reality of 

watching real money move, the first unexpected behaviour of the 

system — teach their lessons cheaply. Let genuine live evidence 

accumulate over a meaningful period and a variety of conditions 

before increasing capital, and then increase it gradually. The investor 

who scales up only as reality confirms the approach is the one who 

survives the discovery that every system behaves differently with real 

money than it did on paper. 
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Supervising through India's cycles 

Supervision is not optional, and the Indian market's pronounced 

cycles make this vivid. An integrated system must be watched across 

the full range of conditions our market produces — the euphoric bull 

runs, the brutal corrections, the long sideways grinds, the violent 

sector rotations. The supervisor's job is to confirm that the system is 

still operating in conditions resembling those it was designed for, to 

notice the quiet decay that signals a regime has changed, and to stand 

ready to reduce risk or pause the system when something is clearly 

wrong — a data problem, a market dislocation, a string of losses that 

exceeds anything the design anticipated. Automation frees the investor 

from making each decision, but it binds him to a higher responsibility: 

ensuring that the machine, which will faithfully do whatever it was 

told, is still being told the right thing by a world that keeps changing. 

Keeping the three allies in balance over time 

Finally, a caution that applies with special force as a system matures. 

Over time, there is a constant pull to let one ally quietly dominate. A 

run of success with the technical signals tempts the investor to loosen 

the fundamental criteria and cast a wider net for 'opportunities.' A long 

bull market tempts him to relax the risk module's grip, because the 

stops keep proving unnecessary and the concentration limits keep 

feeling overly cautious — right up until the cycle turns and they would 

have saved him. Resisting this drift is central to keeping the integrated 

approach sound. The entire argument of this book is that the three 

allies are strong together and dangerous apart; a system that gradually 

sheds one of them, however well it performs for a while, is quietly 

rebuilding the single-discipline vulnerability the integration was 

designed to cure. Periodic, honest review of whether all three allies are 

still doing their jobs is part of the permanent maintenance of any 

integrated approach. 
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We have travelled a long way: from the false war between the tribes, 

through an honest accounting of each ally's powers and blind spots, to 

the friendship in which they complete one another, and on into the 

algo environment where that friendship reaches its full potential, and 

finally to the practical architecture of an integrated system. What 

remains is to gather the whole argument into a single closing reflection 

— to see, one last time and as a unified whole, why the three allies 

belong together, and what it means to invest as though they do. 
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P a r t  E i g h t  

Five Cases,  
Worked in Full 

Principle becomes instinct only through practice. This part takes five 

very different situations every Indian investor recognises — a great 

compounder, a turnaround, a cyclical, a tempting small-cap, and a 

market-wide crash — and walks each one through all three allies 

from start to finish. Watch how the same framework yields a 

different, complete decision every time. 
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C a s e  O n e  

The Wide-Moat Compounder 

When quality is obvious and price is the only question 

We begin with the situation that seems easiest and is quietly one of the 

hardest: a business whose quality everyone already agrees on. Think 

of the kind of company that sits at the top of every Indian investor's 

list of 'wonderful businesses' — a dominant consumer franchise with a 

powerful brand, a vast distribution network built over decades, high 

returns on capital, and a long record of compounding through every 

kind of market. The fundamental question here is not really in doubt. 

The difficulty lies entirely elsewhere, and the three allies are what 

reveal where. 

The first ally: a fundamental verdict that is almost too easy 

Run the fundamental workflow and the answers come quickly. The 

business model is understandable and durable: everyday products 

people buy repeatedly, sold through a distribution moat competitors 

have spent decades failing to replicate. The moat is wide and visible — 

brand strength, shelf presence, dealer relationships, the kind of 

advantages that compound rather than erode. The financial 

statements show the signature of quality: high return on capital 

sustained over many years, profits that convert reliably into operating 

cash, modest debt, sensible capital allocation. Governance and 

management are, by the standards of the market, trustworthy. On the 

question of what is worth owning, the verdict is an emphatic yes. 

And precisely here lies the trap that the pure fundamentalist, 

intoxicated by quality, so often walks into. Because the business is so 

obviously excellent, the temptation is to conclude that buying it is 

obviously correct — at any price, at any time. But a wonderful business 
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bought at a foolish price is a mediocre investment, and a wonderful 

business is almost never offered cheaply, precisely because its quality 

is so widely recognised. The first ally has answered its question 

completely and then fallen silent on the two questions that now matter 

most: at what price, and how much? 

The second ally: what the chart adds to a 'sure thing' 

Bring in technical analysis, and notice it plays an unusual role here. 

We are not using it to decide whether the business is sound — the 

fundamentals settled that. We are using it to read the market's current 

posture toward an already-worthy company. Suppose the chart shows 

the stock extended far above its long-term trend after a powerful multi-

year run, at a valuation stretched even against its own rich history, 

with momentum beginning to flag. The technical reading is not 'this is 

a bad company'; it is 'this excellent company is, right now, priced for 

perfection and showing signs of exhaustion.' That is a warning about 

timing and entry, not about quality. 

Contrast that with the opposite technical picture: the same wonderful 

business after a long, dull consolidation, or a sharp market-wide fall 

that dragged it down with everything else, now stabilising near long-

term support on improving volume. Here the technical reading is 'the 

market's enthusiasm has cooled, the price has come back to earth, and 

accumulation may be resuming.' Same company, same fundamental 

verdict — but a completely different answer to the question of when. 

The second ally, which cannot judge the business, is invaluable for 

judging the moment, and for a great compounder the moment is often 

the entire difference between a fine return and a poor one. 

The third ally: sizing even a sure thing 

Risk management has the least dramatic role in this case and yet 

enforces a crucial discipline. Even for a business this good, the position 

must be sized sensibly, and a thesis-invalidation level must exist. What 

could prove the thesis wrong? Not a falling price alone — for a quality 
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compounder, a falling price may be an opportunity rather than a 

refutation. The thesis breaks if the fundamentals deteriorate: the moat 

erodes, returns on capital decline structurally, management changes 

for the worse, cash conversion weakens. The risk ally insists that even 

a beloved compounder be held in sensible size, so that the rare case of 

a great business genuinely losing its way — which does happen — is 

survivable rather than catastrophic. 

CASE ONE IN A SENTENCE For a wide-moat 

compounder, fundamentals answer 'yes' quickly and then 

go quiet. The whole decision turns on the two questions 

they cannot answer: at what price, and in what size. 

The integrated verdict 

Put the three allies together and the complete decision is subtle in a 

way no single discipline reveals. Yes, this is a wonderful business worth 

owning (fundamental). But if it is currently extended and euphorically 

priced, the disciplined action is patience — a watchlist entry, perhaps 

a small starter position, with the bulk of buying reserved for a better 

moment that the chart will help identify (technical). And whatever is 

bought is sized so that the rare deterioration of even a great franchise 

cannot wound the portfolio (risk). The pure fundamentalist's error — 

'it's a great company, so I'll buy as much as I can right now' — is 

precisely the error the other two allies exist to prevent. The hardest 

part of owning wonderful businesses was never identifying them. It 

was the discipline of price and size, and that discipline comes from the 

allies the quality-obsessed investor is most tempted to ignore. 
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C a s e  T w o  

The Turnaround 

When the question is whether cheap is opportunity or trap 

The second case is the mirror image of the first, and far more 

treacherous. Here the business is not obviously wonderful but 

apparently cheap — a company that has fallen on hard times, trades at 

a depressed valuation, and tempts the value-minded investor with the 

promise of a recovery. Indian markets are full of these: former leaders 

that stumbled, cyclical businesses at a low ebb, companies wrestling 

with debt or a strategic misstep. The central question is the one that 

separates great value investors from those who slowly bleed to death 

in value traps: is this cheapness an opportunity, or a warning? 

The first ally: distinguishing the recoverable from the doomed 

Fundamental analysis must work hardest in a turnaround, because the 

surface numbers are precisely what cannot be trusted. The depressed 

valuation is not the finding; it is the question. The real fundamental 

work is to determine why the business is struggling and whether the 

cause is temporary and fixable or permanent and fatal. A company 

suffering a cyclical downturn in an industry that will recover is a 

different animal from one whose business model is being structurally 

destroyed. A firm with a sound core business and a fixable balance-

sheet problem differs entirely from one whose troubles run to the heart 

of what it does. The fundamentalist must look past the cheap multiple 

to the durability of the underlying business, the realism of any 

recovery, and — critically in India — whether the promoters are honest 

stewards working to fix the company or are themselves the problem. 

This is also where the deeper fundamental disciplines earn their keep: 

reading the cash flows to see whether the business still generates cash 
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beneath its troubles, examining the debt to judge whether it is 

survivable, assessing whether management's turnaround plan is 

credible or wishful. Many apparent turnarounds fail this examination 

— they are cheap because they deserve to be, structurally impaired in 

ways the optimistic value investor talks himself out of seeing. The 

fundamental ally's hardest and most valuable job here is the 

willingness to conclude 'this is a trap, not an opportunity,' and walk 

away from a temptingly low price. 

The second ally: letting the market confirm the turn 

In no other case is technical analysis more protective than in the 

turnaround, because it addresses the value investor's single deadliest 

habit: buying too early and catching a falling knife. Suppose the 

fundamental work concludes the business is genuinely recoverable. 

The chart then answers a different and vital question: has the recovery 

actually begun, or is the stock still in free fall? A turnaround that is 

fundamentally sound but still in a relentless downtrend is telling you 

the market does not yet agree — and the market may be seeing 

continued deterioration that has not yet surfaced in the reports. The 

disciplined approach waits for the technical evidence of a bottom: the 

end of new lows, a base forming, the first signs of accumulation, a 

break of the downtrend. 

This patience is excruciating for the value investor, who sees cheapness 

and wants to act. But the cost of being early in a turnaround is severe, 

because the falling knife can fall a very long way, and because some 

'turnarounds' never turn at all. By insisting that the chart confirm the 

fundamental thesis before committing fully, the second ally spares the 

value investor both the dead money of being early and, in the cases 

where the fundamental judgement was wrong, the catastrophe of 

riding a doomed company all the way down. The technician's caution 

is the perfect counterweight to the value investor's eagerness. 
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The third ally: position sizing under elevated uncertainty 

Risk management's role scales with uncertainty, and a turnaround is 

inherently more uncertain than a proven compounder. The honest 

acknowledgement that a turnaround thesis might simply be wrong — 

that the cheap company might be cheap for excellent reasons — 

demands a smaller position than one would take in a high-conviction 

quality name, and a clearly defined exit. The stop here is not merely 

technical; it is also fundamental, a pre-commitment to abandon the 

thesis if the expected signs of recovery fail to materialise within a 

reasonable horizon, or if the deterioration deepens. Because the range 

of outcomes is wide — a successful turnaround can multiply, a failed 

one can approach zero — sizing is what keeps the failures survivable 

while leaving room for the successes to matter. 

CASE TWO IN A SENTENCE In a turnaround, 

fundamentals decide whether cheap is opportunity or 

trap; technicals stop you buying the falling knife too early; 

and risk sizing keeps the inevitable failures survivable. All 

three are indispensable. 

The integrated verdict 

The complete turnaround decision is therefore a sequence of filters, 

each ally removing a different way to lose money. Fundamental 

analysis first asks whether this is a recoverable business or a 

structurally doomed one, and is willing to answer 'doomed' and walk 

away. If the business passes, technical analysis waits for the market to 

confirm that the recovery has actually begun, refusing to catch the 

knife while it still falls. And risk management sizes the position for the 

genuine uncertainty that remains, with a defined exit if the thesis 

breaks. A turnaround bought on fundamentals alone is the value trap 

waiting to happen; bought on the chart alone, it is a bet on a business 

one has not understood; taken in conviction-driven size, it is a  
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potential catastrophe. Only the three allies together convert the 

dangerous allure of cheapness into a disciplined, survivable 

opportunity. 
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C a s e  T h r e e  

The Cyclical 

When the numbers lie at exactly the wrong moments 

The third case exposes a trap that ensnares even sophisticated 

investors: the cyclical business, whose fortunes rise and fall with a 

commodity price, an industry cycle, or the broader economy. Metals, 

energy, commodity chemicals, and many industrials behave this way 

in Indian markets. What makes cyclicals so treacherous is that their 

financial statements are most misleading at exactly the moments 

investors most rely on them, and the three allies are essential to avoid 

being deceived by the cycle. 

The first ally: reading cyclicals against the grain of the 

numbers 

The great danger in a cyclical is that conventional fundamental 

analysis, applied naively, gives exactly the wrong signal. At the peak of 

a cycle, a cyclical company shows its best-ever numbers: record profits, 

fat margins, and — because the price has not yet risen as fast as the 

booming earnings — a deceptively low price-to-earnings multiple. The 

naive screen flags it as 'cheap and growing,' precisely when it is most 

dangerous. At the trough, the same company shows dreadful numbers, 

losses or collapsed profits, and a frighteningly high or meaningless 

multiple — appearing 'expensive' exactly when it may be a generational 

bargain. The fundamental ally, used wisely, inverts the naive reading: 

it teaches the investor to be wary of cyclicals when they look cheapest 

on trailing earnings and interested when they look worst, judging value 

across the whole cycle rather than at a single point. 

Doing this well requires genuinely fundamental understanding that no 

ratio captures: where we are in the cycle, the economics of the 



105 

commodity or industry, the company's cost position relative to peers, 

and the strength of its balance sheet to survive the trough. The low-

cost producer with little debt survives downturns that destroy its 

weaker rivals, and emerges to enjoy the next upturn — sometimes 

having acquired the assets of those who did not survive. This 

structural, cycle-aware analysis is the fundamental ally operating at its 

most sophisticated, and it is the opposite of mechanically trusting the 

latest reported numbers. 

The second ally: the cycle is written in the chart 

Technical analysis comes into its own with cyclicals because the cycle, 

invisible to a single financial statement, is often clearly visible in the 

long-term price chart and in the behaviour of the underlying 

commodity. The technician can see the multi-year rhythm of boom and 

bust, can recognise when a long downtrend in a cyclical is finally 

bottoming, and can observe the trend in the commodity price that 

ultimately drives the company's fortunes. Where the fundamentalist 

judges where we are in the cycle through industry analysis, the 

technician reads the same question through price behaviour — and the 

two readings, when they agree, give far more confidence than either 

alone. 

The timing discipline matters enormously for cyclicals because the 

swings are so large. Entering a cyclical as it emerges from a trough, 

when both the fundamental cycle-analysis and the technical evidence 

suggest the worst is past, can produce dramatic returns. Buying one at 

its peak — seduced by those deceptively low multiples on record 

earnings — can lead to years of pain. The second ally's reading of trend 

and timing is, for cyclicals, not a refinement but a core part of the 

decision. 

The third ally: respecting the violence of the swings 

Risk management must respect the inherent violence of cyclical 

businesses. Their prices can fall further and faster than those of stable 
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companies, and a cyclical bought at the wrong point can decline 

catastrophically. This argues for disciplined position sizing, for 

particular caution about leverage in such names, and for an awareness 

that a cyclical is rarely a 'hold forever' position in the way a great 

compounder might be. The risk ally also counsels humility about 

timing the cycle, which no one does perfectly: because even a good 

cyclical entry can be early, the position must be sized to survive further 

downside, and because even a good exit can be premature, decisions 

must be made without the fantasy of catching exact tops and bottoms. 

CASE THREE IN A SENTENCE Cyclicals look cheapest 

at the top and dearest at the bottom. Fundamentals must 

read them across the whole cycle, technicals locate the 

turn, and risk respects how violently they swing. 

The integrated verdict 

The cyclical decision, fully integrated, is an exercise in not being 

fooled. Fundamental analysis, used with cycle-awareness, refuses to 

trust the deceptively low multiple at the peak and the frightening one 

at the trough, judging instead across the whole cycle and demanding a 

balance sheet that can survive the bottom. Technical analysis locates 

where in the cycle the market actually is, confirming or questioning the 

fundamental read and timing the entry near the turn rather than the 

extreme. Risk management sizes for the violence of the swings, treats 

leverage with deep suspicion, and abandons any fantasy of perfect 

timing. The investor who applies only naive fundamentals to a cyclical 

buys high and sells low with mathematical reliability; only the three 

allies together turn the cycle from a trap into an opportunity. 
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C a s e  F o u r  

The Tempting Small-Cap 

When the story is thrilling and the floor is missing 

The fourth case is where Indian investors are hurt most often and most 

badly: the exciting small-cap, the stock with a thrilling growth story, a 

vertical chart, and a narrative that seems to promise life-changing 

returns. These are the names that double and triple in bull markets, 

that everyone's neighbour seems to have bought, that generate the fear 

of missing out more powerfully than anything else in the market. They 

are also where the collapse-with-no-floor lives, and the three allies are, 

above all, a discipline for surviving the small-cap's seductions. 

The first ally: brutal honesty about whether a business exists 

Fundamental analysis applied to an exciting small-cap must begin 

with a question the excited investor desperately wants to skip: is there 

actually a sound, durable business here, or merely a story and a rising 

price? In India's small-cap space, this question is too often answered 

'no, or unknowable.' Many of the most thrilling small-cap stories rest 

on thin financials, unproven business models, opaque governance, 

promoters whose interests may not align with minority shareholders', 

and reported numbers that cannot be fully trusted. The fundamental 

ally's first and most important contribution is the discipline to 

investigate soberly and, very often, to conclude that the wonderful 

story is not backed by a wonderful — or even a verifiable — business, 

and to walk away no matter how exciting the chart. 

Where a small-cap does pass genuine fundamental scrutiny — a real 

business, real cash flows, honest promoters, a credible growth runway 

— it can be a magnificent opportunity, the tomorrow's-giant that 

rewards early believers enormously. But this is the exception, and the 
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only way to find the rare genuine article is to apply the fundamental 

filter ruthlessly to the many pretenders. The investor who skips this 

step, seduced by the chart and the story, is not investing in small-caps; 

he is gambling on them, and the house, eventually, wins. 

The second ally: the trend is real, and that is the danger 

Technical analysis presents a peculiar paradox in the exciting small-

cap. The trend is often genuinely, powerfully up — the chart really is 

thrilling — and a naive use of technical analysis says 'strong uptrend, 

buy.' But the technician must read more than the trend's direction; he 

must read its character. A small-cap that has gone vertical, far 

extended above any reasonable trend, on a thin float and possibly 

manipulated volume, is showing a chart that is as much a warning as 

an invitation. The disciplined technician also knows that what goes up 

most violently comes down most violently, and that the exits in a 

small-cap are narrow — when the move ends, everyone heads for a 

door that is far too small for the crowd. 

Volume analysis is especially valuable here, and especially 

treacherous. Genuine, broad participation differs from the artificial 

volume that can be engineered in a thin small-cap to lure buyers before 

insiders exit. The technician who insists on confirmation, who is 

suspicious of the vertical move on questionable volume, and who 

respects how brutal the reversal will be, uses the second ally as a brake 

on the excitement rather than an accelerant. The chart's thrilling 

appearance is precisely what makes technical discipline so hard, and 

so necessary, in this case. 

The third ally: the discipline that actually saves you 

For the exciting small-cap, risk management is not one ally among 

three; it is the difference between survival and ruin. This is the case 

where the collapse-with-no-floor is most likely, where a position can 

lose most of its value with shocking speed, where liquidity vanishes 

exactly when you need to sell. The risk ally's commandments here are 
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absolute: position sizes must be small, far smaller than conviction 

tempts, because the probability and severity of total loss are high; 

stops must be honoured without the rationalisation that the story is 

still intact; and the portfolio's total exposure to such speculative names 

must be strictly limited. The investor who sizes an exciting small-cap 

as though it were a blue-chip, because the story convinced him, is the 

investor who funds the most painful Indian market lessons. 

CASE FOUR IN A SENTENCE The exciting small-cap is 

where fundamentals must be most ruthless, technicals 

most suspicious of the thrilling chart, and risk 

management most strict. It is where neglecting any ally is 

most likely to be fatal. 

The integrated verdict 

The integrated approach to the tempting small-cap is, more than 

anything, a structure for resisting temptation. Fundamental analysis 

demands proof that a real, sound business exists, and walks away from 

the many that cannot provide it. Technical analysis reads the thrilling 

chart with suspicion rather than greed, wary of the vertical move, the 

thin volume, and the violence of the eventual reversal. Risk 

management, decisive here above all, insists on small positions, 

honoured stops, and strict limits on total speculative exposure. Most 

exciting small-caps fail at least one of these tests, and the integrated 

investor lets them pass by — forgoing the occasional spectacular gain 

in exchange for avoiding the frequent spectacular loss. Over a full 

cycle, that trade is overwhelmingly worth making, and it is the single 

area where the discipline of the three allies most reliably separates 

those who build wealth from those who destroy it. 
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C a s e  F i v e  

The Market-Wide Crash 

When everything falls at once and fear is total 

The final case is not a single company but a moment — the market-

wide crash, when fear becomes total, when even the finest businesses 

fall forty or fifty per cent, when the panic feeds on itself and every 

screen is red. These moments arrive periodically in Indian markets, as 

in all markets, and they are simultaneously the greatest test of an 

investor's discipline and the greatest opportunity to build wealth. The 

three allies, in a crash, are what separate those who are destroyed by 

it, those who merely survive it, and those who use it to make the buys 

of a lifetime. 

The first ally: the crash separates price from value 

A market-wide crash is, fundamentally, a moment when price and 

value come apart violently. In an indiscriminate panic, businesses are 

sold not because their long-term worth has changed but because their 

owners are frightened, forced to raise cash, or simply caught in the 

herd. The fundamental ally's role in a crash is to remember what the 

businesses are actually worth while the market forgets — to recognise 

that a wonderful company whose long-term earning power is intact, 

now available at a price forty per cent lower than weeks ago, has 

become more attractive, not less. This is the deepest application of the 

principle that price is what you pay and value is what you get: in a 

crash, the two diverge most dramatically, and the fundamentalist who 

has done the work to know what businesses are worth is the one 

positioned to act while others freeze. 

But the fundamental ally also imposes discipline in the other direction. 

Not everything that falls in a crash is a bargain; some businesses are 
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falling because the crisis genuinely impairs them, and some that 

looked sound in good times reveal their fragility under stress. The 

crash is not a signal to buy indiscriminately but an opportunity to buy 

genuine quality at unusual prices — and telling the genuinely-cheap 

quality from the deservedly-falling fragile is fundamental work of the 

highest importance, performed under the most emotional conditions. 

The second ally: reading the panic and the turn 

Technical analysis offers something precious in a crash: a way to read 

the extremity of fear and, eventually, the signs of a turn, without 

having to call the exact bottom. The technician can recognise the 

hallmarks of capitulation — the violent, high-volume selling that often 

marks the climax of a panic — and can watch for the market to stop 

making new lows, to stabilise, to begin the first tentative recovery. 

None of this is precise, and no one rings a bell at the bottom. But the 

second ally provides a framework for staging entries through the chaos 

rather than committing everything at once on a guess. It also restrains 

the investor from the opposite error — catching the falling knife of the 

whole market too early, deploying all his capital in the first leg down 

when there is much further to fall. 

Equally, technical analysis can serve as a warning before and during 

the descent. A market that has broken decisively below its long-term 

trend on heavy volume is sending a signal that the fundamentally-

anchored long-term investor may choose to heed by raising some cash 

or hedging — not abandoning sound businesses, but acknowledging 

that the market's behaviour has turned dangerous. The second ally 

reads the temperature of the panic in a way the business-focused 

fundamentalist cannot. 

The third ally: surviving to buy the bargains 

In a crash, risk management is what determines whether you are a 

buyer or a victim, and the crucial decisions were mostly made before 

the crash arrived. The investor who entered the crash with sensible 
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position sizes, without dangerous leverage, and with some cash held 

deliberately in reserve, is the one who can act when prices collapse — 

calm enough to hold quality through the decline, liquid enough to buy 

the bargains, unforced by margin calls. The investor who entered over-

leveraged and fully invested is the one forced to sell quality at the 

bottom, his correct long-term thesis worthless because he could not 

survive the interim. This is the starkest possible illustration of the 

book's central risk principle: it is entirely possible to be right about 

every business you own and be ruined anyway, if risk management did 

not prepare you for the moment the market tested your survival. 

The cash that risk management held in calmer times — the holding 

that felt like a drag when markets were rising — becomes, in the crash, 

the most valuable asset in the portfolio: the ammunition to buy from 

the panicked. And the discipline of position sizing that limited any 

single exposure becomes the reason the portfolio is wounded but not 

destroyed, intact enough to take advantage of the opportunity the 

crash presents. The third ally, prepared in advance, is what converts a 

market-wide crash from a catastrophe into the opportunity of a 

lifetime. 

CASE FIVE IN A SENTENCE In a crash, fundamentals 

remember what businesses are worth while the market 

forgets; technicals read the panic and the turn; and risk 

management, prepared in advance, decides whether you 

buy the bargains or become one. 

The integrated verdict 

The market-wide crash gathers every theme of this book into a single, 

intense moment. Fundamental analysis holds onto the knowledge of 

what businesses are truly worth while fear distorts every price, 

distinguishing the genuinely-cheap quality from the deservedly-falling 

fragile. Technical analysis reads the extremity of the panic and the first 

signs of its exhaustion, allowing entries to be staged through the chaos 
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rather than gambled on a guessed bottom. And risk management, its 

decisive work done before the crash ever arrived, determines through 

position sizing, the avoidance of leverage, and the deliberate holding 

of cash whether the investor stands among the buyers or the forced 

sellers. The crash does not reward the cleverest analyst or the boldest 

trader. It rewards the one who integrated all three allies — and who 

therefore arrives at the moment of maximum fear with the knowledge 

to act, the framework to time it, and above all the survival to make it 

count. 
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P a r t  E i g h t  ·  C o n t i n u e d  

Two Further Cases 

The five cases covered the situations investors meet most often. Two 

more deserve their own treatment because they are where the three 

allies disagree most sharply and where the temptation to abandon 

one of them is strongest: the pure momentum stock, where the chart 

leads and the fundamentals lag, and the special situation, where 

ordinary analysis does not quite fit. Working these closes the gap 

between the framework and the messier reality of the market. 
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C a s e  S i x  

The Momentum Stock 

When the chart leads and the fundamentals lag 

The sixth case occupies uncomfortable ground for the integrated 

investor, because it is where the three allies are most likely to point in 

different directions. A momentum stock is one whose price is rising 

strongly and persistently, drawing in buyers precisely because it is 

rising, often well ahead of any fundamental development that would 

justify the move. Momentum is one of the most robust and well-

documented phenomena in markets — trends genuinely do persist — 

and yet trading momentum sits in tension with the fundamental 

discipline of buying value. Resolving that tension, rather than 

pretending it does not exist, is the work of this case. 

The tension stated honestly 

Let us be honest about the conflict rather than smoothing it over. The 

momentum investor buys what is going up, betting that it will keep 

going up, with relatively little regard for valuation. The fundamental 

investor recoils from this, because buying something simply because it 

has risen, with no anchor in value, is precisely the behaviour that 

inflates bubbles and ends in tears. Both are partly right. Momentum is 

a real, persistent force that has rewarded those who respect trends; 

and momentum divorced entirely from fundamentals is exactly how 

investors get caught at the top of a mania. The integrated approach 

does not resolve this by declaring one side correct. It resolves it by 

assigning each ally its proper role and, crucially, by leaning hard on the 

third ally to make the strategy survivable. 
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The first ally: a filter, not a veto, here 

In most cases, fundamental analysis serves as the gatekeeper that 

decides whether a stock may be considered at all. In the momentum 

case, its role is subtler. A strict fundamental veto would rule out many 

momentum stocks, because their prices have often run ahead of their 

current fundamentals — that is what momentum is. The integrated 

momentum investor instead uses fundamentals as a quality filter 

rather than a strict valuation veto: insisting that the business be 

genuinely sound, honestly run, and not an outright fraud or a hollow 

shell, while accepting that its valuation may be richer than a value 

investor would tolerate. This is the crucial distinction that separates 

disciplined momentum investing from reckless speculation. Riding the 

momentum of a fundamentally sound, growing business that the 

market is re-rating upward is a legitimate strategy; riding the 

momentum of a governance-challenged shell with a thrilling chart is 

the small-cap trap of an earlier case, and the fundamental filter must 

still exclude it. 

There is a particular Indian danger to guard against here. In strong 

bull markets, momentum can carry up not only sound businesses 

being legitimately re-rated but also poor-quality companies and 

outright manipulations, whose charts look identical to the genuine 

articles while the trend lasts. The fundamental filter — sound business, 

honest promoters, real and verifiable numbers — is what keeps the 

momentum investor on the right side of that line, riding the genuine 

re-ratings while avoiding the manipulations that will collapse with no 

floor when the bull market ends. Without that filter, momentum 

investing in Indian markets degenerates into a game of musical chairs 

that ends very badly for those still holding when the music stops. 

The second ally: in its element, but reading character 

Technical analysis is naturally the lead ally in a momentum case, 

because momentum is a technical phenomenon — it lives in the price 
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and the trend. The technician's tools are exactly suited to it: identifying 

the strength and persistence of the trend, confirming it with volume, 

and watching momentum indicators for signs of acceleration or, more 

importantly, exhaustion. But the discipline that separates a sound 

momentum approach from a naive one is the reading of the trend's 

character, not merely its direction. A steady, sustained uptrend on 

healthy volume is one thing; a near-vertical, accelerating, climactic 

move on frenzied volume is another, and often signals that the trend is 

in its final, most dangerous phase. The skilled technician in a 

momentum stock is as attentive to the signs of exhaustion and reversal 

as to the trend itself, because in momentum strategies the danger is 

concentrated entirely at the end, when the trend that rewarded 

everyone reverses and the exits prove too narrow for the crowd. 

The third ally: what makes momentum survivable 

Risk management is what transforms momentum from gambling into 

a disciplined strategy, and in no other case is it more decisive relative 

to the other two. Because momentum stocks are bought with less 

valuation support beneath them, the floor under the price is thinner, 

and the reversal when it comes can be swift and severe. The 

momentum investor's survival depends entirely on the risk discipline: 

stops that are honoured without hesitation when the trend breaks, 

because there is little fundamental value to catch a falling momentum 

stock; position sizes that respect the elevated risk; and the emotional 

discipline to exit when the strategy says to, rather than holding on in 

the hope that the broken trend will resume. Momentum strategies, 

properly run, accept many small losses when trends fail and rely on the 

large gains from the trends that persist — a profile that only works if 

the small losses are genuinely kept small by ruthless risk discipline. 

Remove the risk ally, and momentum investing becomes a way to lose 

everything on the one trend you refused to abandon. 
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CASE SIX IN A SENTENCE Momentum is where the 

allies disagree most: fundamentals filter for quality 

without vetoing on value, technicals lead but read the 

trend's character, and risk management — honoured 

ruthlessly — is what makes the whole strategy survivable. 

The integrated verdict 

The momentum case shows the integrated framework at its most 

flexible and most demanding. It does not forbid momentum investing, 

as a rigid value purist would, nor does it endorse the naive chase of any 

rising chart, as a reckless trend-follower would. It permits momentum 

investing within strict conditions: the business must pass a genuine 

quality-and-honesty filter even if its valuation is rich; the trend must 

be read for character and exhaustion, not merely direction; and the 

risk discipline must be absolute, because the thin fundamental floor 

makes survival depend entirely on honoured stops and sensible sizing. 

Run this way, momentum becomes one legitimate expression of the 

three allies working together — fundamentals ensuring the business is 

real, technicals leading the timing, and risk management making the 

inevitable failed trends survivable. Run any other way, it becomes the 

most reliable method yet devised for turning a bull-market genius into 

a bear-market cautionary tale. 
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C a s e  S e v e n  

The Special Situation 

When ordinary analysis does not quite fit 

The final case is different in kind from the others, because it covers the 

situations where the standard analytical tools do not quite apply: the 

corporate events and structural changes that create opportunity and 

risk outside the normal flow of buying good businesses at good prices. 

Mergers and acquisitions, demergers and spin-offs, buybacks, rights 

issues, delistings, restructurings, and other corporate actions are the 

territory of the special situation. They reward a particular kind of 

analysis, and they show how the three allies adapt when the ordinary 

framework must be bent to fit an unusual shape. 

Why special situations are different 

In an ordinary investment, the question is whether a business is worth 

owning at its price, and the three allies address that question directly. 

In a special situation, the value often turns not on the steady-state 

quality of the business but on the specifics of a corporate event: what 

a demerger will unlock, how a buyback changes the value of the 

remaining shares, whether a merger will complete and on what terms, 

what a restructuring will leave behind. The ordinary fundamental tools 

still matter, but they must be supplemented by event-specific analysis 

— understanding the mechanics, the timeline, the conditions, and the 

probabilities of the corporate action itself. This is why special 

situations are a distinct discipline within investing, and why they 

reward those willing to do unusual, situation-specific homework that 

most investors avoid. 
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The first ally: fundamentals, plus the event 

Fundamental analysis in a special situation operates on two levels. The 

first is the ordinary level: are the underlying businesses sound, and 

what are they worth? The second is the event-specific level: what does 

the corporate action do to that value? A demerger may separate a 

hidden gem from a conglomerate that obscured it, so that the parts are 

worth more than the whole was — a fundamental judgement about 

value that the market may not yet have made. A buyback may 

concentrate value in the remaining shares, or may be a poor use of 

capital that destroys it, depending on the price paid. A merger may 

create or destroy value depending on its terms and the price. The 

fundamental ally must therefore master not just the businesses but the 

arithmetic and the logic of the specific event, which is a more 

specialised task than ordinary analysis and precisely where the special-

situations investor earns an edge over the crowd that does not bother. 

In the Indian context, special situations carry particular 

considerations. The quality and intentions of promoters matter 

enormously in corporate actions, because demergers, buybacks, and 

restructurings can be structured to benefit promoters at the expense 

of minority shareholders, or to treat all shareholders fairly. The 

fundamental analysis of an Indian special situation must therefore 

include a careful reading of who benefits from the structure of the 

event, and whether the minority shareholder is being brought along or 

left behind. This governance dimension is as important as the 

arithmetic of the event, and it is where many apparently attractive 

special situations reveal themselves to be traps for the outside 

shareholder. 

The second ally: timing around the event 

Technical analysis plays a more limited but still useful role in special 

situations, because the price behaviour around corporate events is 

often driven by the event itself rather than by ordinary trend dynamics. 
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Still, the technician's tools can help read how the market is reacting to 

an event as it unfolds, can identify sensible entry and exit points 

around the announcement and completion of an action, and can reveal 

whether the market has already priced in the expected benefit or still 

offers an opportunity. The timing of special situations is frequently 

tied to the event's calendar — the record dates, the completion dates, 

the regulatory approvals — and the integrated investor combines that 

event-driven timing with whatever the chart reveals about the market's 

evolving reaction. Technicals here support the event analysis rather 

than leading it. 

The third ally: sizing the binary and the unknowable 

Risk management takes on a special character in special situations, 

because their outcomes are often binary or highly uncertain in ways 

ordinary investments are not. A merger either completes or it does not; 

a regulatory approval is either granted or refused; a restructuring 

either delivers the expected value or unravels. These discrete, event-

dependent outcomes mean the risk cannot always be managed with an 

ordinary trending stop, and must instead be managed primarily 

through position sizing that respects the genuine possibility that the 

event fails or disappoints. The special-situations investor sizes for the 

binary, accepting that some events will go the wrong way, and ensures 

that no single event-driven position can inflict serious damage if its 

particular outcome is unfavourable. Because the risks in special 

situations are often specific and uncorrelated with the broader market, 

a portfolio of well-analysed special situations can offer attractive 

diversification — but only if each is sized so that any single adverse 

outcome is survivable. 

CASE SEVEN IN A SENTENCE In special situations, 

fundamentals must master the event as well as the 

business, technicals time around the corporate calendar, 

and risk management sizes for binary, event-dependent 

outcomes that an ordinary stop cannot protect. 
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The integrated verdict 

The special situation demonstrates the adaptability of the three-ally 

framework — that it is a way of thinking, not a rigid procedure. The 

three questions still apply: what is worth owning, when to act, and how 

much to risk while surviving being wrong. But each ally adapts to the 

unusual shape of the situation. Fundamental analysis extends from 

valuing the business to mastering the mechanics and fairness of the 

corporate event. Technical analysis shifts from leading the timing to 

supporting the event-driven calendar. And risk management adapts 

from trending stops to sizing for binary, often uncorrelated outcomes. 

The investor who can make this adaptation gains access to a category 

of opportunity that rewards specialised effort and that many investors 

ignore precisely because the ordinary tools do not quite fit. That the 

framework bends to accommodate the special situation, without 

breaking, is the final demonstration of its central claim: that 

fundamental analysis, technical analysis, and risk management are not 

three rigid procedures but three allies whose cooperation can be 

adapted to any situation the market presents — together always 

stronger than any one alone. 
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P a r t  N i n e  

The Tools in Detail 

We have argued the philosophy and worked the cases. This part turns 

to the instruments themselves — the specific fundamental measures, 

the specific chart structures, and the specific risk calculations each 

ally actually uses. The aim is not to make you a specialist in any one, 

but to show how each tool serves its ally's question, and where each 

tool, used alone, misleads. 
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C h a p t e r  1 6  

The Fundamental Toolkit 

Ratios that answer 'what is worth owning?' 

The fundamental analyst has a large kit of ratios and measures, but 

they are not equally important, and none of them means anything in 

isolation. The skill is not in calculating them — any spreadsheet does 

that — but in knowing which question each one answers, how to read 

it in context, and how the measures combine into a judgement about 

business quality and value. We will not catalogue every ratio ever 

devised; we will study the handful that genuinely matter and the way 

an analyst actually uses them. 

Returns on capital: the single most revealing measure 

If a fundamental analyst could keep only one family of measures, it 

would be the returns on capital — return on equity and, more tellingly, 

return on capital employed. These answer the deepest question about 

a business: when it invests a rupee, how much does it earn back? A 

business that consistently earns high returns on the capital it employs 

is, almost by definition, a good business — it has found a way to deploy 

money productively and to defend that productivity against 

competition. The great Indian compounders share this signature: high 

returns on capital sustained over many years. The mediocre 

businesses, however exciting their stories, cannot sustain it, because 

competition eventually competes their returns away. 

But the number must be read with care, and this is where judgement 

enters. A high return on equity can be manufactured by leverage rather 

than earned by operational excellence, which is why the analyst 

decomposes it — through the DuPont lens — into margin, asset 

turnover, and leverage, to see which is doing the work. A return on 
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capital that comes from genuine operating efficiency and pricing 

power is durable; one that comes from piling on debt is fragile and will 

reverse when the cycle or interest rates turn. The number that matters 

most is also the number most easily faked by leverage, so the analyst 

never reads it without asking where it came from. 

Margins: the signature of pricing power 

Profit margins — gross, operating, and net — reveal how much of each 

rupee of sales the business keeps, and their trend over time reveals 

something deeper: whether the company has pricing power or is a 

price-taker at the mercy of competition and input costs. A business 

with stable or expanding margins through varied conditions usually 

possesses some real advantage — a brand, a cost edge, a differentiated 

product. A business whose margins swing wildly with input prices is 

likely a commodity player with little control over its own destiny. The 

analyst watches not just the level of margins but their stability and 

direction, because the trend tells the story of competitive strength or 

weakness that a single year's figure conceals. 

Leverage and liquidity: the survival measures 

Where returns and margins measure quality, the leverage and liquidity 

ratios measure survival — and survival, as the whole of this book 

insists, comes first. The debt-to-equity ratio, the interest-coverage 

ratio, and the various liquidity measures together answer whether the 

business can withstand a bad year, a credit squeeze, or a downturn 

without facing distress. In Indian markets, where credit cycles can turn 

sharply and where over-leveraged companies have repeatedly come to 

grief, these measures are not a footnote but a primary screen. A 

business with modest debt and comfortable interest coverage has the 

resilience to survive shocks and the freedom to invest when weaker 

rivals are struggling; a heavily indebted one is one bad year away from 

a crisis, regardless of how attractive its other numbers look. 
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The interest-coverage ratio deserves particular attention because it 

speaks directly to survival: it measures how many times over the 

company's operating profit can pay its interest bill. A high, stable 

coverage ratio means debt is comfortably serviced; a low or falling one 

is among the earliest warnings of financial distress, often visible before 

the trouble reaches the headlines. The analyst who watches coverage 

is watching the fuse, not the explosion. 

Valuation multiples: the tools of the last step 

The valuation multiples — price-to-earnings, price-to-book, 

enterprise-value-to-EBITDA, and the rest — answer the workflow's 

final question: given the quality, what is the price? Each multiple suits 

different businesses. Price-to-earnings is the familiar default but 

misleads for cyclicals, whose earnings swing, and for companies with 

distorted accounting earnings. Price-to-book suits financial 

companies, whose assets and liabilities are largely financial. 

Enterprise-value-to-EBITDA helps compare capital-intensive 

businesses with different debt levels and depreciation policies. The 

skilled analyst matches the multiple to the business rather than 

applying one mechanically to all, and always reads the multiple in the 

four contexts we discussed earlier: against the company's own history, 

against peers, against growth and quality, and against the right metric 

for the business type. 

THE FUNDAMENTAL TOOLKIT IN A SENTENCE 

Returns on capital reveal quality; margins reveal pricing 

power; leverage and coverage reveal survival; multiples 

reveal price. None means anything alone — the judgement 

is in reading them together, and asking where each 

number came from. 

Cash conversion: the honesty check 

Finally, threading through all of these is the discipline of checking 

reported numbers against cash. The cash-conversion measures — how 
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reliably operating profit becomes operating cash flow, how free cash 

flow compares with reported earnings — are the analyst's lie detector. 

A business whose profits consistently convert to cash is telling a 

consistent story; one whose profits grow while cash lags is telling two 

stories, and the analyst must find out why. Because every ratio built on 

earnings inherits any distortion in those earnings, the cash-conversion 

check is not one ratio among many but a foundation that validates or 

undermines all the others. The fundamental toolkit, in the end, is only 

as trustworthy as the earnings it is built upon, and cash is how the 

analyst tests that trust. 

These are the measures that answer the first ally's question — what is 

worth owning. Notice that they say nothing about when to buy, nor 

how much to risk. A business can score beautifully on every one of 

them and still be a poor purchase today because it is overpriced, or a 

ruinous one because it was bought in reckless size. The fundamental 

toolkit is powerful and incomplete, exactly as the first ally is powerful 

and incomplete. We turn now to the instruments of the second ally, 

which answer the question the ratios cannot: when. 
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C h a p t e r  1 7  

The Technical Toolkit 

Patterns and signals that answer 'when?' 

The technical analyst's tools are often presented as a bewildering zoo 

of patterns and indicators, which has done the discipline a disservice 

by making it look like mysticism. In truth, the technical toolkit rests on 

a few sound principles, and most of the indicators are simply different 

ways of measuring the same handful of things: trend, the levels that 

matter, the conviction behind moves, and the mood of the crowd. We 

will study the genuinely useful tools and, just as importantly, the 

discipline that keeps them from becoming the noise-trading trap we 

warned of earlier. 

Trend: the foundation everything rests on 

The most important technical tool is also the simplest: the 

identification of trend. A market making higher highs and higher lows 

is in an uptrend; the reverse is a downtrend; neither, and it is ranging. 

Moving averages — which smooth price into a single line revealing its 

underlying direction — are the most common way to make trend 

visible and to define it mechanically. The discipline of respecting the 

trend, of not fighting the prevailing direction until there is real 

evidence it has changed, is the foundation on which sound technical 

practice is built. For the integrated investor, trend answers a precise 

question about a fundamentally-approved stock: is the market 

currently moving with my thesis, or against it? Buying a quality 

business as it begins a confirmed uptrend, rather than while it is still 

falling, is one of the simplest and most valuable applications of the 

entire technical toolkit. 
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Support and resistance: the map of decision points 

Support and resistance levels — the prices where buying or selling has 

repeatedly emerged — give the technician a map of where the market's 

important decisions are likely to be made. These levels matter because 

of the memory embedded in markets: participants remember where 

they bought, sold, or wished they had, and act around those levels 

again. For the integrated investor, support and resistance serve two 

practical purposes. They identify sensible entry zones — buying near 

support, where buyers have reliably appeared, offers a better risk-

reward than chasing a stock far from support. And they provide logical 

places for the stop-loss: a position bought near support can be exited 

if support decisively breaks, defining the risk precisely. Thus the 

technical map of levels feeds directly into the third ally's risk 

calculations, a connection we will make explicit in the next chapter. 

Volume: the conviction behind the move 

Volume is the technician's measure of conviction, and it transforms a 

price move from a bare fact into a meaningful signal. A breakout above 

resistance on heavy, expanding volume reflects genuine demand and 

is far more trustworthy than the same breakout on thin volume, which 

may be a trap. A trend supported by rising volume on its advances and 

falling volume on its pullbacks is healthy; a trend on fading volume is 

running out of fuel. In Indian markets especially, where thin and 

manipulable volume in smaller names is a real hazard, the discipline 

of demanding volume confirmation protects the investor from false 

signals and engineered moves. Volume does not tell you direction; it 

tells you how much to trust the direction the price is showing. 

Momentum indicators: measuring the mood 

The various momentum indicators — the oscillators and their kin — 

are, beneath their different formulas, ways of measuring the speed and 

force of price movement and, through it, the mood of the crowd. They 

can reveal when a trend is accelerating with enthusiasm, when it is 
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tiring, or when fear or greed has reached an extreme from which a 

reversal often follows. Their great value is in flagging exhaustion and 

extremes; their great danger is in being treated as precise timing 

signals, which they are not. The disciplined technician uses 

momentum to inform judgement — to notice that an uptrend is losing 

steam, or that a panic may be reaching a climax — rather than to 

mechanically trigger trades. Used as a measure of mood rather than a 

crystal ball, momentum adds a real dimension to the reading of the 

market. 

Chart patterns: structures of behaviour 

Chart patterns — the consolidations, the breakouts, the reversal 

formations — are simply recurring structures in the way price behaves 

as the balance between buyers and sellers shifts. A long consolidation 

followed by a breakout on volume reflects a market that has absorbed 

selling and is resolving upward; a reversal pattern after a long trend 

reflects a shifting of control from one side to the other. These patterns 

are probabilistic, not certain — a point that cannot be stressed enough. 

The same pattern that works many times will fail without warning, 

which is why pattern-reading must always be coupled with the risk 

discipline of a defined stop. For the integrated investor, patterns are 

most useful not as standalone trade triggers but as descriptions of 

where a fundamentally-sound stock is in its journey: accumulating, 

breaking out, or topping. 

THE TECHNICAL TOOLKIT IN A SENTENCE Trend 

gives direction; support and resistance map the decision 

points; volume measures conviction; momentum reads the 

mood; patterns describe the behaviour. All are 

probabilistic — which is why every technical signal needs 

a risk discipline behind it. 
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The discipline that makes the toolkit safe 

The technical toolkit's greatest danger is that it can generate an endless 

stream of signals, tempting the investor into constant activity and the 

noise-trading death of a thousand small losses. What makes the toolkit 

safe is the discipline that surrounds it: using technicals only on a 

universe of fundamentally-worthy businesses, demanding 

confirmation across more than one tool before acting, and always 

pairing a technical entry with a defined risk exit. The patterns and 

indicators answer the second ally's question — when — but they do so 

probabilistically, and a probabilistic edge is only profitable if it is 

protected by the risk discipline that ensures the inevitable failures stay 

small. That risk discipline, with its own specific tools, is the subject of 

the final chapter of this part. 
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C h a p t e r  1 8  

The Risk Toolkit 

The calculations that answer 'how much?' 

The risk manager's tools are the most concrete of all three allies', 

because they reduce to actual calculations made before a position is 

taken. Where fundamental judgement and technical reading involve 

interpretation, risk management is, at its core, arithmetic — and 

arithmetic decided in advance, in calm, to be executed under pressure. 

This concreteness is what makes the risk toolkit so suited to encoding 

into a system, and so reliable when honoured. We will study the core 

calculations and how they connect to the other two allies' tools. 

The risk-per-trade rule: the foundation 

The foundation of the entire risk toolkit is a single rule: decide, in 

advance, the maximum fraction of your capital you are willing to lose 

on any one position. A common and sensible figure is one to two per 

cent of total capital. This rule is the anchor from which every other 

calculation flows. It transforms risk from a vague feeling into a fixed, 

known quantity, and it ensures that a long string of losses — which 

every investor experiences — cannot do serious damage. If no single 

position can cost more than a small fraction of capital, then being 

wrong, even repeatedly, is survivable. This one rule, consistently 

applied, prevents the overwhelming majority of account-ending 

disasters, nearly all of which trace back to a single position that was 

simply allowed to be too large. 

Position sizing: where the allies meet 

Position sizing is the calculation that turns the risk-per-trade rule into 

an actual number of shares, and it is precisely where the three allies 
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meet in a single formula. The calculation is straightforward: the size of 

the position depends on the distance between the entry price and the 

stop-loss. The maximum rupee loss you will accept — your risk-per-

trade fraction of capital — divided by the per-share risk — the distance 

from entry to stop — gives the number of shares to buy. A wide stop 

means a smaller position; a tight stop allows a larger one; but in every 

case, the loss if the stop is hit equals your predefined limit. 

Notice what feeds this calculation. The stop-loss level often comes 

from technical analysis — placed below a support level, or beyond the 

point that would prove the technical thesis wrong. The decision that 

the business is worth engaging at all comes from fundamental analysis. 

And the risk-per-trade fraction comes from risk management. The 

position-sizing formula is therefore the literal meeting point of the 

three allies: fundamentals say this is worth owning, technicals define 

the entry and the stop, and risk management converts those into a 

position size that bounds the loss. In this single calculation, the 

friendship becomes arithmetic. 

The stop-loss: defining the exit in advance 

The stop-loss is the pre-committed exit, and its tools are about 

placement and discipline. Placement draws on technical analysis — a 

stop below support, beyond a trendline, or at the level that would 

invalidate the reason for the trade — so that being stopped out actually 

means something has gone wrong, rather than being triggered by 

random noise. Discipline is the harder part: the stop only works if 

honoured without the rationalisations that tempt every investor to 

move it as the price approaches. The risk toolkit can define the perfect 

stop, but it is the investor's discipline — or, as we will see, the 

machine's lack of emotion — that determines whether the stop is 

actually respected. A stop that is moved is not a stop; it is a wish. 
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Portfolio-level tools: exposure and correlation 

Beyond the single position, the risk toolkit governs the portfolio as a 

whole. Total-exposure limits cap how much capital is at risk at once. 

Concentration limits cap how much can be committed to a single stock, 

a single sector, or a single theme — guarding against the hidden Indian 

concentration trap, where a portfolio of many names turns out to be a 

single bet on one sector. Correlation awareness recognises that 

positions which appear different may rise and fall together, so that true 

diversification requires genuinely independent exposures, not merely 

many holdings. These portfolio-level tools ensure that no single event 

— a sector shock, a shared risk factor, a market-wide fall — can damage 

the whole portfolio at once, which is the difference between a wound 

and a catastrophe. 

Cash and leverage: the master controls 

Two final tools govern the overall posture of the portfolio. Cash is the 

deliberate holding of dry powder — accepting lower returns in rising 

markets in exchange for the calm to hold through declines, the means 

to meet emergencies, and the ammunition to buy when others panic. 

Leverage is its opposite, and the risk toolkit treats it with deep 

suspicion, because borrowed money does not merely magnify gains 

and losses but adds the deadly possibility of the forced exit — the 

margin call that sells you out at the bottom regardless of how right your 

thesis was. The disciplined use of cash and the wary avoidance of 

leverage are the master controls that determine, more than any single 

position decision, whether the investor can survive the market's worst 

moments and act on its best opportunities. 

THE RISK TOOLKIT IN A SENTENCE Set the 

maximum loss per trade; size the position so the stop 

honours that limit; place the stop where being wrong is 

proven; cap exposure and concentration; hold cash; fear 

leverage. Risk management is arithmetic decided in calm. 
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Why the risk toolkit completes the others 

The risk toolkit is what makes the other two allies safe to use. The 

fundamental toolkit identifies worthy businesses but cannot bound a 

loss; the technical toolkit times entries probabilistically but cannot, by 

itself, ensure the failures stay small. The risk toolkit takes the 

fundamental verdict and the technical entry-and-stop and converts 

them into a sized, bounded, survivable position. It is the arithmetic 

that lets an investor act on a probabilistic edge — being wrong a 

meaningful fraction of the time — and still come out ahead, because 

the wins are allowed to matter and the losses are not allowed to ruin. 

This is why, of the three toolkits, the risk toolkit is the one that must 

never be omitted: it is the discipline that makes the other two 

profitable rather than merely interesting, and it is, fittingly, the toolkit 

a machine executes most perfectly of all. 
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P a r t  T e n  

Building the Algorithm 

We have studied the philosophy, worked the cases, and detailed the 

tools. Now we build. This part walks through the actual lifecycle of 

turning the three allies into a working algorithmic system — 

encoding the rules, screening the universe, testing honestly, going live 

in stages, and maintaining the machine. It is written for 

understanding, not as code; the aim is to show how the integrated 

approach becomes a system, and where each step can go right or 

badly wrong. 
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C h a p t e r  1 9  

From Rules to Code 

The discipline of making everything explicit 

The first step in building an algorithm is also the most clarifying, and 

it happens before a single line of code is written. To automate the 

integrated approach, you must make every rule explicit — so precise 

that a machine, which has no judgement of its own, can execute it 

without further interpretation. This forced precision is where most of 

the value of the algorithmic approach is created, because it exposes 

exactly how much of your 'method' was actually vague intuition 

dressed up as discipline. 

The vagueness problem 

Consider how a discretionary investor describes his approach: 'I buy 

quality businesses at reasonable prices when the timing looks right, 

and I manage my risk.' Every word of that is sensible, and none of it 

can be coded. What is a quality business — which specific measures, at 

what thresholds? What is a reasonable price — reasonable against 

what benchmark, within what bounds? When does the timing look 

right — what precise technical condition? How is risk managed — what 

exact position size, what stop, what limits? The discretionary investor 

answers these questions differently each time, often without realising 

it, his decisions drifting with his mood. The act of building an 

algorithm forces every one of these vague phrases to become a specific, 

testable rule. Many investors discover, in this process, that their 

'method' was far less defined than they believed — and the discovery 

alone makes them better. 
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Encoding the fundamental ally 

To encode the first ally, the vague notion of 'quality business at a 

reasonable price' must become a set of explicit screens. Quality might 

become: return on capital above a defined threshold, sustained over a 

defined number of years; debt below a defined level; interest coverage 

above a defined multiple; positive and consistent cash conversion; a 

clean governance checklist. Value might become: a valuation multiple 

within defined bounds, judged against the company's own history and 

its sector. Each criterion must be stated as a number or a clear rule, 

because the machine cannot weigh 'good governance' as a feeling — it 

needs a checklist it can verify. The result is a precise definition of the 

universe of businesses the system considers worth owning, applied 

identically every time, free of the moods and favouritism that creep 

into human screening. 

Encoding the technical ally 

The second ally is encoded as explicit timing conditions applied to the 

fundamentally-approved universe. The vague 'timing looks right' 

becomes specific, testable signals: price above a defined moving 

average, indicating an established uptrend; a breakout above a defined 

resistance level on volume exceeding a defined multiple of its average; 

a momentum measure within a defined range. The encoding forces 

clarity about what actually constitutes a signal, and — crucially — it 

forces the discipline of defining the conditions in advance rather than 

recognising them after the fact, which is how discretionary technicians 

fool themselves. A rule that must be coded cannot be quietly bent in 

the moment. 

Encoding the risk ally 

The third ally is the most naturally codeable, because it is already 

arithmetic. The risk-per-trade fraction becomes a fixed parameter. 

Position sizing becomes a formula: the maximum acceptable loss 

divided by the distance from entry to stop gives the number of shares. 
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The stop-loss becomes a defined level, placed by a stated rule. The 

portfolio limits — total exposure, sector concentration — become hard 

constraints the system cannot violate. Of all three allies, risk 

management translates into code most directly and benefits from it 

most completely, because the machine simply cannot feel the 

temptation to oversize a position or move a stop. What the human 

struggles to honour under pressure, the machine honours by its 

nature. 

FROM RULES TO CODE IN A SENTENCE To code the 

three allies, every vague phrase must become a specific 

rule. The discipline of that translation improves your 

thinking even if you never let the machine trade — because 

it exposes how much of your 'method' was fog. 

The honesty that encoding enforces 

There is a deeper benefit to this translation, beyond automation. A 

discretionary investor can hold contradictory or shifting rules without 

noticing, because nothing forces him to confront the contradictions. 

The act of encoding makes contradictions visible and forces them to be 

resolved. If your fundamental rules would never approve the kind of 

stock your technical rules are designed to catch, encoding reveals the 

conflict. If your risk rules and your sizing instincts disagree, the code 

makes you choose. This enforced honesty — the inability to hide 

vagueness or contradiction from a machine that demands precision — 

is why even investors who never intend to automate often find that 

designing their approach as if they would automate it sharpens their 

discretionary practice. The algorithm, before it ever trades, is a mirror 

that shows you what your method really is. 
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C h a p t e r  2 0  

Screening the Universe 

The pipeline from thousands to a few 

With the rules encoded, the system can be assembled as a pipeline — 

the sequential filtering structure we sketched earlier, now built in 

detail. The Indian market offers thousands of listed companies, the 

overwhelming majority of which a serious system should never touch. 

The screening pipeline is what turns that overwhelming, dangerous 

breadth into a short, disciplined action list, with each of the three allies 

operating as a stage that narrows the field for the next. 

Stage one: the fundamental screen 

The pipeline begins with the fundamental screen, which reduces the 

full listed universe to a watchlist of genuinely worthy businesses. This 

is the largest single act of narrowing in the entire system, and it is 

where most of the market's danger is removed. The screen applies the 

encoded quality and value criteria — returns on capital, debt and 

coverage, cash conversion, governance, valuation bounds — and keeps 

only the companies that pass all of them. From thousands of listed 

names, the fundamental screen might yield a watchlist of a few dozen. 

Critically, this screen runs on the same criteria every time, so it never 

gets lazy, never makes exceptions for an exciting story, never forgets 

to check the balance sheet because the chart looked tempting. The 

most common path to ruin in Indian markets — engaging with 

fundamentally unsound businesses — is closed off at the very first 

stage. 
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The data problem in Indian screening 

A practical caution belongs here, because it is where real systems 

stumble. A screen is only as good as the data feeding it, and financial 

data carries pitfalls: restated accounts, inconsistent reporting, one-off 

items distorting ratios, differences between standalone and 

consolidated figures, and the simple fact that reported numbers can be 

manipulated. A robust fundamental screen must be built with 

awareness of these hazards — preferring multi-year consistency over 

single-year figures, treating implausibly perfect numbers with 

suspicion, and never trusting a screen's output as truth without the 

awareness that the underlying data may be flawed or, occasionally, 

false. The screen narrows the field; it does not abolish the need for 

judgement about the quality of what passed through it. 

Stage two: the technical screen 

The technical screen operates only on the watchlist the fundamental 

stage approved — and this ordering is the structural genius of the 

pipeline. Because the technical stage never sees a fundamentally 

unsound business, it cannot be seduced into timing a beautiful chart 

on a rotten company, no matter how compelling the pattern. It scans 

the few dozen worthy names for those currently meeting the encoded 

timing conditions — emerging from consolidation, holding above a key 

moving average, breaking out on volume — and surfaces the handful 

that are actionable now. From a few dozen worthy businesses, the 

technical screen might flag two or three with favourable timing at any 

given moment. The second ally has done its job: among the businesses 

worth owning, it has identified the ones the market is currently ready 

to reward. 

Stage three: the risk filter 

The final stage takes each technically-flagged candidate and subjects it 

to the risk rules. It calculates the position size from the account capital 

and the distance to the rule-based stop, ensuring the loss if stopped 
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out stays within the risk-per-trade limit. It checks the candidate 

against portfolio-level constraints: would adding it breach the total-

exposure limit, or push sector concentration beyond the allowed 

bound? Only candidates that pass these checks become actual actions, 

sized precisely, with stops defined. The risk filter holds a veto: a 

candidate the fundamental and technical stages both love is still 

rejected if it cannot be taken within the risk limits. Survival overrides 

opportunity, encoded as a hard constraint the system cannot override 

in a moment of enthusiasm, because the system has no enthusiasm. 

THE PIPELINE IN A SENTENCE Fundamentals 

screen thousands to dozens; technicals screen dozens to a 

few; risk sizes and vetoes. The pipeline's ordering means 

the system structurally cannot trade a rotten business or 

oversize a position. 

What the pipeline produces 

The output of the three-stage pipeline is not a vague feeling or a 

watchlist of maybes, but a precise, ordered action list: buy this specific 

quantity of this specific stock, with the stop at this level, because it is a 

fundamentally worthy business showing favourable timing that fits 

within the portfolio's risk budget. Every word of that decision is 

justified by a stage of the pipeline, and every stage applied explicit 

rules identically. This is the integrated approach made systematic — 

the friendship of the three allies, which a human struggles to sustain 

under pressure, rendered as a structure that enforces their cooperation 

automatically. Whether a human then executes the action by hand or 

the system places the order is a separate question; the analytical work 

is the same, and its quality depends entirely on the rules encoded into 

each stage. 
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C h a p t e r  2 1  

Backtesting Without Lying to 
Yourself 

The seductions of the perfect past 

Before risking real capital on an encoded system, it should be tested 

against history — examined to see whether its logic would have made 

sense and whether its risk controls would have held. This is 

backtesting, and it is simultaneously one of the most useful and one of 

the most dangerous activities in all of systematic investing. Useful, 

because it can reveal whether an approach has any merit before money 

is risked. Dangerous, because it is extraordinarily easy to fool yourself 

into believing a worthless system is brilliant. This chapter is about 

testing honestly — which is mostly about not lying to yourself. 

The seduction of overfitting 

The central danger of backtesting is overfitting: tuning a system until 

it fits the past beautifully while capturing nothing that will repeat in 

the future. The mechanism is seductive and gradual. You test a system; 

the results are decent. You add a rule, and the backtested returns 

improve. You add a filter, an exception, a refinement, each time 

watching the historical performance get more dazzling. Eventually you 

have a system that, on paper, would have turned a small sum into a 

fortune with barely a losing month. You are thrilled — and you have 

almost certainly built something worthless, because what you actually 

did was shape your rules to the specific accidents of one slice of history. 

You learned the noise, not the signal. When you trade it live, the future 

has different noise, and the system disappoints or fails. 
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Overfitting is so dangerous precisely because it feels like success. Every 

step that worsens the system in reality improves it in the backtest, so 

the process of overfitting is indistinguishable, from the inside, from 

the process of improving. The investor optimising his system toward a 

perfect backtest believes he is doing excellent work, when he is in fact 

destroying the system's ability to work in the future. Recognising this 

trap — understanding that a more dazzling backtest is often a worse 

system — is the single most important piece of wisdom in systematic 

investing. 

The defences against self-deception 

The defences against overfitting are humbling and counterintuitive. 

Prefer simplicity: a system with few rules has fewer ways to be fitted to 

noise than one with many, and is more likely to capture something 

real. Be suspicious of perfection: a backtest showing extraordinary 

returns with almost no drawdown is far more likely to be overfitted 

than genuinely brilliant, and should be treated as a warning rather 

than a triumph. Test on data the system was not tuned on: a system 

optimised on one period and then tested on a separate, untouched 

period reveals whether it learned something durable or merely 

memorised the first period. And demand that the logic make sense: a 

rule should have a reason rooted in genuine market behaviour, not 

merely a coincidental fit with the past. If you cannot explain why a rule 

should work, its backtested success is probably an accident. 

The traps hidden in the test itself 

Beyond overfitting, backtesting harbours technical traps that quietly 

inflate results. Look-ahead bias creeps in when a system inadvertently 

uses information that would not have been available at the time of a 

decision — testing on data that includes knowledge of the future. 

Survivorship bias distorts results when the test universe includes only 

companies that survived to the present, silently excluding those that 

failed or were delisted, making the past look safer and more profitable 
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than it was. In the Indian context, survivorship bias is especially 

treacherous, because the companies that collapsed — exactly the ones 

a good system should have avoided — vanish from naive historical 

databases, flattering any strategy tested only on the survivors. An 

honest backtest must account for these biases, or its encouraging 

results are simply lies the test told you. 

Costs, slippage, and the gap from paper to reality 

A backtest that ignores the frictions of real trading overstates what a 

system can achieve. Every trade incurs costs — brokerage, taxes, and 

the slippage between the price you expected and the price you got, 

which widens in less liquid names and faster markets. A system that 

looks profitable before costs can be unprofitable after them, especially 

one that trades frequently. In Indian markets, where transaction taxes 

and the realities of liquidity matter, an honest backtest must subtract 

realistic costs and slippage, not the optimistic assumption of trading 

at the exact prices on the chart. Many systems that dazzle in a 

frictionless backtest die the moment realistic costs are imposed — 

which is exactly what you want to discover in testing, on paper, rather 

than later, with real money. 

BACKTESTING IN A SENTENCE A more dazzling 

backtest is often a worse system. The defences are 

humbling: prefer simplicity, distrust perfection, test on 

untouched data, demand sensible logic, and subtract real 

costs. Honest testing is mostly not lying to yourself. 

What a backtest can and cannot tell you 

Held to honest standards, a backtest is genuinely useful for what it can 

do: rule out approaches that never worked even in theory, reveal a 

system's likely behaviour through different market conditions, and 

expose how severe its drawdowns can be so the investor knows what 

he must be prepared to endure. But a backtest cannot promise the 

future. The most it can honestly offer is evidence that an approach has 
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sound logic and would have behaved acceptably across varied past 

conditions — a necessary check, never a guarantee. The investor who 

treats a good backtest as a promise of future riches has misunderstood 

the tool; the one who treats it as a sober filter for sound logic, 

conducted with relentless honesty against his own wish to be 

impressed, has used it well. And even the best backtest must give way 

to the final, most honest test of all: small amounts of real money in real 

markets, which is the subject of the next chapter. 
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C h a p t e r  2 2  

Going Live and Staying Alive 

Deployment, monitoring, and the changing market 

A system that has been honestly tested is still not ready for serious 

capital, because no test fully captures live reality. The transition from 

backtest to live trading, and the ongoing supervision of a running 

system, is where many technically sound approaches fail — not 

because the logic was wrong, but because deployment and 

maintenance were handled carelessly. This final chapter of the build is 

about crossing into live trading responsibly and keeping a system 

healthy as the market it operates in keeps changing. 

Start small: the final, most honest test 

The wise path into live trading begins with capital small enough that 

the inevitable surprises teach their lessons cheaply. Live trading 

introduces what no backtest can: the real costs and slippage as they 

actually occur, the behaviour of the system under genuine market 

conditions, the emotional reality of watching real money move, and 

the small mechanical issues that only surface when a system meets a 

live market. Treating the early live period as the final and most honest 

stage of testing — funding it lightly, watching it closely, comparing its 

real behaviour against the backtest's expectations — reveals problems 

while they are still cheap to fix. Only as genuine live evidence confirms 

the system behaves as designed should capital be increased, and then 

gradually. The investor who funds a new system heavily on the 

strength of a backtest alone has skipped the one test that matters most, 

and reality is unforgiving of that impatience. 
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The mechanical perils of automation 

Live automated trading introduces dangers that exist nowhere in a 

backtest: the purely mechanical failures that can cause a system to 

behave in ways its creator never intended, sometimes at machine 

speed. A bug in the code, a faulty or delayed data feed, a connectivity 

failure, an unhandled market condition — any of these can produce 

erroneous behaviour far faster than a human can react. The history of 

automated trading includes episodes where faulty systems generated 

severe losses in minutes. The responsible algorithmic investor builds 

safeguards against the machine's own potential for rapid error: sanity 

checks that verify the system's actions are reasonable, limits that cap 

how much can be lost or traded in a given period, and circuit-breakers 

that halt the system entirely when something is clearly wrong. These 

protections are not optional refinements; they are the difference 

between a contained malfunction and a catastrophe. 

Monitoring: the human's relocated role 

A live system is never truly hands-off, and understanding this resolves 

a common misconception about automation. The machine does not 

remove the human; it relocates him — from making each individual 

decision to supervising the system that makes decisions. This 

supervisory role is demanding and essential. It means monitoring 

whether the system is operating as designed, whether its real-world 

results resemble what was expected, and whether the costs and 

slippage match assumptions. It means watching for the mechanical 

problems that no logic can prevent. And it means standing ready to 

intervene — to reduce risk, to pause the system, to investigate — when 

something departs from expectations. The investor who automates 

and then stops paying attention has not freed himself; he has 

abandoned the one job that automation left him, and it is the most 

important job of all. 
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The regime that changes beneath the system 

The deepest danger to a live system is the slow one: the market itself 

changing in ways that quietly invalidate the strategy. A system built for 

one market environment — a particular trend regime, a particular 

volatility, a particular structure of which sectors lead — may decay 

when conditions shift, and the decay can be gradual enough that it is 

mistaken for a normal run of losses. The algorithm, executing 

faithfully, keeps applying its now-unsuited logic, producing a grinding 

series of losses with the same discipline that once produced gains. In 

Indian markets, with their pronounced cycles and violent rotations of 

leadership, regime change is not a remote possibility but a recurring 

certainty. The system has no instinct that the world has changed; it 

simply does what it was told. The human must supply that instinct 

from outside, watching for the signs that the environment the strategy 

assumed no longer exists, and acting before the slow decay becomes 

serious damage. 

Keeping the three allies in balance 

A final discipline runs through the entire life of a system: resisting the 

temptation to let one ally quietly dominate. As a system runs and is 

refined, the pull is constant — to loosen the fundamental criteria after 

a stretch where the technical signals seemed to be working, to relax the 

risk module's grip during a long bull market when the stops keep 

proving unnecessary and the limits keep feeling overly cautious. Each 

such drift, individually, seems reasonable. Together, over time, they 

can rebuild exactly the single-discipline vulnerability the integration 

was designed to cure. A system that has quietly abandoned one of its 

allies — that has become, in effect, a momentum system with 

decorative fundamental screens, or a quality system with neglected 

risk controls — has lost the very thing that made it sound. Periodic, 

honest review of whether all three allies are still genuinely doing their 

jobs is part of the permanent maintenance of any integrated system, 

automated or not. 
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GOING LIVE IN A SENTENCE Start small, build 

circuit-breakers, monitor relentlessly, watch for regime 

change, and keep the three allies in balance. Automation 

relocates the human to supervision — the most important 

job it leaves him. 

The system as a living thing 

The picture that emerges is of an algorithmic system not as a machine 

you build once and leave running, but as a living thing that must be 

raised, watched, and maintained. It is born in the careful encoding of 

sound rules, tested honestly against an unforgiving history, brought 

into the world gently with small capital, protected with safeguards 

against its own potential for error, and supervised continuously as the 

market around it changes. At every stage, the quality of the system 

depends on the understanding and discipline of the human behind it 

— because the machine multiplies whatever you give it, sound or 

unsound, across every action it takes. The algorithm does not replace 

the mastery of the three allies; it demands that mastery, and then 

executes it with a fidelity and consistency no human under pressure 

could match. That is the promise and the responsibility of building the 

three allies into code: not a machine that thinks for you, but a machine 

that acts, tirelessly and without ego, on the quality of your thinking. 
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P a r t  E l e v e n  

Mistakes, Objections, and 
a Working Checklist 

A framework is only as good as the honesty with which it is applied. 

This part confronts the recurring mistakes investors make when they 

try to use the three allies, answers the most common objections the 

approach provokes, and closes with a practical checklist that turns 

the whole book into something you can actually run before a decision. 
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C h a p t e r  2 3  

The Recurring Mistakes 

How the integrated approach goes wrong in practice 

Understanding the three allies in principle is one thing; applying them 

without slipping back into old habits is another. Even investors who 

accept the framework intellectually make the same recurring mistakes 

when they try to live by it. Naming these mistakes plainly is the best 

defence against them, because nearly every one is a quiet return to 

single-discipline thinking under the pressure of a real decision. 

Mistake one: letting your favourite ally quietly dominate 

The most common failure is not abandoning the framework outright 

but allowing the discipline you were always most comfortable with to 

dominate the other two. The natural fundamentalist gives lip service 

to timing and risk but, in practice, buys on valuation alone and sizes 

by conviction. The natural technician runs a fundamental screen he 

secretly ignores the moment an exciting chart appears. Each believes 

he is integrated; each has merely added decorative gestures toward the 

other allies while continuing to make decisions the old way. The cure 

is honest self-examination: when you look back at your actual 

decisions, not your intentions, which ally truly governed them? If the 

same discipline always wins, you are not integrated — you are a single-

discipline investor wearing a costume. 

Mistake two: using the allies to confirm a decision already 

made 

A subtler and more dangerous mistake is to reach a conclusion first 

and then recruit the three allies to justify it. You fall in love with a 

stock, then go looking for the fundamental virtues, the technical 
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signals, and the risk rationalisation that support buying it. This is not 

analysis; it is advocacy, and it corrupts the entire framework, because 

each ally is being asked to defend a verdict rather than to question it. 

The allies are valuable precisely because they can disagree with you 

and with each other. An investor who only ever finds confirmation has 

stopped using the framework and started using it as a comfort blanket. 

The discipline is to let the allies reach their verdicts independently, and 

to take their disagreement seriously when it comes. 

Mistake three: treating the framework as a formula 

Some investors, attracted by the structure of the three allies, try to 

reduce it to a mechanical formula that removes all judgement — as if 

'fundamentals good plus technicals good plus risk acceptable equals 

buy' could be applied without thought. But each ally requires 

interpretation: which fundamental measures matter for this business, 

what the chart is really saying, how much uncertainty this particular 

situation carries. The framework organises judgement; it does not 

replace it. The investor who treats it as a rigid formula will misapply it, 

because the same technical signal means different things on a quality 

compounder and a speculative small-cap, and the same valuation 

means different things across the cycle. Structure without judgement 

is just a more elaborate way to be wrong. 

Mistake four: forgetting that risk management is the senior 

partner 

Under the excitement of a compelling opportunity, investors routinely 

let the risk ally be overruled by the other two. The fundamentals are 

wonderful and the timing is perfect, so surely this one deserves a 

bigger position, a looser stop, an exception to the limits. This is 

precisely the moment the risk ally exists for, and precisely the moment 

it is most often ignored. The recurring lesson of the entire book is that 

being right does not protect you if you were sized wrong; the risk ally 

must retain its veto even — especially — when the other two are most 
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enthusiastic. The opportunities that feel most deserving of an 

exception are the ones most likely to teach the painful lesson of why 

the rule existed. 

Mistake five: inconsistency over time 

Many investors apply the three allies diligently for a while, then drift, 

applying them rigorously when they remember and loosely when they 

are busy, confident, or bored. This inconsistency quietly destroys the 

framework's value, because an edge that is only sometimes applied is 

not an edge at all. The few decisions made carelessly, during a lapse in 

discipline, are often the ones that inflict the serious damage — the 

oversized bet taken in a hurry, the unscreened stock bought on a tip 

during a confident streak. Consistency is itself a core part of the 

method, which is one more reason the algo environment, with its 

tireless uniformity, is so well suited to the integrated approach. The 

framework rewards those who apply it always, not those who apply it 

when convenient. 

THE RECURRING MISTAKES IN A SENTENCE 

Almost every mistake is a quiet return to single-discipline 

thinking: letting your favourite ally dominate, using the 

allies to confirm rather than question, mechanising 

judgement, overruling risk, or applying it all 

inconsistently. 

The pattern beneath the mistakes 

Step back and a single pattern unites these mistakes: each is a way of 

escaping the discomfort that the integrated approach deliberately 

creates. Integration is uncomfortable precisely because it forces you to 

hold three perspectives at once, to take disagreement seriously, to wait 

when the allies do not align, and to accept the risk ally's no when you 

most want a yes. Every recurring mistake is a shortcut around that 

discomfort — a way of getting back to the simpler, more comfortable 

world of a single discipline that always agrees with you. Recognising 
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this is the deepest defence, because it lets you catch yourself in the act: 

whenever the framework suddenly feels easy and your conclusions all 

agree, you have probably stopped using it. The integrated approach is 

supposed to be demanding. The discomfort is not a flaw; it is the 

framework working. 
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C h a p t e r  2 4  

Answering the Objections 

The 'yes, but…' questions, taken seriously 

An honest framework should be able to face the objections it provokes, 

and the integrated approach provokes several. These are not the 

complaints of the lazy; they are reasonable questions from thoughtful 

investors, and they deserve serious answers rather than dismissal. 

Confronting them strengthens the framework and clarifies what it does 

and does not claim. 

“Isn't this just market timing dressed up?” 

The objection runs: by adding technical timing to fundamental 

analysis, are you not simply endorsing market timing, which decades 

of evidence suggest most people do badly? The answer is that the 

technical ally here is not used to predict the market or to jump in and 

out chasing tops and bottoms. It is used to improve the entry and exit 

on businesses already judged worthy by fundamentals, and to avoid 

the specific, well-documented fundamentalist errors of buying too 

early into a downtrend and holding too long into a breakdown. This is 

not the discredited fantasy of forecasting the market's every move; it is 

the modest, achievable discipline of not fighting an obvious trend on a 

stock you have independently decided is worth owning. The distinction 

matters: predicting the market is a fool's errand, but declining to buy 

a quality business while it is still in free fall is simply prudence. 

“I don't have time to master all three disciplines.” 

This is the most honest objection, and it deserves an honest answer: 

you do not need to become an expert in all three to benefit enormously 

from the framework. Most of the value comes from basic competence 
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in each ally and, above all, from refusing to ignore any of them entirely. 

A fundamentalist need not become a sophisticated technician to gain 

from simply checking whether a stock he likes is in a downtrend before 

buying. A technician need not become a forensic accountant to gain 

from a simple fundamental filter that keeps him out of obviously 

unsound companies. And anyone can learn the core of risk 

management — position sizing and stops — in an afternoon, because it 

is arithmetic, not art. The framework does not demand mastery of 

three crafts; it demands that you stop pretending the other two do not 

exist. Even a little of each ally, consistently applied, vastly outperforms 

total devotion to one. 

“Which ally matters most? Surely they're not equal.” 

Investors often want a ranking, and the honest answer is that the allies 

are not equal but their importance depends on what you are trying not 

to do. If the question is 'what determines long-term returns?', 

fundamentals lead, because over years it is business value that drives 

wealth. If the question is 'what determines my entry and exit?', 

technicals lead. But if the question is 'what determines whether I 

survive to enjoy any of it?', risk management is supreme, and in that 

sense it is the senior partner — the one ally that can never be omitted, 

because its failure is the only one that can end the game permanently. 

So there is a ranking, but it is situational: fundamentals for what to 

own, technicals for when, and risk management as the non-negotiable 

foundation beneath both. The mistake is not having a hierarchy; it is 

using the hierarchy as an excuse to neglect the lower-ranked allies 

entirely. 

“Great investors succeeded with just one discipline. Why 

can't I?” 

It is true that some celebrated investors built fortunes apparently on 

fundamentals alone, and some traders on technicals alone. Three 

things should temper the lesson drawn from them. First, survivorship: 
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we hear about the single-discipline investors who succeeded, not the 

far greater number who applied the same approach and failed or blew 

up, because failure is quiet. Second, many great single-discipline 

investors actually practised more integration than their public image 

suggests — the famous value investors who were also exquisitely 

disciplined about risk, the great traders who had a strong feel for which 

businesses were worth trading. Third, and most practically: even if 

single-discipline mastery is possible for a rare few, the integrated 

approach is more robust and more forgiving for the rest of us, covering 

the blind spots that destroy the ordinary practitioner. You may aspire 

to the heights of a single-discipline legend; the three allies are how you 

survive the journey if you do not turn out to be one. 

“Won't automation make all of this a commodity?” 

As algorithmic methods spread, some worry that any edge from 

integrating the disciplines will be competed away. There is truth here, 

but it cuts less deeply than it seems. The encoding of the three allies 

still depends entirely on the quality of judgement behind the rules — 

which businesses count as worthy, which signals as meaningful, which 

risks as acceptable — and that judgement is not commoditised by 

automation; it is amplified by it. The investor who deeply understands 

the three allies will encode better systems than the one who automates 

a half-understood approach, and the gap between them may widen, 

not narrow, in an automated world. Automation changes how the edge 

is expressed, from manual execution to system design, but it does not 

remove the advantage of understanding the disciplines well. If 

anything, it raises the premium on the understanding this book is 

about. 
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THE OBJECTIONS IN A SENTENCE The objections 

are reasonable, and the answers are honest: this is 

prudence not prediction; basic competence beats total 

neglect; the hierarchy is situational; survivorship flatters 

the lone disciplines; and automation rewards 

understanding, not replaces it. 

Why the objections strengthen the framework 

Notice that none of these objections, taken seriously, defeats the 

integrated approach; each one, properly answered, clarifies and 

strengthens it. The market-timing objection sharpens what the 

technical ally is actually for. The time objection reveals that basic 

competence, not mastery, is what the framework requires. The ranking 

objection produces a useful situational hierarchy. The lone-genius 

objection exposes the survivorship bias in our market heroes. And the 

automation objection shows that understanding becomes more 

valuable, not less, as the tools advance. A framework that can absorb 

its objections and emerge clearer is a framework worth trusting. The 

three allies survive scrutiny not because they are above question, but 

because the honest answers to the hardest questions keep pointing 

back to the same conclusion: use all three, and use them together. 
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C h a p t e r  2 5  

The Working Checklist 

The whole book, reduced to what you do before a decision 

A framework that cannot be applied is merely a philosophy. This final 

chapter reduces the entire book to a practical checklist — the sequence 

of questions to ask before any decision, drawn from each of the three 

allies in turn. It is not a formula that removes judgement, but a 

structure that ensures judgement is applied to all three questions every 

time, so that no ally is forgotten in the heat of a decision. Run through 

it before you act, and the integrated approach becomes a habit rather 

than an aspiration. 

First, the fundamental questions: is this worth owning? 

Before anything else, establish whether the business deserves your 

capital at all. Do you understand how it makes money, and is that way 

of making money durable? Does it have a real competitive advantage 

— a moat — that lets its profits survive competition? Do the financial 

statements show health: sound returns on capital, manageable debt, 

profits that convert to cash? Is the management capable and 

trustworthy, and in the Indian context, do the promoters treat 

minority shareholders fairly? And is the price reasonable against the 

company's own history, its peers, its growth, and the right metric for 

its kind of business? If the answers are unconvincing, the rest of the 

checklist is moot — a business that is not worth owning is not made 

worth owning by good timing or careful sizing. The first ally's veto 

comes first. 
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Second, the technical questions: is this the moment? 

Having established that the business is worth owning, ask whether 

now is a sensible time to act. What is the trend — is the stock moving 

with your thesis or against it? Where is the price relative to important 

support and resistance levels, and does the current level offer a 

sensible entry with a logical place for a stop? Is there volume and 

momentum confirmation, or is the move hollow? And crucially, do the 

technicals agree with the fundamentals, or do they conflict? If the 

business is sound but the chart shows a firm downtrend, the lesson is 

usually patience — wait for the market to confirm rather than catching 

a falling knife. The second ally does not override the first; it refines the 

timing of acting on it. 

Third, the risk questions: how much, and how do I survive 

being wrong? 

Before committing, answer the questions that determine survival. 

Where, exactly, would you admit the thesis is wrong and exit — what 

is your stop? Given that stop and your rule for maximum loss per 

position, what size can you take so that being stopped out costs only a 

small, predefined fraction of your capital? Would adding this position 

breach your limits on total exposure or on concentration in a single 

sector or theme? And are you free of the leverage that could force you 

out at the worst moment? If the position cannot be taken at a sensible 

size within your risk limits, it is not taken — however much the first 

two allies like it. The third ally holds the final veto, because survival is 

the precondition for everything. 

Fourth, the integration question: do the allies agree? 

Finally, step back and read the conversation among the three allies as 

a whole. Do they confirm one another — a worthy business, at a 

sensible moment, takeable at a sound size? That is a strong, aligned 

decision. Do they conflict — and if so, what is the disagreement telling 

you? A fundamental yes against a technical no counsels patience; a 



167 

technical yes against a fundamental no counsels suspicion or 

avoidance; a risk objection counsels restraint regardless of the other 

two. The integration question is what prevents the checklist from 

becoming a mechanical box-ticking exercise. The goal is not to collect 

three yeses but to understand what the three allies, together, are telling 

you about the quality, the timing, and the survivability of this specific 

decision. 

THE CHECKLIST IN A SENTENCE Worth owning? 

(fundamentals) The right moment? (technicals) 

Survivable if wrong? (risk) Do they agree? (integration) 

Four questions, asked in order, before every decision. That 

is the whole book, made practical. 

Using the checklist well 

The checklist works only if used honestly and consistently. Used 

honestly, it means genuinely letting each ally reach its own verdict 

rather than recruiting all three to justify a decision already made, and 

genuinely heeding disagreement and the risk veto rather than 

explaining them away. Used consistently, it means running through all 

four questions before every decision, not just the ones where you 

remember or feel like it — because the decisions made during a lapse 

are the ones that hurt. Over time, the checklist becomes internalised: 

the questions arise automatically, the integration becomes instinctive, 

and what began as a deliberate four-step discipline becomes simply the 

way you see the market. That is the destination of this book — not a 

checklist you consult, but a way of thinking in which fundamental 

analysis, technical analysis, and risk management are no longer 

separate disciplines you choose between, but three allies you naturally 

use together, every time. 

Keep the checklist where you can reach it — beside your screen, in your 

trading journal, in your mind. Run it before you act, in calm and in 

stress, on the opportunities that excite you and the ones that frighten 
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you. The market will keep offering you reasons to abandon one ally or 

another: the wonderful business that tempts you to ignore price, the 

thrilling chart that tempts you to ignore the balance sheet, the certain 

conviction that tempts you to ignore your risk limits. The checklist is 

how you hold all three allies together when the market is doing its 

utmost to pull them apart. And holding them together, decision after 

decision, year after year, is the entire craft this book has tried to teach. 
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P a r t  T w e l v e  

The Temperament of the 
Integrated Investor 

Tools and frameworks are necessary but not sufficient. The 

integrated approach also demands a particular temperament and a 

set of daily habits, because the three allies are only as good as the 

character that wields them. This part turns from method to the 

person applying it — the disposition, the routines, and the inner 

discipline that let the framework actually work over a lifetime. 
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C h a p t e r  2 6  

Patience, Humility, and the Long 
Game 

The character the framework requires 

We have spent this book on method — the three allies, their tools, their 

integration, their automation. But method is wielded by a person, and 

the finest framework in the world fails in the hands of the wrong 

temperament. The integrated approach, in particular, demands a 

specific character, because it asks things of the investor that run 

against powerful human instincts. This chapter is about that character: 

the patience, humility, and discipline that the three allies require, and 

that, conversely, the practice of the three allies tends to cultivate. 

Patience: the willingness to wait for alignment 

The integrated approach is, more than anything, a discipline of 

patience. Because it requires the three allies to align before acting fully 

— a worthy business, at a sensible moment, takeable at a sound size — 

it produces far fewer actionable decisions than any single discipline 

alone. The fundamentalist can always find a cheap-looking stock; the 

technician can always find a chart that tempts; but the integrated 

investor, demanding agreement across all three questions, must often 

conclude that the right action is to wait. This enforced patience is 

uncomfortable, especially in a market that seems to reward constant 

activity and in a culture that mistakes motion for progress. Yet it is one 

of the framework's greatest gifts, because most of the damage investors 

inflict on themselves comes from acting when they should have waited. 

The integrated investor's patience is not passivity; it is the active 

discipline of refusing mediocre opportunities while the rare aligned 

ones are prepared for. 
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This patience extends beyond the entry to the holding. Having bought 

a worthy business at a sensible moment, the integrated investor must 

often wait years for the thesis to play out, holding through the 

inevitable periods when the price goes nowhere or moves against him. 

The great Indian compounders rewarded exactly this patience — 

owners who held through long dull stretches and sharp frightening 

falls, while those who traded in and out captured only a fraction of the 

eventual gains. Patience in entry and patience in holding are different 

muscles, and the integrated investor must develop both, because the 

framework's rewards accrue to those who can wait for alignment and 

then wait again for the alignment to pay off. 

Humility: the acceptance of being wrong 

The second essential trait is humility, and it runs deeper than mere 

modesty. The integrated approach is built on the acknowledgement 

that you will be wrong, repeatedly and unpredictably — wrong about 

businesses, wrong about timing, wrong about the size of a risk. The 

entire apparatus of risk management exists because of this expected 

wrongness; position sizing and stops are admissions, built into the 

method, that any given judgement may fail. An investor without 

humility cannot truly practise risk management, because he secretly 

believes his best ideas cannot fail, and that belief is precisely what 

leads to the oversized, unprotected bet that ruins. Humility is not a 

nice-to-have virtue layered on top of the framework; it is structurally 

required by it, because the framework only makes sense for someone 

who genuinely expects to be wrong a meaningful fraction of the time 

and plans accordingly. 

Humility also governs the relationship between the investor and the 

market itself. The market has humbled everyone who ever grew certain 

of it, and the integrated investor holds this knowledge close, treating 

every strong conviction with a measure of suspicion and every 

confident forecast as a probability rather than a certainty. This is why 

the framework speaks in terms of odds and survival rather than 
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prediction and certainty: the humble investor knows he cannot reliably 

foresee the future, and builds an approach that does not require him 

to. Paradoxically, this humility is a source of strength, because the 

investor who expects to be wrong is prepared for it, while the one who 

expects to be right is destroyed by the wrongness he refused to 

anticipate. 

Discipline: doing the right thing when it is hard 

The third trait is discipline, which is what converts knowledge into 

action under pressure. Everyone knows, in calm, that they should 

honour their stops, size their positions sensibly, and wait for 

alignment. Discipline is doing these things in the heat of the moment, 

when fear and greed are screaming the opposite — honouring the stop 

as the price approaches it and every instinct says to give it more room, 

declining the exciting trade that fails the fundamental filter, sitting 

patiently in cash while others seem to be getting rich around you. This 

is the hardest part of investing, harder by far than the analysis, and it 

is where most investors fail not for lack of knowledge but for lack of 

the discipline to act on what they know. The integrated framework, 

with its explicit rules and its checklist, is partly a scaffold for discipline 

— a way of pre-committing to the right actions so that less is left to 

willpower in the moment. And the algo environment, as we saw, is the 

ultimate scaffold, removing the moment-to-moment discipline 

problem entirely by encoding the rules into a machine that cannot feel 

the pressure. 

THE INTEGRATED TEMPERAMENT IN A 

SENTENCE The framework demands patience to wait 

for alignment, humility to expect being wrong, and 

discipline to act rightly under pressure. The three allies are 

only as good as the temperament that wields them. 
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The daily practice 

Temperament expresses itself in daily habits, and the integrated 

investor's routines reinforce the character the framework requires. He 

maintains a watchlist of fundamentally worthy businesses, built 

patiently over time, so that when timing aligns he is ready to act on 

companies he already understands rather than scrambling to analyse 

something new in a hurry. He reviews positions on a regular schedule 

rather than reacting to every market twitch, which keeps him from the 

overtrading that the constant stream of technical signals tempts. He 

keeps a journal of his decisions and their reasoning, so that he can later 

review them honestly and catch the recurring mistakes that creep in — 

the favourite ally quietly dominating, the conclusion reached before 

the analysis. And he runs the checklist before acting, in calm and in 

stress alike, so that no ally is forgotten in the heat of a decision. These 

habits are unglamorous, and that is the point: the integrated approach 

is built on consistent, disciplined routine rather than brilliant flashes 

of insight, because consistency is what compounds over a lifetime 

while brilliance flickers. 

What the practice gives back 

There is a final, quieter reward to the integrated approach that 

deserves mention, because it concerns the investor's own peace of 

mind. The single-discipline investor lives with a particular anxiety: the 

fundamentalist watching a position fall and not knowing whether to 

trust his thesis or his fear, the technician riding a chart and not 

knowing whether real value lies beneath it, both lying awake over 

positions they sized by gut. The integrated investor, having asked all 

three questions and sized for survival, can hold his positions with a 

calm the single-discipline investor rarely knows — not because he is 

certain he is right, but because he knows that even if he is wrong, he 

has prepared to survive it. This equanimity is itself an edge, because 

the calm investor makes better decisions than the frightened one, 

holds through the volatility that shakes others out, and acts rationally 



175 

in the panics that paralyse the unprepared. The three allies, fully 

practised, give back not just better returns but a better relationship 

with the market — one of disciplined participation rather than anxious 

gambling. And that, over a lifetime of investing, may be the most 

valuable gift the framework offers: the ability to engage with the 

market's uncertainty from a place of preparation and calm, rather than 

hope and fear. 

This is where method and character finally meet. The three allies are a 

framework for thinking, but their full benefit comes only to the 

investor who brings to them the patience to wait, the humility to expect 

being wrong, and the discipline to act rightly under pressure — and 

who builds the daily habits that make these traits reliable rather than 

occasional. The framework cultivates the temperament, and the 

temperament makes the framework work; each reinforces the other 

over time, until the integrated approach is no longer something the 

investor does but something the investor is. That is the destination: 

not merely to use fundamental analysis, technical analysis, and risk 

management as allies, but to become the kind of investor for whom 

using them together, with patience and humility and discipline, is 

simply second nature. 
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A p p e n d i c e s  

Quick Reference & 
Glossary 

This back matter distils the book into pages you can return to quickly: 

a one-look summary of each ally's toolkit, the decision checklist as a 

clean reference, a plain-English glossary of the key terms, and a path 

for further study. Keep these pages within reach — they are the book 

at a glance. 
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A p p e n d i x  A  

The Three Allies at a Glance 

Each ally, its question, its tools, its blind spots 

The entire framework, compressed. Each of the three allies answers 

one question, brings its own tools, and carries its own blind spots that 

the other two cover. Read this summary whenever you need to recall 

the shape of the whole approach. 

The First Ally — Fundamental Analysis 

Its question: what is worth owning? Its tools: the business model and 

its durability; the moat that protects profits from competition; the 

financial statements read together across years; returns on capital, 

margins, leverage, and interest coverage; cash conversion as the 

honesty check; and valuation judged against history, peers, growth, 

and the right metric. Its blind spots: timing, market psychology, the 

slowness of reported data, the rare case of fraudulent accounts, and 

position sizing. It tells you what to own and is silent on when and how 

much. 

The Second Ally — Technical Analysis 

Its question: when, and at what price, should I act? Its tools: trend 

identification through price structure and moving averages; support 

and resistance as the market's memory; volume as the measure of 

conviction; momentum as a reading of the crowd's mood; and chart 

patterns as structures of behaviour. Its blind spots: it cannot judge 

business value or quality, cannot foresee the collapse with no 

fundamental floor, generates false signals in noisy markets, says little 

about the long term, and does not size positions. It tells you when to 

act and is blind to whether the business is worth acting on. 
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The Third Ally — Risk Management 

Its question: how much should I commit, and how do I survive being 

wrong? Its tools: the maximum-loss-per-trade rule; position sizing as 

a formula linking the stop to the size; the stop-loss as a pre-committed 

exit; concentration and total-exposure limits; cash as optionality and 

ammunition; and a deep wariness of leverage. It has no blind spot of 

its own in the way the others do — its role is to cover the shared blind 

spot of both, ensuring that being wrong is survivable. It tells you how 

much and how to survive, and it holds the final veto, because survival 

is the precondition for everything. 

THE THREE ALLIES, COMPRESSED Fundamentals: 

what to own. Technicals: when to act. Risk: how much, 

and how to survive. Each covers the others' blind spots. 

None is a strategy alone; together they are a craft. 

The friendship, in one picture 

The fundamentalist's blind spots — timing, psychology, fresh price 

action — are the technician's home ground. The technician's blind 

spots — value, the business, the long term — are the fundamentalist's 

home ground. The shared blind spot of both — sizing and survival — is 

the risk manager's entire purpose. The three fit together like pieces cut 

from a single whole, each completing what the others lack. Combining 

them dilutes nothing and completes everything. 
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A p p e n d i x  B  

The Decision Checklist 

The four questions to run before any decision 

Run these four sets of questions, in order, before any decision. The 

order matters: a business must be worth owning before timing 

matters, and survivable before size is set. Do not collect yeses 

mechanically — read what the allies, together, are telling you. 

1. Fundamentals — is this worth owning? 

Do you understand how the business makes money, and is that 

durable? Does it have a real moat? Do the statements show health — 

sound returns on capital, manageable debt, profits converting to cash? 

Is management capable and trustworthy, and do the promoters treat 

minority shareholders fairly? Is the price reasonable against history, 

peers, growth, and the right metric? If the answers are unconvincing, 

stop here. A business not worth owning is not rescued by good timing 

or careful sizing. 

2. Technicals — is this the moment? 

What is the trend — is the stock moving with your thesis or against it? 

Where is price relative to support and resistance, and does this level 

offer a sensible entry with a logical stop? Is there volume and 

momentum confirmation, or is the move hollow? Do the technicals 

agree with the fundamentals or conflict? If the business is sound but 

the chart shows a firm downtrend, the lesson is usually patience — wait 

for confirmation rather than catching a falling knife. 
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3. Risk — how much, and how do I survive being wrong? 

Where exactly would you admit the thesis is wrong and exit — what is 

your stop? Given that stop and your maximum-loss rule, what size 

keeps a stop-out to a small, predefined fraction of capital? Would this 

position breach your total-exposure or sector-concentration limits? 

Are you free of forced-exit leverage? If the position cannot be taken at 

a sensible size within your limits, it is not taken — however much the 

first two allies like it. 

4. Integration — do the allies agree? 

Do the three confirm one another — a worthy business, at a sensible 

moment, takeable at a sound size? That is a strong, aligned decision. 

Do they conflict, and what is the disagreement telling you? 

Fundamental yes against technical no counsels patience; technical yes 

against fundamental no counsels suspicion or avoidance; a risk 

objection counsels restraint regardless. The goal is not three yeses but 

an understanding of what the allies together say about quality, timing, 

and survivability. 

THE CHECKLIST, COMPRESSED Worth owning? 

The right moment? Survivable if wrong? Do they agree? 

Four questions, in order, before every decision — the whole 

book made practical. 
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A p p e n d i x  C  

A Plain-English Glossary 

The key terms, briefly defined 

Brief, practical definitions of the terms used throughout this book. 

These are working definitions meant to aid understanding, not 

exhaustive technical ones. 

Fundamental analysis.  The study of a company as a business — its 

model, moat, financials, management, and value — to judge what is 

worth owning and at what price. 

Technical analysis.  The study of price and volume behaviour — 

trend, levels, conviction, and momentum — to judge when, and at what 

price, to act. 

Risk management.  The discipline of position sizing, stops, and 

limits that governs how much to commit and how to survive being 

wrong; the senior partner of the three allies. 

Moat.  A durable competitive advantage — brand, cost, network, 

switching costs, a licence — that protects a business's profits from 

being competed away. 

Return on capital.  A measure of how much a business earns on the 

money it employs; sustained high returns are the signature of a 

genuinely good business. 

Margin.  The portion of each rupee of sales a business keeps as profit; 

the trend and stability of margins reveal pricing power or its absence. 

Leverage.  The use of borrowed money, which magnifies gains and 

losses and adds the danger of a forced exit; treated by the risk ally with 

deep suspicion. 
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Interest coverage.  How many times over a company's operating 

profit can pay its interest bill; a falling ratio is an early warning of 

financial distress. 

Cash conversion.  The degree to which reported profit turns into 

actual operating cash; the honesty check that validates or undermines 

every earnings-based ratio. 

Valuation multiple.  A ratio of price to a fundamental measure 

(earnings, book value, EBITDA); meaningful only against history, 

peers, growth, and the right metric. 

Value trap.  A stock that is cheap for good reason — structurally 

impaired — and stays cheap or gets cheaper, ensnaring investors who 

buy on the low price alone. 

Trend.  The prevailing direction of price; markets tend to trend, and 

respecting the trend until it genuinely breaks is the foundation of 

technical discipline. 

Support and resistance.  Price levels where buying or selling has 

repeatedly emerged; the market's memory of where its important 

decisions were made. 

Volume.  The quantity traded; a measure of the conviction behind a 

price move, distinguishing a meaningful move from a hollow one. 

Momentum.  The speed and force of price movement; a reading of 

the crowd's mood that can flag acceleration, exhaustion, or extremes. 

Position sizing.  The calculation of how much capital to commit to a 

position, set by the maximum acceptable loss and the distance to the 

stop; where the three allies meet in arithmetic. 

Stop-loss.  A pre-committed exit level at which a thesis is admitted 

wrong and the position closed; only effective if honoured without 

negotiation. 
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Concentration limit.  A cap on how much capital may be exposed 

to a single stock, sector, or theme, guarding against hidden 

concentration masquerading as diversification. 

The collapse with no floor.  The fall of a fundamentally failing 

company whose price keeps dropping through every support level, 

because no real value lies beneath it. 

Overfitting.  Tuning a system to fit the accidents of past data so 

closely that it captures noise rather than durable patterns, and fails in 

the future. 

Survivorship bias.  The distortion that arises from studying only the 

survivors — companies or strategies — while the failures, which are 

exactly what should be avoided, silently vanish. 

Regime change.  A shift in the market's character — trend, volatility, 

leadership — that can quietly invalidate a strategy built for the 

previous environment. 

The algo environment.  The setting in which the three allies are 

encoded as cooperating modules and executed by a system, tirelessly 

and without emotion, with perfect consistency. 
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A p p e n d i x  D  

A Path for Further Study 

Where to deepen each ally 

This book is a framework for combining the three disciplines, not an 

exhaustive course in any one of them. For the reader who wishes to go 

deeper, here is a sense of the direction further study might take in each 

area — pursued, as always, with the integrating spirit of this book 

rather than as isolated specialisms. 

Deepening the first ally 

To deepen fundamental analysis, study the reading of financial 

statements in greater detail, the assessment of business quality and 

competitive advantage, and the discipline of valuation. Learn to read 

an annual report critically, to trace the links between the three 

statements, and to recognise the accounting choices that flatter or 

obscure the truth. In the Indian context, develop a particular 

sensitivity to governance and promoter behaviour, which can matter 

as much as the business itself. The goal is not to become a forensic 

accountant but to judge, with growing confidence, what is worth 

owning and what it is worth. 

Deepening the second ally 

To deepen technical analysis, study trend and its identification, the 

reading of support and resistance, the confirmation that volume 

provides, and the major chart structures — always remembering that 

these are probabilistic tools, not certainties. Resist the temptation to 

collect ever more exotic indicators; depth comes from understanding 

a few sound tools well, not from accumulating many. The aim is to read 

the market's behaviour clearly enough to time entries and exits 
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sensibly on businesses already judged worthy, not to predict the 

unpredictable. 

Deepening the third ally 

To deepen risk management, study position sizing, the mathematics of 

drawdown and recovery, the construction of a genuinely diversified 

portfolio, and the dangers of leverage. This is the most learnable of the 

three disciplines, because it is largely arithmetic, and also the most 

neglected, because it is the least exciting. Time spent here returns 

more than almost anywhere else, because it is the discipline that 

determines survival. Master the simple practices — sizing every 

position, honouring every stop, respecting every limit — before 

reaching for anything more elaborate. 

Deepening the integration 

Above all, deepen the integration itself, which is the true subject of this 

book. The greatest returns on study come not from mastering any 

single ally to ever-greater depths, but from learning to hold all three 

together, to read their conversation, to act on their agreement and 

heed their conflict. Practise the checklist until it becomes instinct. 

Review your own decisions honestly to catch the recurring mistakes. 

And if you choose to automate, encode all three with equal care. The 

destination is not expertise in three separate crafts but fluency in the 

single integrated craft they form together — the craft of using 

fundamental analysis, technical analysis, and risk management as the 

three allies they were always meant to be. 

ON FURTHER STUDY Deepen each ally as you wish — 

but deepen the integration most of all. The destination is 

not three separate masteries, but fluency in the single craft 

they form together. 
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Conclusion 

Three allies, one craft 

We began with a war that was never real. Fundamental analysts and 

technical analysts have quarrelled for a century, each certain the other 

was wasting their time, while risk management stood quietly to one 

side, admired by both and practised by neither. This book has argued, 

from every angle it could find, that the entire conflict rested on a single 

mistake: the belief that these disciplines were competing to answer one 

question, when in truth they answer three different ones. 

What is worth owning? When, and at what price, should I act? How 

much should I commit, and how do I survive being wrong? Three 

questions, each essential to a complete decision, each answered best 

by a different discipline. Fundamental analysis sees the business 

beneath the price. Technical analysis sees the behaviour of the market 

in real time. Risk management governs the size of our bets and the 

survival of our capital. None of them is a strategy alone. Together, they 

are. 

We saw that this is not a loose alliance of convenience but a structural 

friendship. The blind spots of each discipline correspond, almost 

exactly, to the strengths of the others. The fundamentalist's blindness 

to timing and psychology is the technician's home ground. The 

technician's blindness to value and the long term is the 

fundamentalist's home ground. The shared blindness of both to 

position sizing and survival is the risk manager's entire purpose. They 

fit together like pieces of a single whole, each completing what the 

others lack, so that combining them dilutes nothing and completes 

everything. 
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THE BOOK IN THREE SENTENCES Fundamental 

analysis tells you what. Technical analysis tells you when. 

Risk management tells you how much, and how to survive. 

Apart, each is a fragment. Together, they are a craft. 

And we saw where this friendship reaches its full potential. The 

integrated approach asks more discipline of a human mind than most 

can sustain — three disciplines held together, consistently, without 

emotional corruption, day after day. This is precisely the kind of task 

at which humans are weakest and machines are strongest. In the algo 

environment, the three allies become three cooperating modules, each 

doing its job tirelessly and without ego, executing pre-committed rules 

with a fidelity no human under pressure can match. Risk management, 

the discipline humans abandon most reliably, benefits most of all from 

being encoded into a system that feels none of the fear or greed that 

leads us to break our own rules. 

But we were careful never to mistake the machine for magic. An 

algorithm executes bad rules as faithfully as good ones, faster and 

without doubt. Its tireless precision, the source of its power, becomes 

the source of its danger the moment the rules are flawed. Overfitting 

seduces; regimes change; systems fail mechanically. Automation does 

not remove the human but relocates him — from making each decision 

to designing and supervising the system that makes decisions. The 

thinking matters more, not less, in an automated world, because the 

machine multiplies whatever understanding you give it, sound or 

unsound, across every action it takes. 

So what does it mean, in the end, to invest as though the three allies 

are friends? It means refusing to choose between disciplines that were 

never really in conflict. It means asking all three questions before every 

decision, and acting only when the answers cohere — or acting with 

appropriate caution when they do not. It means letting fundamentals 

tell you what is worth owning, technicals tell you when the market 

agrees, and risk management tell you how much to stake and how to 
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survive being wrong. It means, if you choose to automate, encoding all 

three with equal care, testing honestly, starting small, and supervising 

with humility. And it means holding, through all of it, the knowledge 

that no approach delivers certainty — only better odds and, above all, 

survival. 

The fundamentalist who learns timing loses nothing and gains the 

ability to act at better moments. The technician who consults the 

balance sheet loses nothing and gains a floor beneath his trades. Both, 

submitting to risk management, lose nothing and gain the one thing 

that makes everything else possible: the ability to still be here 

tomorrow. There was never a war to win. There was only a friendship 

waiting to be recognised — and a craft, complete and coherent, waiting 

on the other side of that recognition. 

Use all three. Make them friends. And let them work together — in your 

mind, and in your systems — as the three allies they were always meant 

to be. 

— Yogeshwar Vashishtha 
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