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Abstract 

The two traditional methodologies followed to invest in shares of companies are fundamental analysis 

and technical analysis. Fundamental analysis was used by investors of the stature of Warren Buffett who 

became a billionaire using the techniques made popular by Benjamin Graham and David Dodd. Technical 

analysis is also widely used especially by speculators who enter and exit at very short intervals. Both 

these methods have their flaws, the main one being that they do not take all aspects of a company into 

account. None of these methods guarantee a positive experience for the retail investor. And world being 

complicated, it is close to impossible for even an astute investor to evaluate all aspects of a company 

rationally and without biases. In this paper, I propose the idealistic investing model. According to this 

model, the criteria for investing in a particular company is whether the company makes a product or 

service that society requires. As an example, India badly needs infrastructure, and hence an investment in 

infrastructure companies should be made. The investment would pay off in the long run (>10 years) if not 

in the short term and that is the ethical thing to do.  
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The two popular methodologies used while investing are Fundamental Analysis and Technical Analysis. 

The methodologies are well known and would not be covered here. Fundamental Analysis is generally 

practiced by Institutions which have teams of analysts who investigate companies based on their financial 

statements, annual reports, quarterly and annual earnings announcements and news. Legendary investors 

such as Warren Buffett, Walter Schloss, The partners of Tweedy Browne, John Templeton and in India, 

Rakesh Jhunjhunwala have used this methodology to create immense wealth for themselves and their 

investors. Technical analysis is generally used by retail investors (at least in India) who take a position in 

and out of a stock with a time horizon of a few days or even intra-day. The reason why technical analysis 

is used by the retail investor as opposed to the institutional investor is because the retail investor is 

impatient and wants to make quick returns (which is due to the low quantum of funds invested) and also 

because very few retail investors have the acumen and access to management of companies to make a 

wise long term decision. 

 

However there are flaws with both Fundamental Analysis and Technical Analysis. I would like to address 

the flaws in Technical Analysis first. Technical Analysis is, as is the general notion, highly non-scientific. 

There is no scientific explanation as to why support and resistance should work. Why should the stock 

revert to its mean once it deviates from it? Why should a stock with good momentum continue to be good 

in the future. Why should patterns such as candlestick and head and shoulders be followed?  Investors 

might make good returns with Technical Analysis, but there is no assurance that just because the method 

worked today, the same method should work tomorrow. 

 

Fundamental Analysis also has its own drawbacks. The main drawback is in these days of the internet, 

there is huge amount of information about a company. And there is a lot of information about the Sector, 

the Economy of the country the company operates in and the Global economy.  In that case, it is beyond 

the scope of even an intelligent analyst to quantify and evaluate all this information rationally. What then 

happens is that biases creep into the analysis and the analyst relies on his gut feel and his instincts, more 
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than on the facts to make the decision. The other thing that might happen is that the analyst could be privy 

to information not in the public domain through his personal contacts, an activity that is illegal in most 

countries.  

 

Of course one might argue that great investors have made attractive returns investing fundamentally. 

However the person with common intellect generally does not make adequate returns, since it is so 

difficult to read an annual report and identify what is important in the sea of information. 

 

To overcome these drawbacks, I propose a new model, the Idealistic Investing model. This model 

basically operates on the idea that one needs to invest in companies based on the kind of product or 

service the company provides to society. To be more elaborate, if a company manufactures a product or a 

service that benefits society to a great extent, then it is a wise investment. The reason why this model 

should work is because, if a company manufactures a product or service that benefits society, people 

would sooner or later recognize its value. People would continue to purchase the product and would not 

mind paying a premium for it. And as the product’s brand equity builds up, more and more people would 

buy the product and the people would purchase the product in increasing quantities. Such a company can 

then invest in research and development and come up with even better and more socially relevant 

products. The company would, in the course of time, make profits which would increase steadily. The P/E 

ratio of the company would also go up when investors recognize the value of the company and the stock 

price, consequently, would move up. 

 

Every claim should be backed by evidence. The evidence to support my hypothesis is all the large 

capitalization companies that one sees around the world. Apple, starting from humble origins in the early 

1980’s has in thirty five years, become one of the largest corporations in the world. The reason is, because 

they provided a product that benefited society by bringing beauty and aesthetics into an item such as the 

computer. Microsoft designed an operating system, Windows, that the entire world uses and benefits 

from, and its flagship product, MS Excel can be used to perform extremely complex calculations and 

analyses.  

Coca Cola and Pepsi, both are great-tasting products, and many people are refreshed by them, and 

therefore the stock has fared well over the years. I can give many more examples to support my claim. 

 

And the best thing about my proposed methodology is that it is easy to do. It is easy for an investor, even 

with little education, to evaluate the product or service the company provides and make a decision as to 

whether the product benefits society. It also enables the investor to evaluate a large number of companies 

in a short span of time. For example if, in an hour, the investor can evaluate five companies, and the 

investor spends two hours a day, researching companies using the proposed methodology, the 50 

companies of the NSE Nifty index can be evaluated in a few days. One can then move on to Midcaps and 

from those to Small Caps and thus identify a few companies with great potential. Whereas if the investor 

reads the financial statements, there are only so many companies that the investor can cover.  

 

To sum it up, Idealistic Investing can be an alternative to both Fundamental and Technical Investing. 

Idealistic Investing may not give good returns in the short run, but in the long run it definitely pays as the 

evidence over the past 100 years suggests. Areas of future research: Advancing the ideas of idealistic 

investing into the analysis of corporate bonds, commodities, foreign exchange investing and real estate.  
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