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Understand carefully what it means to be a Conservative or Aggressive Investor.

IN A RECENT survey by AlA and
Singapore Press Holding, only 40 per
cent of those surveyed say they are
building a retirement fund of ar least
10 times their annual income. [ assumed
that the remaining 60 per cent just leave
their money in their saving or fixed
deposit accounts.

Yer, when a person wants o build
a reasonable rerirement fund, many
financial advisers advoecate the use of
various investment vehicles vo obrain a
higher rerurn. However, this is easier
said then dene. Consider the I.i.\”l'l‘.'.'lll‘kl
market news:

Market News Number 1:
Mew Century Financial Corp filed
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for bankruptcy on April 2, 2007.
Overwhelmed by rising borrowers’

¥ g
defaules, it became the largest sub-prime
Morrgige lender to fail. The |]1_ul:;!'|'|g
problem of the US is old news but its
problem appears in the media almost

every other day.

Market News Number 2:
Back in February, China's stock
plunged by 9 per cent due to rumors
of Chinese government intervening to
curb speculation. We then wirnessed
stock markers in Unired Staves, Paris,
Frankfurr and Singapore plunging as
well. Although Chinas A shares are
not liquid ro fhrfi?.m:rr.. why did the

plunge aof China’s stock cause other

stock exchanges to reace in similar

Fashion?

Market News Number 3:
On February 26, 2007, the former US
Federal Reserve Chairman

Mlan Greenspan said thar it was
“possible” that the US economy would
go into recesston by the lacter months
of 2007, .‘1|:|.||11_,5.-l'!.'. e toned down his
warning a few days Laer by saying such
vecession is not “probable” Why did

Alan Greenspan change his tone?

Market News Number 4:
{ ';||||it|||r| :,':1|l| s oocurred ar the
Mew York Stock Exchange and

Singapore Stock Exchange due to




overwhelming rrading velume durmg
the February correcrion.

Can everybody undersrand all the
above marker "news"? Everyday, the
amount of news produced by the media
is overwhelming. Trying to comprehend
what each news means is difficulr.
Artempting to make an investment
decision based on all these news is almost
impossible. The question is — are these
really news or noises? How is anyone
to start a retivement fund wich these
marker noises?

I like to demonstrate two simple
'..'u'ﬂ!.'s I:II:Fl'l,!IrH'lg :fl.:l'l.l.!' I'l‘ﬂl!'lL"}' [ 4] '.'q."{:l]'k.
MNone of them requires the understanding
of market noises. One is for a
fk'll].ﬁ{'r'..':l.[j‘-'l: il'l"f'L'Stl‘!' ;.Ini.! :Liu::ll'H:r !'.1.“-r th.':
.IRETL‘H.‘G:i‘.'L' InVestor.
The conservative investor is one who
cannot afford to make a loss. His capiral
must be preserved. Returns on the
investment must have a guaranteed
amount. Anything exrra is considered
a bonus. Traditional asser classes such
as bonds and equities cannor provide
such guarantec. Equities are always
subjected to market risk while bonds
are subjecred ro reinvestment risk of its
coupons. To illustrare thar even bonds
are unable to guarantee a return, let us
consider the Singapore Government
Securities (SGS). The 5GS is the safest
bond because the probability of defaule
is almost nil. Currently the yield to
maturity fora 20-year 5GS bond is 3.29
per cent per annum. However, this rate
of return is only true provided regular
CoOUpons payout l'l:.' the bond is reinvested
at the same rate as the yield ro maruricy.
Since the interest rate at the point of
|'|:il'|1.'¢ﬁt'|:'|“.‘|:'|l' |..S not k'l'“.'i'ﬂ'" |:]'|. H.'d".]”!.-i."r
the return for investing in SGS bond is
also not known in advance.
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wmﬁgdml I ﬂi Eﬁ 60 for just 5 years

Payout at the end of age 20 yaars old $120,000 [uuamnianﬂ]
Payout at the end of age 21 years old $60,000 (guaranteed)
Payout at the end of age 22 years old $60,000 {uuaranmud}
Payout al the end of age 23 years old m,m [ylnmhu]
Payout at the end of age 24 years old $80,920 (non-guaranteed)
Total payou! at maturity (guaranteed) = $300,000

Total premium paid ($29,289.60 x 5) = $146,448

‘Guaranteed profit ($300,000 - $146,448) = $153 552

“Included is an enhanced payer benefit rider thtwui'm all future mlum
on death, lotal and permanent disability or critical illness of the p

Lump sum guaranteed payout at end of age 60 = $390,000

Total premium paid ($8,768.40 x 20) = $175,368

However, a carefully chosen
endowment can provide such guarantee.
When looking at endowment, it is
of utmost importance to look at the
guaranteed cash values at the end of
maturity rather than the m1|1-gu'.1r.'l11l'.cl.‘d
cash values. Hisrorically all insurers
except one have cut bonuses. To aveoid
disappointment, it is best ro plan
based on the guaranteed payour. The
guaranteed cash value must be much
more then the accumulared premium
paid for the policy. Here is an example
of the best endowment in the industry

that can be used to |11:i]:| make youl
money work harder. In this examipls
it is an educarion endowment (1ol
to graph for Endowment Plan I
Educarion Savings).

MNore thar premiawm i only (0 I
paid for 5 years with che remnlilig |

years to be premium free. Th il
return based on guaranvecd payoi |
a whopping 105 per cent! i | |

annualized rerurn this is 100
l,"l{"[ AN :;':1I.II'.II1rI.'|'||
[ I.‘i.|.11\.‘-!i||.1-||‘lu'.lh---l- b §

}1;L}r|'||:|: !\rriu.i exceeding )
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Annualiped raturm of bay snd hald stategy aver diferent holding period
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expense of lower return bue this is in
I:XI.'!}.u'lg{‘ for a more affordable annual
premium. Although cthis endowment

is markered co fund the childs rertiary
education, the manner which the maruricy
benefir is o be spent is entirely up to

the parent.

For those who dislike paying annual
premium, it is pussil}lu o pay premium
in one lump sum by obtaining a special
quotation. In the above example, the
discounted single premium is $141,616.

However, not everyone has a
child. Not ro worry, the same product
|1]:111UE:1L'IUEEF 1.5"‘&.'!'3 an C(ll]l'ﬁ',‘l!ﬂ”]’
endowment for non-juvenile. Here is
an example of an endowment for an
adule {refer ro gruph for MNon-Juvenile
Endowment).

In the above non-juvenile endowment
product, the payer gets his lump sum
when he retires ar the end of age 60. He
only pays for 20 years with the remaining
10 years premium free. The absolute
return based on guatanteed payout only
is a whopping 122 per cent! In terms of
annualized rerurn, chis is 3.86 per cent
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per annum guaranteed,

The usage of endowment is suitable
for the conservative investor. The return
is known from the onset and there is no
risk of capiral lost provided che policy is
held to marurity. There is only upside,
no downside.

What then is the fine print? The fine
print is thac it is possible ro have a much
higher return for the aggressive investor.
Having an absolute pruﬁt of 105 per

cent or 122 per cent is considered low for

the aggressive investor,

The aggressive investor is willing to
accept the possibility of capital loss in
exchange for the possibility of a much
higher return. Should there be losses, the
aggressive investor does not complain,
Therefore, nor everyone can consider
themselves as aggressive investors,

The traditional asser that is most
commonly used which offers the
highest form of risk but in return for
the highest potential return is the
equiry asset class. Two commonly used

techniques in equity investment are
fundamental analysis and rechnical
analysis. Fundamental analysis is
concerned with valuations like price-
earning (PE) ratios, price-book ratios
and earnings growth. Technical analysis
looks ar the chares and interprets
trends and indicarors ro predicr furure
behavior of the security concerned.
Both schoals L‘Jf'thnughrﬂ have one thing
in common — that history repeats
itsclf. A market is considered "cheap”
relarive ro history and history has
demonstrated that investing in “cheap”
marker tends to reward the investor.
Similarly, a technician interprets

the charr as bullish due o cerrain
formation because such formarion

has demonstrated to indicate a bullish
outlook in mosr cases. However,
fundamental analysis and rechnical
analysis tend to be driven by marker

“noises’. For example, in fundamental
analysis, it is common to consider the
estimared PE rarios of the furture based
on estimated earnings. The problem

is who are the ones who provide these
estimated earnings? Estimared earnings
aré not gll.‘tr::nrm‘d .][1L'I arc l'lElrl.','l'.l
5L||."|Ii|:L'rfd to revisions whenever new
market “noise” appears.

I like to propose equity investment
from a more simplistic view. First, invest
in the market rather then individual
companies. In this way, there is no
worrying abour selecring the "wrong”
company. Second, if you believe that
the world economy is progressing,
investing in the world market should
yield positive return.

Is it a good assumption that the
world economy should be an uptrend?
Consider the case in which chis is

untrue. If the world CCOnGmy 15 on a
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perpetual downerend, it implies that che

world economy will eventually revert

back to the stone-age era. The chances of

this happening are slim because humans
are known to seek improvements,

MNow let’s look ar some hard data
(refer to chart for Annualized Return of
Buy and Hold Strategy Over Different
Holding Period).

Based on MSCI Werld MNer LSS
(an equity index proxy for the world's
developed countries), a lump sum
investment return ranges from -18.38
per cent per annum to 43.73 per cent per
annum if the holding period was merely
rl:'lrl:'t" }'I.".'l.]'h'-. H';'“r\-"l.""-'\'.'l'. ||- thl_' Investment
was held for 20 years, the return ranges
from 8.62 per cent per annum to 15,41
Pt'!' cent I.'H.":' ANMUm. N‘.“ f;'.rr‘s__',L'[[j['lg [11.1!
during the period under consideration
was: 1973 firse oil shock, 1980 second oil
shock, 1987 Black Monday, 1990 Gulf

War, 1998 Asian Financial Crisis, 2000
| Technology bubble, 2001 911" Twin
Tower attack, SAR virus outbreak and

so on and so forth. Despite these events,
the worst return was rather reasonable.
In face for 8 peér cent per Annum rerurn
over 20 years, the lump sum absolute
return is 360 per cent!

Many people employ a regular saving
plan (R5P) or dollar cost averaging

(DCA) by investing a fixed sum of

money every month. How does RSP

Monthiy DA Annuaslized Retsm
haied an MSCIWedd Net US S fram 1969 na Fo0S)
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look like historically? (vefer ro chart for
Monthly DCA Annualize Return).
The charr locks similar o a lump sum
investment. For a 20-year period, the
annualized rerurn for monthly RSP
ranges trom 6.15 per cent per annum to

14.25 per cent per annum.

For the aggressive investor, making
an investment decision can be quire
casy: Just invest in a diversified porrfolio
and just wait. If you believe that hiscory
repeats itself, the returns will be good.
Investors who use fundameneal analysis
and rechnical analysis intensely also have
the belief thar history repeats itself bu
they are subjected to day-to-day noises
and distractions which isn't very good fo
ones healch.

The only issue is how to construct
a reasonably diversified portfolio. This
is where the investment adviser comes
I = !."'{l.t |='|;.1L'J.' sune '}TJH L‘:‘” e “-E“'

knows more than you,

Wilfred Ling is an adviser witly Prosiselind
IrkI:'F"'l'.lhlll.'l].!.




