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Should you Invest In unit trusts?

WOULD you invest in unit trusts if you
thought you would lose money? Proba-
bly not! You may have heard of friends
who lost money in unit trusts. And you
swear you will not invest in them.

So have you ever wondered why
some people have lost money in unit
trusts?

One reason is probably their lack of
understanding of the product. If you do
not understand a product, you will not
be able to maximise its benefits or be
aware of its risks and take appropriate
preventive action.

But why should you buy unit trusts if
you can make money investing yourself?
You can, only if you have the time and
expertise to pick the right investments.

For instance, if you had bought City
Development (CDL) shares and held
them over a three-year period between
the years of 1990 and 2004, you could
have earned on average rolling return of
9.67 per cent per annum.

If, however, you had selected Nep-
tune Orient Lines (NOL) shares, its
average three-year rolling return would
have been 2.51 per cent.

Contrast that with unit trusts that
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Singapore stock market, where the
ST Index returned 1.86 per cent.

But remember that although unit
trusts are pooled investments and man-
aged by professional fund managers,
they are not risk-free.

Notice from the table that when the
ST Index, CDL and NOL posted their
worst three-year performances, with
average losses of 26.38 per cent to
39.9 per cent, unit trusts which were
invested in the Singapore bourse also
posted a corresponding loss.

However with these unit trusts, the
average loss was lower at 19 per cent.

So in a bear market, unit trusts may
not be left unscathed. This is partly
because fund managers are often

and good risk management systems.

While the examples we have cited so
far were focused on the Singapore
stock market, there are many other unit
trusts which invest in other markets,
sectors and asset classes such as bonds,
money market instruments and prop-
erty securities.

This, in essence, is the beauty of unit
trust investing. It allows you to venture
into overseas markets and a variety of
investment opportunities.

What's more, with most unit trusts,
you only need an initial investment of
$1,000 with even smaller amounts for
subsequent purchases.

And if you have limited time and
know-how to pick the right investments
yourself, unit trusts are something you
should consider seriously.

No doubt, it would probably cost
you more to invest in unit trusts com-
pared with investing your funds on your
own. But that is because with unit
trusts, your money is in the hands of
professional fund managers who have
access to a lot more resources than
average investors.

But to make money with unit trusts,
you still need to buy the right ones.

How can you go about picking
the right unit trusts?
Find out next week.
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required to stay almost fully invested.

Lure of emerging markets

EMERGING markets can offer
attractive returns, but they also
come with greater visk. Mr Devan
Kaloo of Aberdeen Asset Manage-
ment explains how to invest in
these markets prudently.

Alex Lee

news@newstoday.com.sg

THE rewards for investing in
emerging markets can be consid-
erable, but they can also be both
volatile and risky. Aberdeen Asset
Management, known for its careful
investing, adopts a stringent
investment process based on care-
ful stock selection.

Sharp pullbacks in markets
often offer excellent opportunities
to invest in quality companies with
good long-term potential, said
Mr Kaloo who leads Aberdeen’s
team of emerging market fund
managers.

He said that emerging market
stocks have fallen recently, due in
part to higher US interest rates,
which have caused investors to
become more risk averse.

Concerns over the slowdown in
global economic growth have also

weighed on emerging markets. In
addition, there has been increased
volatility brought about by hedge
fund losses.

When some of these hedge
funds unwind, it can have an exag-
gerated effect on stock prices.

But Mr Kaloo is not perturbed
by market swings. He said that
Aberdeen’s investment process
aims to ensure that the fund man-
agement company picks only qual-
ity companies, with good manage-
ment, backed by healthy balance

sheets and stable business models.

Mr Kaloo said that while emerg-
ing markets are often seen as a war-
rant on global growth, Aberdeen
prefers to invest in companies with
a stronger domestic orientation.
This is one factor that distinguishes
it from many of its peers.

“In emerging markets, there is
significant potential for growth
fuelled by young people coming
into the workplace, earning and
consuming more,” he said.

“We believe that quality domes-
tic companies in these markets
can capitalise on the promising
long-term growth story and offer

investors good returns.”

But Mr Kaloo warned that any-
one investing in emerging markets
must take a long-term view. To mit-
igate risk, he said that Aberdeen
runs a fairly conservative portfolio
with a beta of less than one. In
other words, its portfolio is less
volatile than the market.

Emerging markets comprise
three regions: Asia, Latin America
and Emea (Eastern Europe, Mid-
dle East and Africa).

While Aberdeen is well
regarded for its Asian investments,
its expertise in non-Asian emerg-
ing markets is less well-known.

Nevertheless, Mr Kaloo said
that his emerging markets team
applies the same stringent criteria
with its non-Asian investments, as
it does for its Asian portfolios.

“We never invest in any com-
pany without first visiting it. Com-
panies must first pass our quality
screens, regardless of whether
they are in Asia or any other part
of the world,” Mr Kaloo said.

“We need to meet the manage-
ment, make our assessments,
compare what they say to the

financials they present. In addi-
tion, we factor in what competi-
tors, suppliers or brokers are say-
ing about them, in order to build
up a profile of the management
and thoroughly assess the quality
of the companies,” he added.

Mr Kaloo said that while
Aberdeen is positive about the out-
look for Asia, the region has become
“well-talked” about. Stock prices
are, therefore, not as cheap as they
were a few years ago.

On the other hand, Latin Amer-
ica is a lot cheaper than Asia and
Aberdeen has been able to find
good value in the region.

“With respect to Emea, we are
looking at places such as Turkey
and South Africa,” said Mr Kaloo.

BLOOMBERG
Turkey is an emerging market with improving macroeconomic fundamentals.

“These are big countries with
young populations and improving
macroeconomic fundamentals.”

The bottom line is that global
emerging markets provide a big-
ger universe of faster growing
companies on relatively cheaper
valuations to choose from, along
with associated diversification ben-
efits. But the flipside is that
emerging markets also come with
relatively higher risk.

The writer is editor of finatiQ —
Bank of Singapore.

This article is published for infor-
mation purposes only. Readers
should not make any investment
decisions without first independently
verifying its content.



