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Introduction

Welcome to the second edition of The Bedokian Portfolio!

It has been more than five years since the first edition of the eBook was
published online and available for free. During this time, a lot of
changes and happenings took place in the economy and financial
markets. To start off, we are in the midst of a global pandemic as a result
of COVID-19, which saw several sectors and industries being deeply
impacted, in both negative and positive lights. Airline, tourism and
hospitality were hard hit, but technology and pharmaceuticals benefited.
From here, we can see there are diverse responses and results to a given
situation, even though as we know the whole economy and market is
like one big machine with many different interrelated parts moving
together.

Two localised developments worth mentioning since 2016 are the
emergence of real estate investment trust (REIT) exchange traded funds,
which we currently have three listed in the local Singapore Exchange,
and robo-advisories taking root and gaining adoption by investors.
There is, of course, cryptocurrencies, which is also gaining traction in
recent years, though the future direction of it being a real currency or a
speculative instrument is very much uncertain.

Coming back to the original purpose of the eBook, as | had stated in the
introduction of the first edition, it is meant as a manual for my family
members as a form of investment knowledge transfer. As time goes by, |
felt it would be better to share this knowledge of mine to everyone else.
Embedded in The Bedokian Portfolio’s mantra is the notion of having
passive income from the world of equities, REITs, bonds, commodities
and cash.
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This eBook is designed for the layperson with no financial or economics
background to understand the basics of investing, which means it is as
plain as it gets. There is no overwhelming and difficult academic
concepts and equations to master, just simple English and basic
mathematical formulas.

Just like the first edition, the first eight chapters introduce you to the
idea of the investment portfolio, the workings of the financial markets
and the introduction of the various asset classes. In Chapters 9 to 12, |
will touch on the building and maintenance of The Bedokian Portfolio,
some fundamental analysis basics, and the guidelines and “triggers” of
selecting and selling of financial instruments respectively. In Chapters 13
to 16, | will mention about the foreign financial markets, the psyche of
the investor, some tips and strategies, and how to drawdown from your
Bedokian Portfolio.

In this second edition, | have added two more chapters: In Chapter 17, |
will introduce growth investing and share how to integrate it into The
Bedokian Portfolio. In Chapter 18, | will go beyond The Bedokian
Portfolio universe and introduce the concept of the Portfolio Multiverse
in managing your portfolios and achieving your financial aims. Also, in
this edition, | had brought in “little grey boxes”; snippets of information

that do not go with the flow of the chapters but still important enough to
be included.

Though my overall strategies, methodologies and approaches of The
Bedokian Portfolio remain similar between the two editions, there are
some subtle differences, such as the proportion of having foreign
holdings in Chapter 13 (e.g., 10% to 50% as compared to the previous
edition’s 10% to 30%). Between then and now, and after observing the
markets for a number of years, | had developed nuanced views and
opinions on certain points and issues, resulting in the differences.
Adjustments and adaptations are part and parcel of evolvement, and



that is applicable to portfolio management. Nevertheless, the general
gist of The Bedokian Portfolio remains the same.

And lastly, paraphrasing a paragraph from the first edition introduction,
the aim of The Bedokian Portfolio is not to beat the market or any other
portfolios and methodologies, but rather it is meant to give you a
healthy stream of passive income through dividend and index investing.
It is a long term investment process, with a time horizon of at least ten
years, so patience and diligence on your part is key as well.

| hope you will enjoy this second edition eBook and | wish you all the
best in the world of investing.

The Bedokian
September 2021

Visit https://bedokianportfolio.blogspot.com for more articles by The
Bedokian.


https://bedokianportfolio.blogspot.com

Chapter 1
Portfolio 101

The aim of The Bedokian Portfolio is to have passive income through
dividend and index investing.

So what is a portfolio?

Using the “eggs in one basket” analogy, a portfolio is like having eggs in
different baskets, with the “eggs” being your investment money. When a
basket got dropped or stolen, you would still have eggs left in the other
baskets.

So, if “eggs” are investment money, then what are “baskets”?

In the next few pages | will gradually explain just what the “baskets” are,
but first, let me introduce you to the world of financial markets.

The Financial Market

A market is a place where sellers sell their wares and buyers buy theirs.
There are many terms that can be called a market, such as a shopping
mall and a grocery store. Your foodstuff, clothes, etc., were bought from
these markets.

In a financial market, instead of wares, foodstuffs and clothes, financial
goods or financial instruments such as shares, bonds, commodities, etc.,
are traded between buyers and sellers. Such markets in the old days
were |location based, but with the advent of the internet, you could buy



and/or sell shares, bonds, commodities, etc., from the comfort of your
own home using a computer or mobile device.

You cannot go into the financial market on your own to buy or sell the
financial goods. You would need the services of a brokerage firm (or
brokerage) to help you with all the buying and selling (called orders or
transactions) for a small fee (called commissions). In Singapore there are
a number of brokerages to choose from, and most would be able to
grant access to not just the local financial market, but to other financial
markets in the major economic countries as well.

The financial goods are the ones we need to look at carefully, for they
are the very basic items in the make-up of The Bedokian Portfolio. There
are many types of financial goods, called asset classes, in the financial
market. The asset classes are the “baskets” | mentioned earlier.

Modern Portfolio Theory

At this stage you may be wondering, “Why do we need so many asset
classes to build a portfolio? Couldn’t we just stick to one asset class?”.

Enter the Modern Portfolio Theory, or MPT.

Here is the definition of MPT:

“Modern portfolio theory (MPT) is a theory on how risk-averse investors
can construct portfolios to maximize expected return based on a given
level of market risk.”?

" Chen, James. Modern Portfolio Theory (MPT). Investopedia. 1 Mar 2021. https://
www.investopedia.com/terms/m/modernportfoliotheory.asp (accessed 13 Jun 2021)
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In simple English, MPT is a theory on how investors could maximise their
returns at an assumed level of risk, given the individual investor’s risk
profile and tolerance. With this, we could look at one of the important
characteristics of MPT, the concept of asset allocation. Asset allocation is
defined as:

"Asset allocation is an investment strategy that aims to balance risk and
reward by apportioning a portfolio's assets according to an individual's
goals, risk tolerance, and investment horizon.”?

The meaning of “assets” here is the asset classes. With these definitions,
the ideal portfolio is consisted of the best mix of asset classes that
delivers the maximum returns with the minimum risk.

Though it sounds good in theory, in reality the ideal portfolio has always
been the holy grail for all investors.

The ideal portfolio may be hard to achieve, but it could be partially
realised with a proper mix of asset classes. After all, MPT advocated a
mix of asset classes to reduce the portfolio risk to maximise returns. A
mix of asset classes could diversity the risk in a portfolio, because
different asset classes behave differently during different economic
conditions. This is why you cannot just stick to one asset class.

Asset Classes

So what are the asset classes? Asset classes are the different types of
financial goods available for investment in the financial market. Each
asset class is different from one another in terms of their characteristics,

2 Chen, James. Asset Allocation. Investopedia. 26 Apr 2020. https.//www.investopedia.com/
terms/a/assetallocation.asp (accessed 13 Jun 2021)
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which is why they behave differently from one another in different
economic conditions. In theory and in most practical situations, at a
given economic condition some asset classes perform better than
others.

Diversification

| will elaborate further on diversification, a key trait in MPT.
Diversification, back to our “eggs” and “baskets” story, is simply “do not
put all your eggs into one basket”. The main aim of diversification is to
reduce the amount of risk. There are many types of risks that | will
explain in the later chapters, but here | would touch on which level do
you do diversification.

There are many views on diversification, but true diversification, for The
Bedokian Portfolio, comes in having different asset classes, because as
mentioned earlier, different asset classes behave differently with one
another.

But first, let us take a look at the various interpretations of diversification.

Some said getting all the major players within an industry is
diversification, such as acquiring the shares of the three major banks in
Singapore. The thinking behind this reasoning is since these three are
competitors, and in the world of a zero-sum market share, one’s loss
would result in the others’ gain, thus there is a form of hedge created.
However, these three belong to the financial sector, and if there is any
major impact in the sector it would result in a massive loss, regardless of
which bank share you hold.



Some said investing across different sectors is diversification, having
shares across companies in the telecommunications, financial and
transportation sectors. They reckoned that some sectors perform well in
different economic conditions, such as recession, where companies in
the basic consumer sectors such as supermarket chains would thrive.
This assumption is correct and somewhat recommended, as we had
seen the technology sector flourished in the COVID-19 situation.
However, company shares belong to an asset class called equities. In
2008-2009, during the Global Financial Crisis (GFC), most equities
across all sectors suffered a major blow, even those sound ones which
thrive in recession periods.

There is also diversification across countries, as some argued that not
the whole world had suffered from the GFC (Australia is one of the few
countries spared3). The Bedokian Portfolio espouses diversification
between local and foreign financial markets and economies, provided
that these are done under the general umbrella of asset classes, which
brings us to the final point of diversification across different asset
classes.

So why diversification is best done at the asset class level? If you look at
the earlier examples of investing in different companies of the same
sector, across different sectors and across countries, there is always a
level higher in which one could diversify. Upon reaching the asset class
level, it is considered the ultimate as there is no higher degree, thus
making it the first consideration in diversification. | stress again, asset
classes behave differently when under different economic conditions,
which means different asset classes have different correlation with one
another. Different correlation means when the value of an asset class
goes up, the other would come down or remain stable, and vice versa.

3 Zappone, Chris. Australia dodges recession. The Sydney Morning Herald. 3 Jun 2009. https://

www.smh.com.au/business/australia-dodges-recession-200920603-buyg.html (accessed 15 Jun
2021)


https://www.smh.com.au/business/australia-dodges-recession-20090603-buyq.html
https://www.smh.com.au/business/australia-dodges-recession-20090603-buyq.html

This lies in the answer of why we need different asset classes in a
portfolio as stipulated in MPT. Carry out diversification at the asset class
level first, then country and sector (Figure 1.1).

‘,
Sector

Figure 1.1: Diversification levels

Types of Asset Classes

Here is a brief introduction of the five asset classes that made up The
Bedokian Portfolio, which | would elaborate on them further in the later
chapters.

Equities - These are the shares (or stocks in American terms) of a
company, which forms up its capital. The price of a share, multiply by the
number of shares it has issued, will be the worth of the company. If the
deemed worth goes up, the share price goes up, and vice versa.



Bonds - Bonds are IOUs; debt instruments, used by companies and
governments to borrow money. When you buy a bond issued by the
company or government, you become their creditor, in return for
interest (coupon in bond speak) payments. There are many ways on how
the coupon is paid out, but usually it will be on a half yearly basis.

Commodities - Commodities are the so-called "basic ingredients" of
any industry and society. Gold, silver, wheat, coffee, oil, etc., are
commodities. Any changes to the amount of commodities available will
shake the markets worldwide, e.g. drop of oil output, over-harvesting of
wheat, etc., will cause ripples across most sectors of the economy.

Cash - Cash is, well, cash. Traditionally cash as an asset class meant it is
earning some sort of returns while maintaining liquidity at a moment's
notice. One good example of cash as an asset class is the cash that you
have in your savings accounts, fixed deposits and for the more
sophisticated, money market funds.

REITs - REITs, or Real Estate Investment Trusts, are an equity/property
hybrid asset class and they are very common throughout the world,
especially in Singapore. REITs own buildings and rent out the shops/
offices/apartments within the buildings to tenants for rental income. In
local jurisdiction REITs have to pay at least 90% of its taxable income to
shareholders (or unit holders in REITs lingo). Why REITs are an equity/
property hybrid is due to its nature: a collective group of property
"owners" akin to shareholders collecting rent from a group of properties.
Like equities, REITs work like a company with a set number of shares (or
units) and tradable on the financial market, and like property they collect
rent.

There are other asset classes and sub-asset classes around, and though
they may not be part of The Bedokian Portfolio, | thought it would be fair
to give them an honourable mention here.



Property - Property is generally referred to as immovable property, such
as land, houses, apartments and buildings. The most common type of
income from properties would be rental. The main reason why we do
not include property in The Bedokian Portfolio is because the initial
outlay to purchase one is huge.

Hedge Funds - Hedge funds are funds that use different strategies to
earn returns for the investors who have a stake in it. Though hedge funds
buy and sell shares most of the time, which may seem on the surface
that they are no different from equities, it is the strategy(ies) employed
that make them stand out. Directly, hedge funds are usually only open to
sophisticated investors who have a high net worth and/or income, and
other funds, too, but there are ways to invest in hedge funds indirectly
(see Chapter 8).

Private Equity - Private equity is an investment in a company that is not
publicly traded in the financial markets. A lot of well-known companies
that are listed in the markets currently were funded initially through
private equity. Like hedge funds, direct investment in private equity is in
the domain of sophisticated investors, but also there is a way for us to go
into them (see Chapter 8).

Collectibles - Collectibles are items that are likely to worth more the
longer they are kept, and some examples include artwork, antiques, rare
coins and stamps, etc. The difficulty of having collectibles as an
investment is the appraisal and valuation of their current and potential
worth, unless you hire an expert to look into them or you are an expert
yourself.

Cryptocurrencies - A relatively new asset that emerged from the
shadows of the GFC, cryptocurrencies (or cryptos for short) are gaining
widespread popularity and traction in recent years. Though they are



touted as a form of digital currency for the future, as of now they are
mostly used for speculative trading.

Summary

e The aim of The Bedokian Portfolio is to have passive income through
dividend and index investing.

e Modern Portfolio Theory states that risk is to be minimised to achieve
maximum returns, through the use of various asset classes.

e Diversification is done to reduce risk and ideally it should be on the
asset class level, due to the difference of correlation amongst the
various asset classes. Diversification at sector and country level is also
recommended to a certain extent.

e Types of asset classes that made up The Bedokian Portfolio include
equities, bonds, commodities, cash and REITs. Other examples of
asset classes/sub-asset classes include property, hedge funds, private
equity, collectibles and cryptocurrencies.



Chapter 2
The Workings

In Chapter 1 | have introduced the financial market briefly, the
importance of having a portfolio and diversification, and the types of
asset classes. In this chapter, | shall introduce the various investment
vehicles available in investing in the various asset classes and how to go
about building The Bedokian Portfolio using brokerages.

Investment Vehicles

Investment vehicles are the methods in owning the asset classes, and
sometimes it gets confusing knowing what are asset classes and what
are investment vehicles. Here is a way to tell them apart; asset classes
are the "what” and investment vehicles are the “how”.

Here is a brief explanation on each of the investment vehicles.

Direct Ownership - The most direct and straightforward method in
owning an asset class. The cash in your bank account, the company
shares that you own, the gold bullion that is sitting in your safe, etc.
Direct ownership is preferred for The Bedokian Portfolio, with the
exception of exchange traded funds (to be described later).

Unit Trusts - Unit trusts are investment funds being handled by fund
managers. Each unit trust has an investment objective, similar to that of
The Bedokian Portfolio’s. You select a unit trust that you want and the
fund manager will invest for you. Unit trusts have a variety of fees and
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charges, such as initial sales charge (the amount that you pay when you
buy the unit trust), the redemption fee (the amount that you pay when
you sell the unit trust) and the annual management fee (the amount that
the fund manager deducts from your investment). Also, you could only
sell the unit trust at the end of the trading day. Due to all these charges
and fees, unit trusts are not recommended for The Bedokian Portfolio,
but they can be useful at certain investment situations (see Chapter 18).

Exchange Traded Funds - Exchange traded funds, or ETFs, are like unit
trusts but can be bought or sold in the financial market at any time of the
day when the market opens. The charges in owning ETFs are just the
commission to be paid to brokerages in buying and selling them, and an
annual management fee which is far lower than unit trust’s. There are
many ETFs available, in Singapore and overseas. Due to ETFs’ ability in
tracking the indexes and other asset classes, they are part of the
investment objectives for The Bedokian Portfolio. | will discuss more on

ETFs in Chapter 8.

Derivatives - Derivatives are a category of investment vehicles that
derive (the root word) their value from an underlying asset. In other
words, you do not really own the asset class using derivatives, but rather
they sort of mimic the asset class itself by following the value. Derivatives
are used more for trading than investing (I admit it is a bit of a misnomer
to call them “investment vehicles”, but for terminology’s sake, | have to
include them in), therefore it is not a very useful investment tool. Most
derivatives lose their value over a certain time, such as within the next
few days, weeks or months, and it may cost more if you keep them for
too long, thus it is not in line with The Bedokian Portfolio’s strategy. Also,
it will take a steep learning curve to understand how these derivatives
work. Some examples of derivatives are futures, options, contracts for
difference (CFDs) and warrants. However, using ETFs to own futures is
fine and | shall explain why in Chapter 5 on Commodities.
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Securities

You may encounter this term while reading up on investment materials
and literature. Securities (singular: security) are financial instruments
that hold a value and can be traded. Types of securities include equities
(shares), debt (bonds), hybrid (characteristics of equities and debt) and
derivatives (options, futures, etc.). Unit trusts and ETFs are considered
baskets of securities since they usually contain equities, debt and/or
hybrid, but sometimes they are referred to as securities themselves,
especially ETFs.

For convenience, | will use the terms “securities”, “financial goods” and
“financial instruments” interchangeably in this eBook.

Brokerages

As stated in Chapter 1, a brokerage is a firm that helps ordinary people
like you and me gain access to financial markets to buy and sell
securities, for a small fee or commission. Though not all asset classes
require the use of a brokerage, a vast majority do need it, and there are
many regulated brokerages available in Singapore. All of them allow you
to access the financial markets through their respective online internet
portals and mobile applications, and almost all will have online help to
guide you through the buying and selling processes.

For simplicity, | shall address all the parties that act as the agent between
you and the financial markets as brokerages.

12



Custody of Shares, Bonds and ETFs

In the good old days, when you buy shares or bonds, the company or
the bond issuer will send you a nice looking piece of paper that looks
like a education certificate called scrip, indicating the company name or
bond title, the number of shares or bonds held, and your full name
printed on it. In the age of electronic and internet trading, however, such
scrips are rendered useless with new technology (though you could still
ask for it to be issued to you, at a price).

Even though things have gone electronic, there is a mechanism in
determining who owns what. For equities, most of the time the
companies themselves will maintain a record of their shareholders. In
the local financial market known as the Singapore Exchange (SGX), the
ownership of your shares, bonds and ETFs is made known to The Central
Depository (Pte) Limited (CDP), a subsidiary of SGX, or the brokerages.

Therefore, there are two main methods on how financial instruments
bought from the SGX are kept, either with CDP, or with the respective
brokerages that you bought them through, known as custodians. Most
brokerages allow you to deposit your securities in CDP, but they do have

custodian services, i.e. they will keep them for you instead of putting
them into CDP.

To provide an analogy, CDP is like a big warehouse where your “goods”
(financial instruments) are kept and you can authorise “someone”
(brokerages) who has access to the warehouse to do the buying and
selling for you. You can have many different “some ones”, as long as they
have access to the warehouse and your goods are in it. For custodian, it
is like a smaller warehouse where your “goods” are stored but only the
“someone” who is administering the warehouse (the brokerage that
manages the custodian) can go in and do the buying and selling for you.

13



It is important to know where your financial instruments are being kept,
else there may be a chance of you doing a short-sell. Short-selling
means selling financial goods that you do not own in the first place.
Though it is allowable, but if not careful it could invite additional hassles
and a possible fine from SGX itself.

If you are buying financial instruments from overseas financial markets, it
will be in the custodian account of the brokerage that you bought them
with, therefore to sell them, you have to use the same brokerage.

The Trading Platform

The brokerages’ online internet portals, desktop and mobile
applications that allow you to access the financial markets are known as
trading platforms. Most of the trading platforms let you see the price
and the accompanying market information of the financial goods, news
feeds, analyst reports and account management tools. To the uninitiated,
the trading platform interface could be quite intimidating, but
fortunately most of them would have tutorials and demonstration videos
to guide you along.

| will only highlight the important attributes that you need when buying
and/or selling your financial goods.

Buy - The buy price of the financial good. Also known as Bid.
Sell - The sell price of the financial good. Also known as Ask.

Buy Volume - The number of financial goods that are waiting to be
bought at the Buy price.

14



Sell Volume - The number of financial goods that are waiting to be sold
at the Sell price.

Volume - The number of financial goods that are being transacted
(bought and sold).

These attributes, when viewed from the trading platforms and online
sources such as Yahoo Finance, Bloomberg, etc., are occurring on the
day itself and usually in real time (i.e. live). It is like watching a live sports
game where the scores are constantly changing throughout. When the
financial markets close for the day, you will see the overall summary of
the day’s activity of the financial good, like the display of the final score
after the game had ended. The next day, these attributes would then be
“resetted” and the numbers come pouring in again.

By now you may have wondered why financial goods have two prices,
Buy and Sell, instead of the usual one price that you see in supermarkets
or shops. This is because, unlike the goods at those places where the
seller dictates the price, in financial markets both the buyer and seller
can dictate the price of a financial good. The buyer may feel this
financial good is worth this much, but the seller may feel otherwise. It is
in the incentive that the buyer would want to buy it at a lower price, and
the seller would want to sell it at a higher price. A transaction is done
when a buyer buys at the price that the seller sells at, and this transaction
would be added to the Volume attribute.

The term spread denotes the difference between the Buy and Sell price.
Using the local Singapore Dollar (S$) currency to illustrate, if the Buy/Sell

price is say, S$1.00/ S$1.05, it means the spread is narrow, and if it is
S$1.00/5$1.20, means the spread is wide.
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So if the spread of a financial good is at S$1.00/S$1.10, to buy it
immediately, you would have to buy it at S$1.10, whereas if you want to
sell it immediately, you would have to sell it at S$1.00.

Transaction Costs

Brokerage commission charges, market exchange fees and taxes are the
additional amounts that you pay on top of acquiring and selling the
financial instruments, and these costs need to be factored in whenever
you conduct a transaction. The costs are directly proportional to the
amount of financial instruments that you buy or sell, and are called
transaction costs. Depending on the financial market and brokerage,
these costs could be as low as a few dollars, to probably tens or even
hundreds of dollars.

With these transaction costs in mind, it is important that they are kept to
a minimum, without compromising the very aim of the Bedokian
Portfolio, that is passive income. If transactions were done constantly,
these costs would slowly erode away the real returns of passive income,
which is a bit of a waste.

Therefore, in the later chapters, to reduce these transaction costs, | will
share with you on when to buy and/or sell the financial instruments, and
the concept of portfolio rebalancing.

Summary

e There are different types of investment vehicles such as direct
ownership, unit trusts, ETFs and derivatives.
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e Brokerages allow you to gain access to financial markets.
e The financial instruments that you own are held either with the CDP
(for local ones) or with the brokerages as custodian (both local and

overseas financial instruments).

e Knowing the trading platform and the terms buy/bid, sell/ask, buy
volume, sell volume, volume and spread.

e Understand transaction costs and their impact.
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Chapter 3
Equities

Having much said on the basics, | will now delve into the various asset
classes in detail. First to start off will be equities, or shares and stocks in
investment lingo.

What are Equities?

When a company (a common type of business organisation) is formed,
an amount of money, or capital, is needed to fund it. Sometimes
different individuals could fund the company, and their ownership could
be split equally among the number of individuals as shares (or stocks),
which you now see how these terms are derived. Collectively these
shares and stocks are called equities. For the individuals holding the
equities, they are called shareholders or stockholders.

Imagine five individuals who want to start a company with equal
contributions. If the capital is S$100, then each share's price would be

S$100 divided by 5, which is S$20. Thus, the number of shares of this
company is 5 and the share price is S$20 each.

So, if a company'’s start up capital is S$1,000,000, and there are initially
1,000 people having an equal contribution, then the share price is

S$1,000,000 /7 1,000 = S$1,000. This means the number of shares of this
company is 1,000 and each share is worth S$1,000.
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Most of the time, the number of people contributing to it does not
dictate the number of shares. A company starting up can have 100,000
shares, and each is priced at S$1, providing a capital of S$100,000. If
two persons start this company and their shares are at 70%/30%, one
would have 70,000 shares while the other 30,000 shares. It is not
necessary to have shares priced at S$1.00 at the beginning. You could
have companies having 500,000 shares at S$0.50 each, or 200,000
shares at S$1.20 each.

Owning equity of a company is akin to owning part of it, and you need
not necessarily be the founding member of a company to own equity.
Most equities could be bought and sold, whether privately (called
private equity, which | had covered in Chapter 1) or from the financial
markets. Equity in the financial markets are much easier to acce