
Published by The Edge Communications Sdn Bhd

Apr 03, 2008 Choose a region Edge Malaysia

 username  password   search  * Join now for FREE!

10-12-2007: InsiderAsia’s Model
Portfolio - Week 250 

Email us your feedback at fd@bizedge.com

Global stock markets gained
further ground last week, as
investors sought new positive
leads after a dismal performance in
November. 

The KLCI surged to a new historic high of 1,440.4 on Thursday. It slipped a
little on Friday but still ended the week up 37 points or 2.7% to 1,434. This
brings its total gains over the last two weeks to a significant 81 points.
However, the index’ gains were not reflective of the broader market, where
market breadth was more mixed and trading volume remained low. 

For equity markets around the world, the recent rally was a welcomed relief.
November turned out to be one of the worst months in recent years, as large
losses from the subprime crisis, and escalating US housing and economic
problems hounded financial markets worldwide. 

To be sure, these concerns remain in place, and the fears of a sharp US
economic slowdown next year are quite valid, especially given the recent spate
of weak economic data. 

However, investors appear to have decided to put those fears on hold for now,
and looked forward instead to two positives: expectations of a 25 basis-point
(bp) cut in US interest rates this coming week and a US government initiated
subprime bailout plan to help indebted borrowers. 

The bailout plan, unveiled on Thursday, involves freezing interest rates on
subprime adjustable rate mortgages so that borrowers won’t face foreclosure
when current low introductory rates are reset at higher levels next year. An
estimated US$362 billion (RM1.21 trillion) worth of subprime mortgages are
due to be reset in 2008, according to estimates. 

The interest rate freeze will help delinquent borrowers and avert large-scale
foreclosures. However, it will not resolve the underlying structural problems and
will only delay or prolong the pain. There is no guarantee home prices, or
borrowers’ repayment ability, will rise substantially after the freeze period is
over.

Ironically, the US government’s bailout proposals are in sharp contrast to the
“free market” policies and “bite the bullet, take the pain” approaches it
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“free market” policies and “bite the bullet, take the pain” approaches it
advocated for Asia during the 1997-98 Asian financial crisis. There appears to
be different prescriptions for different regions. 

It can be argued that it is in the global interest to avert a slump in the US
economy, and such a government initiated bailout move is necessary. Still, this
sends the wrong signal. A bailout encourages more risk-taking —- as risk
takers know that they will always be bailed out. And this perpetuates the
continuation of an asset bubble. 

Central banks and policy makers around the world should bear in mind that
economic cycles consist of both up and down cycles, booms and recessions.
Booms cannot last forever, and should not — or asset bubbles will be
perpetuated and inflation will go out of control. This will then set the stage for
an even larger fall when a down-cycle ultimately kicks in.

Portfolio review 
Our model portfolio underperformed the KLCI last week, as much of the
benchmark index was limited to a handful of key index-linked stocks and not
reflective of the broader market’s much weaker conditions. 

Our basket of 12 stocks rose by 1.5%, compared with the KLCI’s 2.7% rise.
Including cash, the total portfolio value rose by a smaller margin of 1.1% to
RM569,872. 

The portfolio’s present total value represents a significant achievement
compared with our initial capital of just RM160,000. We started the model
portfolio on March 3, 2003. 

Our total profits are currently very substantial at RM409,872, of which just
under half — or RM196,755 — have been realised from earlier investments.
This represents a hefty return of 256.2% compared with our capital of
RM160,000. We continue to outperform the KLCI significantly, which is up by
121.7% in the same period. 

Last week, we had five gainers, four losers and three unchanged stocks. The
gainers were led by Masteel (up 8.3%), Tanjong plc (up 4.7%), Bumiputra-
Commerce (up 2.8%) and Muhibbah (up 2.3%). Losers were led by DiGi (down
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Commerce (up 2.8%) and Muhibbah (up 2.3%). Losers were led by DiGi (down
4.1%) and Dijaya (down 2.2%). 

Masteel was our top gainer for the week, and our decision to double up our
stake last week proved to be the right one. We are confident of further gains
ahead due to its cheap valuations. Our average effective cost for Masteel has
been adjusted to RM1.012 for the 40,000-share stake. 

We are leaving our portfolio unchanged.

Note: This report is brought to you by Asia Analytica Sdn Bhd, a licensed investment adviser.  Please exercise your own
judgment or seek professional advice for your specific investment needs. We are not responsible for your investment
decisions. Our shareholders, directors and employees may have positions in any of the stocks mentioned. 
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