A CONTRIBUTION TO
FINANCIAL LITERACY IN
SINGAPORE

A short introduction for Junior College, Polytechnic and ITE
students by the Singapore Actuarial Society

What is presented here is a general overview as at January 2023 which may not be suitable for
your individual circumstances. You should perform research and_ask questions of
knowledgeable people before making any investment or buying insurance. What is right for your
friend may not be right for you.




BANKS

A You have earned some money or a rich aunt has given you a large amount in the ang
pow. What will you do with it?

A You decide to save it & you could put it under your bed.

A Or put in a bank and earn interest on the sum.

A So if you put S$1,000 in bank the bank might give back S$1,050 after one year & you
earned 5%.

AThe bank invests your money, along with ot he
they then give you 5%.

A Some banks in Singapore are DBS, OCBC, Maybank, etc.



THE POWER OF COMPOUND INTEREST

A What if you invested for 2 years at 5% interest rate instead?
A After the 1t year, S$1000 becomes $1050
A If reinvested for another year, S$1050 becomes S$1102.50

A The interest earned in the 1 styear earned extra interest !

A If invested for 5 years, sum grows as follows

Interest earned total end of
amount invest @5%

start of year 1 1000.0 50.0

start of year 2 1050.0 52.5
start of year 3 1102.50 55.13

start of year 4 1157.63 57.88
start of year 5 1215.51 60.78

A This is the power of compound interest

A Einstein is supposed to have said that compound interest is the eighth wonder of
the world.

A In effect, money makes money




WHICH BANK SHOULD | PUT MY MONEY IN?

A Need to do some research , some questions to consider:

A 1s the bank likely to become bankrupt so you lose your money?
A Are terms good (e.g. access money when you want)?

A If period you cannot access money do you get extra interest?

ACompanies called rating agencies (e.g. S&P o
e.g. AAA very good, or D very bad. e.g. DBS in Jan 2023 was AA -

Credit Rating Scale
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WHAT IF THE BANK GOES BANKRUPT?

(HOPEFULLY NOT!)

AlIn Singapore, if the bank is covered by the Deposit Insurance (D)
Scheme all of your insured deposits with that bank are aggregated and
insured up to S$75,000 by the Singapore Deposit Insurance
Corporation Limited (SDIC )

AEven if the bank is insolvent(cannot pay its debts) you will get  all
your money below S$75,000 back (but with some delay perhaps)

ABanks rarely go bankrupt in Singapore given Monetary Authority of
Singapore (MAS) supervision but they have in other countries e.g.
Barings in London, Lehman Brothers in the United States, many banks
In Indonesia in the Asian Financial Crisis of 1997.



GOVERNMENT BOND

A A government sometimes needs to borrow money (e.g. to invest in roads or hospitals or
schools)

A 1t thus issues a bond with say a face amount of $100.

A Effectively the government says give it $100 and after say five years it will return the $100 at
maturity of the bond. During the 5 years it will pay an interest (coupon) of say 3% to you every
yeatr.

A The government repays you from charges it might make on the road (e.g. ECP) or money it
raises via selling land or raising taxes.

A The Singapore government is safer than a Singapore bank.
A Some other governments are much less safe than the Singapore government.

A Generally &the more risk of you losing your money the higher the expected return ___should
be.

A Singapore government bonds can be bought at DBS, OCBC and UOB branches and the
Singapore Exchange(SGX).




SINGAPORE SAVINGS BOND

A The Singapore government also has Singapore Savings Bond which is a fixed deposit
with the government.

A The Savings Bond can be cashed -in at any time without penalty

A The Savings Bond differs from a Singapore Government bond as the latter can be
bought and sold on SGX and its value may go up or down _before maturity of the
government bond.

A If you cash-in the Singapore Savings Bond you deal with the government and get the
Initial investment and interest earned to date.

A If you sell the Singapore Government bond on the stock exchange (SGX) then you
sell to another investor and get the value of the bond on that date which may be
more or less than the amount you invested.

A If you hold the Singapore Government bond until the end of its term (maturity) you
get the face amount of the bond and the regular interest payments along the way.




Investor Capital is Bond Issuer
regarded as a loan (Government/Company)

Bond issuer pays interest
regularly to investor

Coupons



CORPORATE BOND

A Companies sometimes need to borrow money e.g. to build a factory or ship
A They can borrow money from a bank or they could issue a bond

A Effectively the company says give it $100 and after say five years it will return the $100. In the
interim it will pay an interest rate of say 7% to you every yeatr.

A Companies are less safe than the Singapore government and less safe than a Singapore bank.
A Hence, the interest rate they promise to pay is higher .

A Itis a promise &they may break their promise !

A This is the credit risk _that you have with the bond & similarly there can be credit risk on gift
receipts e.g. mall vouchers or book tokens.

A Generally for all investments &the more risk _of you losing your money the higher the
expected return should be.

A Also converse is true, the higher the return _the more likely you will lose your money.




BUYING A FLAT - MORTGAGE

A At some point you may wish to buy a flat for say S$500,000
A You might go to a bank to borrow the money & take out a mortgage.

A The bank lends you the money, to buy the flat say S$375,000 8 but not the full amount &
you need to pay the remaining S$125,000 from your savings.

A You will pay interest to the bank of say 10% each year on the mortgage until you repay the
loan.

A This is how the bank earns the 10% mentioned earlier of which it gives 5% to the people
who deposit money with it.

A The bank believes people buying flats are a large risk 8 so they ask for collateral & if you
do not make the payment, they evict you from your flat and sell the flat to recover their
money.

A Banks also lend money for large purchases (e.g. cars).

A A credit card is a type of loan which it is best to pay off totally every month otherwise
interest charges are applicable.

A Banks also lend to companies as well similarly & but sometimes without the collateral.



SHARES

A Who owns companies?

A Companies are owned by people or other companies.

A To show that they own a share of the company, historically, they were give a piece of paper (share
certificate) stating how many parts of the company they owned (electronic format mostly now of course).

A A company might have one million shares issued and a person might own 100 shares.

A Singapore shares can be bought on the Singapore Stock Exchange but e.g. shares of US companies might
only be bought say on the New York Stock Exchange.
A Some countries have more than one stock exchange and some companies allow you to buy their shares on
different stock exchanges in different countries.

A Historically, in England in 1800s each major town had its own stock exchange & and a share of a company
could be sold at different places at different prices 0 there were no smartphones to check the best price.

A Nowadays with modern communications one share of a company should trade at the same price
everywhere 0J called no arbitrage principle & but not always exactly true.

A Companies can become bankrupt and you might lose  all your money e.g. Hin Leong oil trading firm in
Singapore in 2020 became bankrupt.



MUTUAL FUNDS

A So how do you decide which bonds to buy and which shares and how to balance the
risks?

A It takes a lot of time and research

A Alternative is to buy a share in a mutual fund and let professional investment managers
make these buy and sell decisions on your behalf.

A With many investors investing in the mutual fund & there is economies of scale &the
profession investment team can do the research work on behalf of the thousands of
people who invest in the mutual fund, rather than each of the thousands of people
doing the work themselves.

A Of course professionals charge a fee for doing this work and sometimes more than
one fee (e.g. bid/offer spread, monthly
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MUTUAL FUNDS AND DIVERSIFICATION

A Investing S$10,000 on your own might buy shares in one
company. But invest in a mutual fund along with 100 other
iInvestors means the fund can invest in say 100 companies. DﬂMERS“E”@AﬁH@W
It is unlikely all companies will become bankrupt at same
time and so this reduces your risk 0 called diversification
d not putting all your eggs in one basket.

A Different mutual funds have different risks associated with
them and so different expected returns 9 but no
guarantees of performance 06 you can lose money .You BY SREADNG VT~ [EHEk s
need to decide how adventurous you are and how much (hSH MESTHETS
you can afford to lose if things go wrong. Agents and
brokers can guide you to determine your tolerance to risk
or risk appetite.




INSURANCE 0 TRAVEL/MOTOR/HOUSE ETC

A If you are going on holiday to say Thailand and you are in a serious accident who will
pay the medical bills at the hospital?

A Many people therefore buy travel insurance from an insurer to cover the hospital
costs if such an accident occurs. In some countries travel insurance is a legal
requirement _ for tourists.

A Similarly in Singapore if you drive a car you need to buy motor insurance from an
Insurer in case you have an accident and injury someone and then they sue you for
damages. This is required by law

A Buildings can be insured under buildings insurance and your property in a flat from
accidental damage or theft under house contents insurance.

A Others have bought insurance in case they lose their smart phones.

A Make sure you though - there can be scenarios
where certain losses are not covered.



INSURANCE 0 CRITICAL ILLNESS, DEATH,
SAVINGS

A It is also possible to buy insurance that pays a lump sum if you are diagnosed with a serious
illness e.g. cancer or heart attack.

A Also if you take out a mortgage, the bank will likely require you to buy insurance so that if
you should die, a lump sum is paid to repay the loan you borrowed.

A Parents with young families might also buy insurance which pays out on death of a parent so
that their families can be provided for in the event of such an unfortunate event occurring.

A It is also possible to save your money with an insurance company e.g. they sell unit linked
funds which are similar to mutual funds, and also other products where they = guarantee a
certain return to the buyer.

A Insurance companies sell these products via banks, agents and directly.
A As well as being a regulator of banks , MAS is also a regulator of insurance companies in
Singapore.

AThe Policy Ownersd Protection (PPF) Scheme protects
life insurer which is a PPF Scheme member becoming insolvent. It provides  100% protection
for the guaranteed benefits of your life insurance policies, up to certain limits




RETIREMENT o CENTRAL PROVIDENT FUND
(CPF)

A The below is a somewhat simplified explanation of CPF scheme.

A When you earn a wage or salary you pay a percentage of that wage/salary into your CPF
account. Your employer also pays a percentage based on your salary.

A The government also supplements this under the Workfare Income Supplement for those on
lower wages.

A The percentage varies with age
A Part of this money is invested to provide money for you to live on when you retire d a pension.

A The money is allocated to three accounts: Ordinary Account (savings for retirement , housing,
dependent insurance and education), Special Account and MediSave Account (for
hospitalisation expenses and certain medical insurance e.g. MediShield Life).

A The Ordinary Account savings for retirement can be invested in unit trusts & a form of mutual

fund 0 via the Endowus platform.

See https://www.cpf.gov.sg/Assets/members/Documents/RetirementPlanningBooklet Eng.pdf for
more detalls




