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Risk is fundamental to investing…

Unsystematic Risk

A new competitor enters the market

Change in company leadership

New technology driving company innovation

Systematic Risk

Institution of MCO 1.0… 2.0… 3.1…

BNM cuts interest rates

Change of government

Risk associated with the 
investment that can be 
diversified away

Nondiversifiable risk that is 
unavoidable
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… so we ought to be compensated for it

Source: HBR (https://hbr.org/1982/01/does-the-capital-asset-pricing-model-work)

Assuming the Capital Asset Pricing Model 
(CAPM) is true…

Rs = Rf + risk premium or Rs = Rf + βs (Rm – Rf)

Rs = the stock’s expected return 
Rf = the risk-free rate
Rm = the expected return on the stock market as a whole. 
β s = the stock’s beta
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“Applying” the risk free rate to investing…

When RFR is important

Discounted cashflow models in valuing companies

Anchors the floor for borrowing 

Sets the baseline for personal investing

How much return should buying 
a stock or bond be?

If OPR , then my loan 
payments also go 

Deposit rates are so low!
ASB (!!!) returns are getting lower 
Compare it to the IRR of an asset
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Low i-rates will drive investors to seek risk elsewhere

Bitcoin @ USD37k
+548% since March 2020
+381% annualized
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The Risk Free Rate is your baseline return…

Fed Funds Rate upper bound @ 0.25%

BNM’s Overnight Policy Rate @ 1.75%
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… and an anchor for all other asset returns

10y Treasuries @ 1.62%

10y MGS @ 3.21%
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Where we are in the economic cycle…

Source: https://www.fidelity.com/learning-center/trading-investing/markets-sectors/intro-sector-rotation-strats

We are here
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… gives us different ‘winners’ each year

Source: https://novelinvestor.com/asset-class-returns/

Even professionals find 
it difficult to beat the 
market

Are you astute enough 
to pick winners 
consistently?
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Even the Fed members are not unanimous on rates
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And don’t get me started on economic forecasts… (1)
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“The MPC considers the stance of monetary policy to be 
appropriate and accommodative. Given the 
uncertainties surrounding the pandemic, the stance of 
monetary policy going forward will continue to be 
determined by new data and information, and their 
implications on the overall outlook for inflation and 
domestic growth. The Bank remains committed to 
utilise its policy levers as appropriate to foster enabling 
conditions for a sustainable economic recovery.

- Bank Negara Malaysia, 6 May 2021 



And don’t get me started on economic forecasts… (2)

15



Past performance is no indicator of future performance

Market conditions 
change

Investor expectations 
also change

“PNB will continue to navigate these challenging times, 
as we have done for more than 40 years, to ensure we 
continue to deliver sustainable returns to our unit 
holders. We will continue to strengthen our investment 
portfolio in this challenging period via our 
diversification strategy, tighter risk management and 
enhancing our internal capabilities through a 
progressive organisational transformation plan.” 

- Tan Sri Dr. Zeti Aziz, PNB Group Chairman (2020)
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So the best way to de-risk, is to diversify

Source: HBR (https://hbr.org/1982/01/does-the-capital-asset-pricing-model-work)
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Low interest rates and how they affect me…

Effect of low interest rates

Passive, low-risk investments unlikely to beat inflation in 
the long run

Asset managers have to work harder for extra % return. 
Diversify into ‘riskier’ assets, bonds, stocks 

Want to DIY? A hands-on approach requires you to be 
‘turned on’ all the time

The effect of high fees detracts 
away from your returns

Are you cognitively capable of 
this?

Want higher return? Need to 
assume higher risk.

6m @ 1.80%
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