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This is our eighth issue of Rainbow. Eight is a good
number, especially for those with (Guangdong accent. We
have received a good number of very Interesting
sontributions, which | as Editor always had the chance o
2njoy a little bit earlier than the rest of the mermbers. A big
“Thank you" to all of those contributing members for
sharing with us. And, may | also ask you to corne up with
creative ideas to name our newsletter. (Rainbow was my
dry imagination, it used to have a dry logo. Thanks to
Kenong, we have a much more interesting logo now.) '

A special "Thank you" must be given to our beautiful and
diligent secretary Shi Hao and her husband Deming,
without their help this issue would be further delayed.
Thanks to my strong Zhejiang accent, | am a terrible user
of the Pingying system. So | asked for help. And Shi Hao,
our secretary, offered her help. When they finished, |
learned that their accent is no better than mine, only
Deming's accent is Sichuan, and Haao's accent not far
from mine. Thank you very much again, Hao and Deming.
I should also thank Zhao Ming for his help with our issue
no. 7. 1 didn't have my chance, because this column was
taken up by the vresidential address. Zhao Mina. | hone

you don't mind for the delay. (Hi, those from Beijing and
North China, where are you? Could you help next time?)

And | think Wan Xiaoyang has chosen a good number to
issue his statement about his hew venture, and to our
pleasure, with other CPCA members. So the networking
function of our ciub has bormne a fruit. And let us wish
Xiaoyang and his associates * % ( Ay By & and
more K "

And some members have responded to our offer of free
advertising. Dear members, try out the setvices of your
fellow members! But a friendly “warning" "for the
advertising members. If you do find reward

in our
advertising service, please contribute a little bit to our club
coffers. '

Well, | don't think you want waste more time reading my
chat So please read on. There are some very interesting
articles for you. By for now.
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M d&  How to use cpea-talk

Cpeca-taik is the list server created at Telstra Research
Labs for our CPCA members, The list is managed by a
mail server called majordomo, one of many server
software. :

One advantage of a majordomo setver is that it is a text-
based mailing system, not depending on whatever
interface you use. The only way you can contact it is
through e-mail. This is particularly suitable for those who
have only e-mail accesses. It is hot as open as a WWW
site, since you heed to subscribe to it first. The e-mail
address of our majordomo is
majordomo@mailhost.trl.oz.au

It manages a few mail lists, one of them is CPCA-TALK for
our Club, The address of the list is
cpca-talk@mailthost.tri.oz.au

Please notice the difference. Majordomo is the server, it
ignores the sublect field and explains the body of you e-
mail as commands to it. cpea-talk is a mail forwarding list,
anything you send to it will be forwarded to all subscribers.
If you send a command to cpca-talk, everyone will read
you gommand, causing unnecessary embarrassment; in
reverse, if you send a normal e-mail to majordomo, it
wouldn't understand you,

To be a member of this list, you need to subscribe to it
first, Send an e-mail from whatever soffware or machins
you use to:

majordomo@mailhost.tri.oz.au

leave Subject blank, and type !
subscribe cpca-talk

in the body. After a while, you will receive a welcome
message.

Send an e-mail to the same address with the bady text
help

you will receive & message with a few commonly used
commands.

For -example, you can use "who" to find who is in the list,
“index" to find files in CPCA-TALK, "get" to downioad a
file, and “unsubscribe” to leave CPCA-TALK when you are
tired of being in the list.

Have a ty. If you have any problem, please contact me. :

%A T & 7 B
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5 TOPICS + M

PSEX B

SHARE MARKET INVESTMENT (3) - Risk and Return,
Effects of Inflation Jianfang Jing

FIRES A eh, TS BN AZ R E, Wel, that's a

fact of life. So let us continue to talk about shares

What is Return On tnvestment (or RON? ROl is the
difference between total amount of money you get back
and the total amount of money you initially invested. RO} is
normally expressed as a percentage number of the
original investment. On shares, that is generally speaking
the sum of dividends received and capital gain (or ioss)
on sale. ROI from different shares vary greatly. Over the
last 10 years, ROl on BHP shares was approximately 18%
pa (this means your $1,000 in BHP then is $5,000 nowt),
News Corp. had 25% pa (wow, you $1,000 then is
$10,000 now), National Australia Bank 15% pa. But if you
were with Mr. Bond, you were not so lucky. On the other
hand, if you were conservative, you would have bought
government bonds. That would have given you on average
10% pa over the tast 10 years. If you were completely
unfamiliar with financial matters, you stili could have had 8
to 8% pa from bank term deposits, You were worst off, if
you only kept your money in normat savings accounts. You
would probably have had 5% pa.

We have just listed the returhs on various types of
investments. So why does the ROI differ so greatly? The
reason is risk. The world is full of risks. You could fall on
banana skin while watking. But we dor’t aiways perceive
these risks or rate them highly. In business, risk is far
more important. Carl Marx allegedly said that if there is a
300% RO, capitalists would risk their heads. | am not
quite so sure about heads, but capitalism definitely thrives
on risks,

How can we define risks quantitatively, so decisions on
investment can be made more rationally? Well, for those
who has a mathematical brain, it is quite simple. We can
tatk about the average ROl and the spread (or variance) of

T -



this ROL W we assume ROl on shares is a Gaussian
distribution, then the centre of the distribution is the
average (or expected) ROI, and the standard deviation may
be seen as the risk in the stock market. A stock broker will
always tell you that on average, ROl on shares is 15% pa
{that's quite attractive!). But has he told you that the
standard deviation of that ROl is 20% pa? Now this really
means, that there is a good chance that you will be able to
make 15% pa RO, or more, but there is also a significant
nrobability that you will make -5% pa or worse.

Now different people have different attitudes and
perception towards risks. Some would say, | will stick to
the bank deposits and -sleep well at night (but so please
avoid building societies). Others think government bond is
okay, yet others say hond is unexciting! This is just an
example of different attitudes towards risks. The total of all
attitudes of all investors determines the required RQI on
risky investments. Some people say, real estate
investment has no risk, That is a completely wrong
perception. | can tell you that many have gone bankrupt
believing in this. And even government bond has risks,
one of them being inflation rigks,

When talking about ROI on risky investments, we need a
reference. Suppose the theoretical risk-free ROl is rf, then
the required RO! on risky investments 1 can be formulated
as ‘

rr=f+ri+rp

rp is the risk premium. [t depends on the perceived risk
and the willingness of investors to take risks.. ri is the
inflation premium, to which we will come later. There is no
risk-free investment in the real world. The nearest thing is
cash in hand which has no return because it is not
invested. The next best thing is shori-term government
papers. It is generally agreed that interest pald on 3 mohth
LS Treasury Notes can be regarded as a quasi-risk-free
investment. Assume that ROl on 3 month US T-Notes is
4% pa. Now you are getting 9% pa from 1 year term
deposit at ANZ. This 5% difference is made up of infiation
premium and the risk premium, What risk is there? You
might ask. Here they are: currency risk between US dollar
and Australian dollar, risk in unexpected change in
inflation, risk in unexpected change of interest rates.

Back to shares, that's where our (or at least my) interest
is. Shares are quite risky. It has all the risks of a hank
deposit, plus risks of management errors and unforeseen
damages to the business like natural disasters. And hence
the risk premium on shares is very high, on average 5-10%
pa above government papers.

We would like to minimise risks in our investment. This is
difficult, but not entirely impossible. One commaoniy
applied risk minimisation strategy is diversification.
Assume a simple case, where you have ten companies,
all of them offering 20% expected ROL But the risk is
such, that one of them could be bankrupt but the rest of

them will definitely deliver 20%. If you buy just one, your
maximum potential risk is losing all your money (-100%
RO}, while your maximum potential rsturn is 20%. This is
clearly not a good investment. However, if you spread your
money evenly and buy all ten, then you can at least expect
8% ROI, and if the bankruptoy does not materialise, then
the maximum return remains 20%. This is of course
grossly simplified, but it does illustrate the power of
diversification, :

Now coming to inflation. Inflation decreases the real value
of your money. Hence when inflation is rampant, investors
in bonds will demand a compensation for the loss of valus
of their money, an inflation premium on the interest rate
equal to the infiation rate, So under infiation, interest rates
will be higher, So what is the fuss? The fuss is, assume
you bought bonds before inflation occurred such that
interest rate on your bonds is low. Now a sudden outburst
of inflation will cause the new .interest rate to be higher.
According to our DCF equation, the value of your old bond
will be slashed.

The same applies to shares. Shares are valued in the
same way, by applying DCF 1o future earnings. However,
there is more to shares - Companies finance their
husinesses with borrowings. Interest rate hike will hit on
fhe financing cost of the business and thus reduce the
profit a company would earh. Using DCF, we see that
share values must be slashed. Interest rate is a double-
sided sword for shares,

" There is ancther extreme. That is the situation of hyper-

inflation. In hyper-inflation situation, share values will rise

with inflation, reflecting the rising value of the physwal

assets, Whlch will now ¢ost more to replace.
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7 MEMBERS AND FAMILIES AHRNEH %K
FE” HEE . R

Aedp B 2%, £ RCPCABIE-Mail M- LR T —
/Mﬁﬂ!iu WA A AR E R~
£7 MFERT

A new baby gid called Wendy of &% §f and 7k & was
born at 7:14 pm on 28th Jan, 1995 at Monash Medical
Centre. Both the mother and baby are fine. You can visit
them at the hospital on level § South 47.

& & is much happier as all in the family (mother,

father, son and daughter) are “dogs”. “Be careful when
you visit their family! ©

Congratulations on the prefect familyti!!
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9 SHARE WITH MEMBERS

* st S F (Gopher ) 3%

MAELTR&GEA, ‘&}ﬁﬁ"]’iﬂ%f#
NS, SREERRARGEE, LEAP R
( Sunrise Gopher ) m@i“"&ﬁ‘@'f&%’ ¥
FH P, ThmERERAR P LB R
2, REPILFHLETUBEMZUTLE

T4, XEAH, TR, TESS, A
HHF.
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FELH, HPRE, BRER, o, LT84
i, AL, Bk FA, WH, AEER bk,
ﬁgﬁ\ﬁ€\%&%\&$mm,#M#A\ﬁ

LT ROAR G A & AR, fam
PRl I MGG, W

7] do
y BT B Est, MQE,
. THEERA, ABAW, B

F3
&
+

Kiashakheg b B LB A I8 .

: sunrise.cc.mcgill.ca
s 132.206.35.10

1 70

3 gopher

s HZ ( 3L%)

LI PC DOS & 7 4 4F, e EIRH1 2 (dive )
FTENLEAN, XRELEELMEEE FHZ
(FHM) , BT UMPER EER, do,

Packet driver: asylum.sf.ca.us ( drivers.zip )

gopher: boombox.micro.umn.edu
@pub/gopher/PC_client

HZDOS: ftp.ifess.org
@pub/software/dos/c-system/ZWDOS

AR A REA AR,

TR, BH AT T iR R
B T, &dRAr—H AT,

ftp.ifess.org
p.cnd.org

fip.edu.tw

ftp.cuhk.hk

R WWW G 40 ST vOA T 2 AL B 4 & 38
http /A cnd.org

http:/fbronze. ucs.indiana. edu:80/~hyuan/
http://142.132.12.100:800/hyindex. htm/

L AU %
78

CPCAR —~MaE M-k L B4k, o gat
A00266932H ( ARiZ AW d5L0GO T ), B #,
BXGEFETURALA G, LHLHANTEH 8
igg%A*%,L+m%é%mﬁﬁﬂxﬁi+

Tools:

RAERLA-ORABRNET, LHBEH “A
SRR B E LT, ” T BF, CPCAG &
B, TR THERGEE, FEE—~2 B4
TR R

2

FECPCA 9 E-Mail ) #5 £ 45 ¢ T AR e 2048 B 72 2 4
BEE, R ¥ HME T — ik CPCA A4 £ Port
Philip Bay 85 8 8 3550, Rk, SRAIKRHNTH &
%%%T°¢WM%£E%@W§£E&%$L%
B, ATUMETAPR LGL Fibittad, #
HE-Mail £ H 4= F .

¥reewrer Good Fishing News from 4§ F\ b

& R A& caught 50 fish in one hour (5-6 pm) at Port
Melbourne last Saturday(6 May, 1995). Most of them were
barracuda ( #2 T #). You might catch other fish like
muliet, flathead efc. He told me that one boy caught 300
fish that day! '

He would like to share his information:

Loeation: Station Pier, Port Melbourne (MelWay 2Ja®) You
can drive on the pier to the very end. That means you ¢an
even fish from your own car. You had better have a rod but
fishing line is also OK. :

Time:
Bait:

best at 5 ~6 am and 4 ~6 pm

small white baits from Seafood Market or bait
shop 0.5 kgs each person should be enough.

No. 6 or a smaller hook with metal line. Barracuda
has sharp teeth and can easily cut the plastic
fishing line. :

Sinker: small ones like Yeltow Bean { 3 & % %)
Pincers ( % . 4). The Pincers/Pliers will help
you to take the fish from hook. As barracuda is
very greedy, please take care when you handle it,
Deep fry or cook with & & 4% for 8 minutes.
Barracuda has many tiny bones, but without scale,
Deep fry/Pressure Cooker could make tiny bone
melt.

Hook;

Ceok;

¥R More Fishing News from fF 3 & woxreess

We went to fishing yesterday (13 May) and found out that
the best bait for that fish is a lure (a metal + plastic fish). 1t
is very efficient, very quick and clean, you got one on evary
casting. You cast out and wind back, that is within one
minute, and you get a fish. -

VAL AR ~NARENE, X BEEP80
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