
InvestmentToday

T
HE NEAR meltdown of
global financial markets
during the second half of
2008 changed the world
as far as many investors

were concerned. Many saw their
pensions and life savings wiped
out as bank shares and property
prices crashed, while others had
hard-won gains taken away over-
night.

During the closing months of
last year, this led to what stockbro-
kers and other market watchers
described as a “buyer strike”.
Almost no one was buying shares
because they had no confidence
that they would hold their current
price, let alone appreciate in value.
Property markets have been much
the same, with investors staying
away until such time as they are
reasonably sure that the bottom
has been reached.

But there are ways for investors
to make money, even when prices
are falling. Short selling became
familiar to many Irish people last
year when the Financial Regulator
moved to ban its use in relation to
bank stocks. This is the practice
where an investor effectively bets
that a share will fall in price by
agreeing to sell those shares to
other investors at a price lower
than their current value at a cer-
tain date in the future. If, by the
time the sale has to be executed,
the share price is higher than that

agreed, the short seller loses
money – but if it is lower, the seller
has made money.

To a certain extent, this activity
can become a self-fulfilling
prophecy. The short selling itself
may be sufficient to make share-
holders nervous enough to sell and
thus drive down the share price. It
was for this reason among others
that the practice was banned for
banking stocks in 2008.

But individual investors don’t
have to engage in this relatively
expensive and costly activity them-
selves to reap the rewards it can
offer. There are many funds and
specialist companies who engage
in what is known as absolute
return investment strategies who
can do it on their behalf.

“Traditional relative return
investors have had a dreadful time
of it over the past two years and
are probably sitting on substantial
losses. On the other hand, abso-
lute return investors may well
have made money over the same
period,” says Paul Phelan, chief
executive of absolute return spe-
cialist company, GlobalReach
Securities.

“Even in the past 18 months
there have been lots of opportuni-
ties to make money,” he adds.
“Gold and bonds are just two exam-
ples. Also, if you were bearish on
equities and took a bull tack on
bonds you could have made

money. Really skilled fund man-
agers would have made money
over the past year or so. We are
looking at extremely active fund
management now and this is in
large part risk management. You
have to understand the risk associ-
ated within each element of a port-
folio and then adjust your expo-
sures to meet the desired risk pro-
file – that’s what it’s all about.”

But if you want all of the buzz of
stock market investment without
the need for large amounts of cap-
ital, financial spread betting is
probably what you’re looking for.

“More and more Irish retail

investors are turning to financial
spread betting as an alternative to
profit from the volatility of the
world markets and as a way of
hedging funds invested else-
where,” says Davin McAnaney,

commercial manager with Paddy-
PowerTrader.com.

Indeed, the volatility of the
market is actually driving up
interest in spread betting,
according to McAnaney.

“One would think our business
would be quite cyclical, with more
people getting involved in spread
betting when markets are going
well, but we find that it is market
volatility that drives the business.
We have seen a 30 per cent
growth in customer numbers since
the beginning of the year and this
growth is continuing.”

Financial spread betting is an
interesting alternative to trading
in shares or investing in stock
market indices or other instru-
ments. You don’t actually buy the
shares or the commodity, you just
bet on the movement of the price.
Because it is a bet, there is no tax
payable on any profit and you
don’t pay any commission because
you’re not actually buying any-
thing.

A further attraction is that all
transactions are online, making
the whole process fast and easy to
use.

Paddypowertrader.com has just
launched a new trading platform
for its customers which makes the
process even faster and offers a
number of new convenient fea-
tures. “The new platform offers
unparalled reliability, much faster
trade execution and smoother
transactions,” says McAnaney.

“With markets moving so fast,
our customers are looking for the
fastest platform possible and we
have upgraded our service to pro-
vide faster trade execution.”
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IF THERE is one lesson Irish inves-
tors can take from the current
crisis, it is the importance of diver-
sification. Top-heavy in Irish
stocks and Irish property, many
investors saw the value of their
portfolios disintegrate as shares
hit the floor and the property
bubble collapsed. While only his-
tory will tell if Irish investors stick
to a broader investment portfolio
in the future, the case for diversifi-
cation has never been stronger.

Maeve Corr, director of private
clients, with Pricewaterhouse-
Coopers, says diversification is all
about trying to get clients to
spread their assets and under-
stand the risk they’re getting into.

Investors, for their part, are
taking heed. “Investors have
learned from their recent experi-
ence and are now looking to a
more balanced portfolio with risk
spread across asset classes and
more interest in areas such as abso-
lute return funds, private equity,
corporate bonds and commodi-
ties,” says John Dolan, a director
at NCB Wealth Management.

With surveys indicating that
asset allocation is responsible for
90 per cent of a portfolio’s per-
formance, with stock selection and
market timing accounting for just
5 per cent, Dolan says that inves-
tors need to spend more time and
focus on choosing the right assets.
“Ultimately, that’s what drives the
portfolio’s return.”

However, when it comes to
picking the type of assets you
should invest in, there is no “one
size fits all approach”, he adds.

“The appropriate asset alloca-
tion for an individual will depend
on their personal risk profile and
financial objectives (income needs
or level of capital growth) within a
set time horizon; a view on the
likely future performance of
respective asset classes; and the

global economic
environment,” says
Dolan.

So,
broadly
speakin
g, he
recom-
mend
s that a low
risk conserva-
tive investor
targeting
capital/wealth
preservation should invest in a
diversified portfolio broadly of
fixed income and cash instruments
with a relatively small equity allo-
cation, while someone seeking a
balanced strategy of income and
growth would have a larger alloca-
tion to higher risk/return assets –
equities, private equity, property

and commodities, and someone
targeting capital growth over a
longer term horizon, with a willing-
ness to accept greater volatility in
the short term, should have a pri-
mary focus in equities and private
equity.

To successfully diversify, you
need to find investments that
aren’t closely correlated to each
other. For example, while an
emerging markets stocks fund
might give you exposure to coun-
tries such as Brazil and Russia, and
diversify your portfolio away from
western markets, in times of
trouble such funds are shown to
act like US stocks.

Corr points out that commodi-

ties tend to be less
correlated to equities, while one
asset class long associated with
effective diversification is gold.
Seen as the ulitmate hedge against
inflation, gold can also protect
your portfolio against a falling
stock market as it is shown to per-
form strongly when stock markets
are falling.

One of the simplest ways to buy
gold is to purchase shares of an
exchange-traded fund that owns
gold, or alternatively buy the real
thing, in either coins or small bars.
The price of gold recently closed
above the psychologically impor-
tant $1,000 level, although some
analyts warn that the price might
drop due to increasing fears of
deflation, rather than inflation.

To get adequate equity diversifi-
cation, it is generally recom-
mended that you hold
40-50 stocks. Rather than
investing in a few stocks, and
bearing the risk that one event
might have a catastrophic effect
on your wealth, this means you are
spreading this risk across a
number of investments. As the
nationalisation of Anglo Irish
Bank clearly shows, allocating a lot
of your portfolio to one stock is a
high risk strategy.

An easier way of getting expo-
sure to different stocks is by
buying a fund – an effective way of
spreading your risk. It can also be
very cost-effective. One cheap,

effec-
tive way of

diversifying is by
putting your money into various
exchange-traded funds (ETFs).

Cheaper than a managed fund,
ETFs can give you access right
across the asset class spectrum –
equities, commodities, property
and corporate bonds.

If you are looking to get expo-
sure to different markets, it might
make sense to go down the multi-
country route, rather than
investing in a particular country.

If you’re looking at niche invest-
ments, the general recommenda-
tion is to invest no more than
10 per cent of your money, while
Corr advises keeping investments
in which you are interested – wine
or art, for example – separate from
your financial interests.

One downside to diversification
is that one asset class may perform
very strongly but you will only have
a small allocation to it. However,
Corr notes that in the current envi-
ronment, investors are willing to
give up return for stability.

For people with legacy invest-
ments who may be overweight in
Irish assets, Dolan says it’s impor-
tant to strike a balance and, while
it will be difficult to change your
allocation, you can gradually
reduce your exposure to one class.

But diversification doesn’t
always work – in 2008, it mattered
little what you were invested in.
The only asset that performed well
was cash.

Tips from the Buffett table How to be a billionaire in 10 easy steps

Whether the market is going up, or going down,
financial spread betting is a way to profit from
any fluctuation, writes Barry McCall

“
Financial spreadbetting
isan interesting

alternative to trading inshares
or investing in thestockmarket

Keep it simple
“Rule number one: Never losemoney. Rule
number two: Never forget rule number one.”

Avoid leverage
“If you’re smart you don’t need it – if you’re
dumb, you got no business using it.”

Don’t be an active trader
“We believe that according the name
‘investors’ to institutions that trade actively is
like calling someonewho repeatedly engages
in one-night stands a romantic.”

Buy for the long term
“Our favourite holding period is forever.”

Save, save, save
“Don’t save what is left after spending; spend
what is left after saving.”

Don’t look for the next big thing
“With enough inside information and amillion
dollars, you can go broke in a year.”

Buy property with caution
“Enjoyment and utility should be the primary
motives for purchase, not profit or refinance
possibilities. And the home purchased ought to
fit the income of the purchaser.”

Be a contrarian
“I will tell you the secret of getting rich onWall

Street. You try to be greedy when others are
fearful, and you try to be very fearful when
others are greedy.”

Pick the right stocks
“You should invest in a business that even a
fool can run, because some day a fool will.”

Stick with index funds
“The best way to own common stocks is
through an index fund that chargesminimal
fees. Those following this path are sure to beat
the net results (after fees and expenses)
delivered by themajority of investment
professionals.”

– Fiona Reddan

SPREADBETTING is a tax- and
commission-free alternative to
trading shares and financial
markets. Thismeans you don’t
pay capital gains tax or stamp
duty. Nor do you pay stockbroker
commission or account fees.
One of themajor differences

between trading on the stock
market and spread betting is
that with spread betting, you
don’t actually own the share, you
just bet on its performance.
If you think the financial

product is going to go up, you
buy a bet, also known as going
long. However, if you think it is
going to go down, you sell the
bet – going short, or shorting.
Howmuch you win or lose then
depends on howmuch the price
goes up or down by.
Financial spread betting is

particularly attractive in
turbulent times because of the
fact that shares do not have to
increase in price for you tomake
money; you simply bet on the
direction you think the share
price will move – up or down –
and, if you get it right, youmake
money.
And themore itmoves in the

correctly predicted direction, the
moremoney you stand tomake.
So, if you were to bet ¤10 for

every cent of a rise, you could
win ¤100 if the price were to rise
by just 10 cent. Of course, you
could lose ¤200 if it were to fall
by just 20 cent.
But you can guard against this

eventuality. Financial spread
betting firms have various

systems and tools available to
assist customers. You can put
what is known as a stop/loss
order on a bet. This will close out
the bet if a loss gets to a certain
amount. For example, a trader
could put a stop/loss order in for
¤50. Therefore, if the share price
fell bymore than 5 cent they
would not losemore than ¤50
on their bet.

It’s also easy to exploit
winners. Many people have
difficulties in resisting the
temptation to keep chasing a
winner, regardless of the sport
involved.
But financial markets are

cyclical, and you could end up
losing all your gains if you’re not
careful. However, by wise use of
the stop/loss orders and by
managing positions, active
financial spread betters can
keep building their winnings.
This works because there are

no fees involved in cashing in a
bet. So, if you are ¤500 ahead on
a bet, you can close that position,
take your winnings and reopen a
position at the new share price,
this time possibly gambling that
the shares will go down instead
of up, if you think the price has
peaked.

A market crash may be bad
news for some – but for
those who may have bet on
a downturn, it can mean a
significant windfall.
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Diversify by
going for gold Gold can protect your

portfolio against a
falling stock market
as it is shown to
perform strongly
when stock
markets are
falling
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PROBABLY THE most famous
investor in the world, Warren Buf-
fett started his investment career
with an initial fund of $105,000
back in 1956. Over the next
52 years, he turned this into a for-
tune of some $62 billion, making
him the richest man in the world.

The most remarkable aspect of
Buffett’s fortune is that it is
derived not from activities, but
from investment. Unlike Bill Gates
for example, who made his money
by building up Microsoft and
selling it to the stock market, Buf-
fett makes his money buying
shares through his investment
vehicle, Berkshire Hathaway.

Investors, in turn, can benefit
from Buffett’s investment nous by
buying shares in Berkshire Hath-
away. When he took over in 1965,
shares were valued at just $15 –
today they are $101,030 per share.

Inspired by Benjamin Graham,
author of The Intelligent Investor,
Buffett is a proponent of “value
investing” – buying a company for
less than its instrinsic value. He
says: “It’s far better to buy a won-
derful company at a fair price than
a fair company at a wonderful
price.”

He also cautions against fol-
lowing market trends, saying most
people get interested in stocks
when everyone else is. Instead, he

says, “the time to get interested is
when no one else is”. Another key
aspect of Buffett’s approach is that
you should buy to hold; he is com-
mitted to long-term investing.

The master of the investment
aphorism, Buffett’s words of
wisdom are disseminated every
year in Berkshire Hathaway’s
annual report, and his no-non-
sense, common sense approach to
investing is copied by investors all
over the world – although perhaps
not in Ireland.

Buffett is famously opposed to
debt or leverage: “If you’re smart
you don’t need it . . . if you’re
dumb, you got no business using

it.” If Ireland’s developers and
bankers had taken Buffett’s
advice, we mightn’t be in the mess
we’re in now.

But while his success may be
unparalled, Buffett doesn’t always
get it right, and even the “sage of
Omaha” couldn’t avoid the finan-
cial crisis. Indeed Buffett got pum-
melled by something that hit most
Irish investors – the collapse in
value of Irish banks. In 2008, he
invested $244 million in two Irish
banks “that appeared cheap”. By
year-end he had written his hold-
ings down to market value – just
$27 million, an 89 per cent loss.
However, as his strategy is to hold

for the long term, his “unforced
errors”, as he described this invest-
ment, may eventually come good.

While he has made his fortune
several times over from stock
picking, Buffett is a great believer
that the best investment is in your-
self – “anything that improves
your own talents”.

Buffett is known for promoting
the brands he invests in, and is fre-
quently seen drinking Coke, one of
his favourites. At Berkshire Hatha-
way’s AGM, shareholders can
sample the fruits of his invest-
ments. At this year’s event, for
example, 35 companies exhibited,
including Mars.

An investment or endorsement
from Buffett can send stock
soaring. More recently, Buffett
sent the share price of Chinese
clothing company Dalian Dayang
Trands rocketing when he dis-
closed that he loves the firm’s suits
and wears no other brands. While
Buffett maintains that he hasn’t
invested in the firm, shares still
jumped by over 200 per cent,

So if you can’t invest like Buf-
fett, at least you can look like him.
In addition to your Dalian suit,
Berkshire Hathaway has an
“activewear” collection with base-
ball caps for $14. And if your
stocks don’t come up trumps, how
about playing cards with pictures
of Buffet and his investment
partner Charlie Munger for $7.50?

Upping your wins, no matter the markets

“
Investors have
learned from

experience and are now
looking to a balanced
portfolio, with risk
spread across classes

Buffett has built up his fortune by investing. Photograph: Bloomberg
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Check Out Paddy Power Trader’s New Financial Spread Betting Platform. Live Midnight, Sunday, Oct 4th.
Spread bets carry a high level of risk so you should only speculate with money you can afford to lose. You can lose more than your initial deposit and
stake. Before you open an account, please ensure you familiarise yourself with the risks involved and if necessary seek independent advice.

paddypowertrader is a trading name of London Capital Group Ltd (LCG) which is a company registered in England and Wales under registered number: 3218125.
LCG is authorised and regulated by the Financial Services Authority(FSA), and a member of the London Stock Exchange. Registered address: 12 Appold Street, London EC2A 2AW.

“
Financial
spread

betting is attractive
in turbulent times
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