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A Guide to Investments

Introduction

The investor’s chief problem - and even his worst enemy – is likely to be himself

Benjamin Graham, 1934

The world of investment is not short of famous quotations, but this truism from Benjamin Graham, the Warren Buffett of the early to mid-1900’s, is particularly relevant to a discussion on investments. What Graham advocates is conviction on the part of the investor. Too often, investors are swayed from a certain course of action due to an adverse experience. Once you decide on a particular investment, based on thorough reasoning, have the conviction to see it through. 

‘A guide to investments’ is a topic that has spawned thousands of books and articles, yet it is an area which remains loosely understood by the great majority of us. It is sometimes portrayed as an area of great complexity, but central to any investment decision are a number of easy to understand concepts, which if borne in mind will rarely result in you becoming your own worst enemy. In a series of articles over the coming weeks, the various different types of investment will be examined under the categories outlined below. 

Firstly, it is important to set out your investment goals, i.e. what is the objective of the investment. Analysing the investment objectives will help determine the most suitable types of asset for reaching this goal.  Consideration must then be given to the following;

· Risk: Is inextricably linked to return and generally the more risk with a particular investment, the greater the return expected. The majority of investors consider themselves to be somewhere in the middle of the risk spectrum i.e. between risk averse and risk taker. It is really only through experience that many establish what tolerance for risk they have.

· Expected return: Investors will generally expect to get the best returns they can, for a given level of risk. The key is to be realistic. On the basis of long-term historic performance figures, the returns for each asset class will differ. The mantra ‘past performance is not a guide to future returns’ may ring a little hollow, but a more meaningful measure is return per unit of risk. This combines risk and return, and allows you to compare investments between asset classes. 

· Time: Before investing you should be clear about the time horizon for which the investment is being made. Certain investments (e.g. equities) are not suitable over the short-term. Often the investment objective will determine the duration e.g. investing for education on behalf of young children is long term, whereas investing for a deposit on a house would typically be more short term.

· Access: A requirement for short-term access to funds would steer you in the direction of liquid investments like deposits (which offer greater access).  Some investments offer unrestricted access to funds while others can be relatively illiquid. The requirement for an income is also an important consideration, which would fall into this category. The investment goals established at the outset will determine the need for access. 

· Charges / terms and conditions: The investment decision should have been made before consideration is given to charges, terms and conditions.  Nonetheless it is relevant to any decision on investment, but emphasis should be on value for money rather than paying particular attention to price or charges in isolation. 

Taxation is a key consideration, but does not override any of the criteria just discussed. For future purposes the issue of whether the investment is direct or through a pension will be treated as irrelevant.  Suffice is to say that if pension limits are not being fully utilised, investing through a pension may be preferable. Criteria relating to access or time horizon will differ in this circumstance.

Although each article will be devoted to a specific investment asset class, the concept of diversification, or spreading your funds across a number of investments is an underlying theme. Diversification and risk are linked in the sense that appropriate diversification controls or reduces risk.  Effective diversification means that some of your assets will be under performing all of the time.  The least effective investment strategy is attempting to allocate funds between asset classes to catch the cycle of performance.  There are many levels to diversification; diversification of asset type, industry, geography, even diversification of time horizon.

The process of establishing attitude to risk can be fairly subjective, but an investment recommendation cannot be appropriate or robust without some attempt at assessing risk tolerance. Investment advisors go through a process called a ‘fact-find’ before advising clients, which is important in defining the investment characteristics of a person and relating this to an investment proposal. In some circumstances it may recommend against investing where there are large outstanding debts, in favour of debt restructuring.

The next article will look at Equities and examine the various ways in which you can access stockmartket investments. The other areas that will be covered include:

· Capital protected products

· Government Bonds and Deposits

· Property

· Alternative investments

Much of the content of the series of articles will be related to investing (a lump-sum) as distinct from saving (on a regular basis). The basic tenets of investment apply equally to both saving/ investing. However for savers there is one important principle; the greatest influence on your investment return is your own saving behaviour.  Investment products will not make up for an inability to save.
Gary Connolly, Chairman, Irish Association of Investment Managers Retail Committee
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