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			Preface

			Who this book is for

			Tick all that apply:

			
					Are you tired of the paltry interest rates on offer at banks and building societies?

					Do you have long-term savings that you probably do not require access to for at least the next three years?

					Are you interested in investment (i.e. growing your own money), and would like to know more?

					Are you unsure where to start when investing your own money?

					Are you cash-rich, but time-poor due to a busy lifestyle?

					Are you concerned about investing in shares given the two sharp drops since 2000?

					Would you like to use a simple investing system that beats the broad markets over time, while limiting the risk taken?

					Would you like to learn an investing system that only needs a few minutes each month?

			

			If you have ticked several of the boxes above, then this is the book for you!

			What this book contains

			In this book you will find three simple investing systems for long-term savings. Each of these systems require only a limited amount of your time per month and all use low-cost index funds. The simple systems here are mechanical, so there is no need for you to figure out what to do each month – you simply have to consistently follow the system. 

			The systems are based on five tried and tested, durable share market anomalies that have persisted for a long time. 

			Of course, as with any investing system, there may be short-term periods of underperformance but the systems outperform in the long-term as long as you stick to them. This will therefore require a good amount of self-discipline and patience, but should over time handsomely reward the disciplined, patient investor. 

			What knowledge is assumed

			I’ve assumed that you are likely to:

			
					be interested in investing your own long-term savings in something other than a (very low-yielding) cash deposit account, and 

					have already had some experience in investing, be it via funds of one sort or another (unit trusts, ETFs, investment trusts, pension funds, life assurance products), or even directly in individual shares, bonds and other financial instruments. 

			

			If you are a complete novice in the world of investment and have never before bought shares, unit trusts or even funds via an ISA, let me be honest: this is not the ideal first investment book for you. In the Appendix I have listed a number of books that I consider to be excellent introductions to the world of investment. Such an introduction is outside the scope of this book.

			In contrast, if you have at least dabbled in investment in shares and bonds, either directly or via funds, then this book could be very useful to you in providing a clear framework for investing in shares and bonds via low-cost funds.

			I would also suggest that the investing systems in this book are best applied by those with at least £10,000 of starting capital.

			Structure of the book

			This book is divided into three main parts: 

			
					Part A: Checklist of key investing concepts. A brief introduction to the investing concepts you should know before investing your own money. This includes various potential homes for your cash savings, and why just taking the easy option of handing control of your investment capital over to active fund managers is not necessarily a good idea.

					Part B: Investment building blocks – asset classes, risk and return. This part does a number of things: (a) it focuses on the relationship between investment risk and reward, (b) it highlights a number of share market anomalies that investors can take advantage of to outperform the broad market, and (c) it also takes an in-depth look at what risks and returns have been generated by major asset classes like shares, government bonds and cash over the last century or so.

					Part C: 3 DIY investing systems. This final part is the DIY section, where I suggest three simple investing systems that all use low-cost and liquid exchange-traded funds as the basic investing vehicle, and which range from yearly rebalancing to monthly reallocation, depending on how lazy you are feeling.

			

			Each of the 12 chapters in this book are relatively self-contained – you can skip straight to one and read it on its own if you wish.

			In the Appendix I have included a lot of detail about where to find financial information and ideas on the internet, plus some recommended books on investing for further reading.
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			Part A.
Basic Principles

		

	
		
			Chapter 1.
 The Long Path To These Investing Systems

			The journey that I have taken to arrive at these three investing systems has been relatively long and involved. I have worked in the financial markets, both in London and Paris, for 20 years, in a number of different roles. This came after I had gained a doctorate in Artificial Intelligence (a subject which, while fascinating to me at the time, had precious little to do with finance of any sort).

			I wanted to pursue a career in financial research, but applied research rather than the academic research that I had been engaged in for over three years leading up to that point. So I applied to a large number of research departments, primarily at investment banks based in the venerable City of London.

			My first steps in the City

			I was finally offered a role to kick-start my post-academic finance career in late 1994 at the pre-eminent US bulge bracket investment bank Goldman Sachs, located in Fleet Street next to the old home of the Daily Express newspaper. I started out on day one knowing virtually nothing at all about finance, and was immediately assigned to the equity strategy team, which involved trying to predict the direction of share markets (including trying to forecast year-end levels for indices such as the FTSE 100), and coming up with interesting investment themes that professional investment managers, key clients of the bank, could reflect in their own share portfolios of UK and European companies.

			This was a great experience for a newbie to the world of finance, as it involved a lot of on-the-job training and learning fast, usually doing long hours as a junior investment analyst. However, I quickly became quite cynical about the claims of so-called City experts to be able to predict or forecast the direction of the economy or financial markets (e.g. share or foreign exchange markets) given the complexity of the problem. Frankly, it is just too difficult, particularly when you consider the potential impact of exogenous events like the Gulf War or the bankruptcy of Lehman Brothers. 

			The first key lesson that I took away from my full-time job in the City

			Don’t waste your time trying to forecast future levels of share market indices like the FTSE 100! There are so many macro-economic, geopolitical and share-specific factors at work that you have little chance of being right on a consistent basis.

			A very British change of culture

			Upon leaving Goldman Sachs together with my then-boss after a couple of years, I embarked on a similar equity strategy role at another City institution, but this time a British investment bank – Schroders. This was a very different culture, where the atmosphere was perhaps less aggressive than it had been at times at Goldmans, and where the emphasis was much more on producing a high standard of research on share market investment themes than on writing and marketing weekly research.

			This second stint in the City taught me the value of standing back from the daily hurly-burly of share market trading, to try to distance myself from the inevitable volatility of rising and falling markets and shares, and instead to try to focus on a select few key trending investment themes at any given moment. I also learnt that if these investment themes were identified relatively early on, then they could remain valid for a number of months or even years, and result in sizeable trends in individual shares, industry sectors or even entire financial markets over that period.

			Lesson 2

			Long-term investment trends can last a surprisingly long time, far longer than we might expect and even sometimes spanning several years. In addition, they can be very profitable for those who (a) manage to identify the trend early on, and (b) have the confidence and resolve to stick with that trend until it is finally exhausted.

			Moving to Gay Paree

			Unfortunately, one day in early 2000, I discovered along with my Schroder colleagues that our section of the Schroders business, the investment bank (as distinct from the fund management division that still today bears the Schroders name) was to be sold to the US bank Citigroup, to be merged into their investment banking and broking division Salomon Smith Barney (SSB). This would entail working with new colleagues from SSB in Canary Wharf to the east of London, rather than right by St. Paul’s Cathedral in the heart of the City, where the Schroders building stood. 

			Not enamoured by the prospect of working

			
			
			
					the fund manager have to be paid (normally a rather large salary), and also 

					the back office staff of the fund manager who take care of all the trading and subsequent administration, and then finally

					the various share brokers providing investment ideas to the various fund managers who would then have to pay their own research analysts, salespeople and traders out of the commission paid by the fund managers for shares bought and sold on their behalf.

			

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
					without the need to pay an expensive fund manager, 

					spreading investment risk across a number of asset classes,

					using a momentum-based system at its core to follow market trends, and 

					taking advantage of low-cost, smart beta-based ETFs in order to outperform the benchmark financial market indices in the long-term.
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