




			 

Most investors try to find a balance 
between risk and reward. An obvious 
investment objective is to try and get 
the most reward for the least amount of 
risk. In trying to achieve this goal most 
pension funds use a Managed Fund 
as the cornerstone of their portfolios. 
A Managed Fund is a fairly diversified 
investment usually containing a mix of 
equities, bonds, cash and property. The 
reason that these investments go so well 
together in a Managed Fund is that they 
don’t tend to have their good and bad 
times at the same time as each other 
and so are uncorrelated. The idea is that 
when one of the assets is doing poorly the 
other assets will be performing well and 
on balance the fund will be profitable. 

Why should a Managed Fund 
stop at only 4 asset classes? 

If other asset classes, which also 
don’t have their good and bad times 
at the same time, can be identified 
should they not be introduced 
to the Managed Fund also?

Currencies are such an asset class. 
Some Currency Funds have almost zero 
correlation to Managed Funds. That 
makes these Currency Funds an ideal 
candidate to improve the risk reward 
profile of a Managed Fund particularly 
those Currency Funds that also have 
returns similar to or better than Managed 
Funds. Currency Funds seek to make 
profits from the movement in currency 
exchange rates and they can profit 
even when the other asset classes 
present in a Managed Fund are falling. 

The table below shows the performance 
of the average Managed Fund over the 
past 8 years and the performance of 
Friends First Insight Currency Fund. 

Managed Funds have performed positively 
overall but there have been some 
years that they performed negatively. 
Interestingly, in the years that they 
were negative, the Currency Fund was 
positive. Similarly the Currency Fund 
has performed positively overall but 
had one negative year. In the year that 
it was negative the Managed Fund was 
positive. So both investments make 
money over time but make money at 
different times. That means that adding 
a Currency Fund into the Managed 
Fund can lower the risk of the Managed 
Fund without lowering the return.

Currency Funds can be a 
wonderful source of return. 
But more importantly than 
that, they tend to make 
money at a time when other 
assets are doing poorly and 
so can help to reduce the 
fluctuations in the value 
of an investor’s portfolio. 

Diversifying Managed Funds 

MANAGED FUND CURRENCY FUND

2001 -4.8% 14.1%

2002 -19.2% 16.2%

2003 13.5% 11.3%

2004 13.0% -9.7%

2005 22.1% 10.7%

2006 14.6% 11.1%

2007 -2.5% 7.0%

2008 -21.2% 2.49%

Source: Currency Fund is Friends First Insight Currency Fund. Figures by Friends First - 31.12.2008
Source: The Managed Fund is from MoneyMate - 31.12.2008

In recent years, Currency Funds have moved from being an overlooked source of 
return to being one that investors are actively adding to their portfolios. This has 
been driven not only by the strong returns from investing in currencies but also by 
the tendency for Currency Funds to have their periods of good and bad returns at 
different times to Managed Funds. The Insight Currency Fund offers diversification 
for maximising the return on a portfolio whilst also reducing the risk. 



* For further information please contact Paddy Swan (pswan@invesco.ie) or James Finucane (jfinucane@invesco.ie)

2008 Market Overview

2008 has been the most damaging year in Global Equity Markets since the Great 
Depression.  We have seen an unwinding in global debt and the repercussions 
from this have been widespread with every major asset class impacted by severe 
reduction in value.  The impact of this on the consumer has been profound as 
financial market stress has spilled into the high street’s availability of credit. 

	 Ireland 
	 The Irish Equity Market is 
under pressure due to heavy selling and 
very little buying interest. Investors fear 
the economic and financial impact of 
the rapidly weakening property market 
and general economic background. The 
market fall is exerting a negative wealth 
effect on Irish consumer sentiment and 
weak momentum in spending. This has 
had a knock on effect on 2008 GDP 
growth which stood flat. 

The financial sector, which had been 
dominated by four banks, makes up 
approximately one-third of the ISEQ 
index, which declined by 65% over the 
year. Initially, this decline came on the 
back of concerns over the state of the 
global financial system. Later, however, 
the domestic financial situation came 
under serious pressure where confidence 
in banks slumped. However the 
announcement of a State Guarantee on 
all deposits in Irish Banks saw the sector 
regain some of its losses towards the end 
of the year. 

	 US 
	 The US economy has slowed 
markedly over the past year. The latest 
bout of financial market chaos along 
with the plunging property market, 

company earnings missed expectations 
and the increase in unemployment has set 
negative GDP growth for the third quarter 
of 2008 at -0.5%. The S&P 500 index was 
down by 39% during the 12-month period.

However, aggressive actions by the US 
authorities are likely to bring forward 
a recovery. Legislation was passed in 
October to allow the US government to 
buy non-performing assets of the financial 
institutions which fear collapse, in order to 
bring some closure to the credit crisis.

The Federal reserve has stated that the 
financial market turmoil will restrain 
consumer spending due to a lack of 
availability of credit.

The US consumer accounts for 
approximately 21% of global spending 
and they have been hit especially hard. 

	 Europe
	 The Dow Jones Euro Stoxx 
50 Index - the first pan-European blue-
chip index calculating the 50 biggest 
companies in the Eurozone lost 55% of its 
value in the 12 month period. 

Lending rules will be tightened from 
February 2009 in order to dissuade banks 
from becoming too dependent on the 

ECB for liquidity. Banks Fortis and Dexia 
received capital injections from European 
country Governments. Iceland took 
control of Glitnir, the country’s third largest 
bank. The ECB took part in a globally co-
ordinated rate cut, reducing interest rates 
to 2%.

The European Central Bank president Jean-
Claude Trichet stated that the Eurozone 
was in “an episode of weak activity” with 
downside risks from the ongoing financial 
market tensions. The economic slowdown 
will continue to erode corporate earnings 
and we are seeing a broadening of 
earnings weakness beyond financials.

	 Japan 
	 The Japanese economy 
weakened considerably during 2008. 
Business confidence has turned negative 
for the first time in five years and Japan’s 
Government cut it’s outlook for the 
Japanese economy and admitted that 
the economy is ‘deteriorating’. Slowing 
demand from overseas led to a weakening 
in export levels, with a decline in 
industrial production and an increase in 
unemployment. 

Japanese Equities suffered sharp falls 
during the 12 month period. The NIKKEI 25 
Index fell almost 43%.


