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Earlier this year, we launched a new webinar series called Invested to help 
people understand more about investments and how they can be used as a 
longer term savings tool. Our aim was to educate people about investments 
to improve their financial wellbeing and to enable them to make better 
financial decisions for their financial future.   

Our Invested webinar series was an unprecedented success. With so many 
viewers joining us for each of the webinars and with so many questions asked 
throughout each webinar, we just couldn’t get through them all in a short 
period of time. So as a follow-up, we have collated this Invested FAQ guide 
which captures the questions from the series that we received from viewers, 
but didn’t get a chance to answer during the webinars. 

How should I invest my money? 

This was the most common question  
we were asked throughout the Invested 
series. We can split up the question 
into a few component parts to group 
together the issues of our viewers 
below. However, we might start with 
some overall considerations when 
answering this question. 

In general, we recommend that people 
go to first principles and use what we 
call the Three Steps Program to help you 
to navigate your way to achieving the 
outcomes you desire. The Program  
can be summarised as follows: 

 

Step 1 – Understand  
what you have (and owe)
The first step is all about bringing 
together any cash, deposits or 
investments you have and then dividing 
it into 3 broad categories. You can then 
see what each pot of money should be 
used for and what the right place is for 
that money or those assets. Before you 
can get your financial house in order, 
you have to lay solid foundations. Start 
at the bottom and build a short-term 
basement. Then, imagine what your 
medium-term ground floor will look like. 
When you have that designed, it’s time 
to think about what top floor is going to 
suit your needs. 

Invested
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Step 2 – Understand your goals –  
or what you want to have  
and to spend in the future
The second step is all about 
understanding what you want from your 
money. You could have a number of 
goals in each category or you might just 
want to get your money working for you. 

This is a very individual and personal 
part of our conversation with you. If 
you have some specific goals for your 
longer term money, that’s great. You can 
have a number of goals for this money. 
Achieving growth is often at the heart of 
what you want for this money. We would 
like to add to that – achieving growth 
and beating inflation.

Step 3 – Agree a plan that aims to  
get you to where you want to be
There are many homes for your money 
but what’s right for you is as individual 
as you are. Rarely is there one single 
solution that meets all of your needs, 
so we tend to offer you options. There 
are a number of building blocks that 
we recommend that you use. The 
proportion that goes into each, will 
reflect the ultimate outcomes you want 
to achieve and the journey you want 
while getting there. 

The desired outcome from Step 3 is 
deciding where to put your money 
and for you to be confident that it 
should perform in a manner you are 
comfortable with. You might choose to 
use one investment type. Alternatively, 
you might want to spread your money 
across a few – this is known as a 
portfolio. Then again, you might be 
familiar with the phrase “Don’t put 
all of your eggs in one basket”. This 
relates to putting your money in a 
few different asset types to give you 
some diversification and protection 
against risk. That way, if one investment 
type falls, your remaining investment 
assets continue to perform and that 
your overall investment portfolio may 
continue to grow.

Your choice of asset types to invest in 
should reflect your attitude to risk and 
your need for growth. If you meet with 
an advisor, they will typically take you 
through a process that should help you 
understand your own attitude to risk 
and to narrow the asset choice down  
to what should be suitable to you.

When you decide where to put your 
money, it is important that you keep an 
eye on how it is doing. Most providers 
offer online access to help you in this 
regard.

Invested

“Setting goals is the first step in turning the invisible into  
the visible”

Tony Robbins
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For instance, Bank of Ireland allows you 
to view many funds using your online 
banking facility.

To find out more about our 3 Step 
process, click here to read our Invested 
ebook – Your Essential Guide to 
Investing

The Emergency Fund 

One of the areas that we covered in the 
series was that of the Emergency Fund. 
This is so important and you should 
really consider building up an adequate 
one before you consider any more 
about investing.

Included under your ‘Medium Term’ 
goals, an Emergency Fund is as 
significant as the name suggests.  
This is money that you set aside for the 
unexpected, substantial outlay such as  
a boiler breaking down and needing to 
be repaired.

Some people also include savings in 
this fund to cover unexpected loss of 

income. A good rule of thumb for what 
you might need in an Emergency Fund, 
is three to six months income.

1-3 Years
We had a few viewers who wanted to 
invest for this time period. We’ll cover 
the pensions aspect of this in a moment. 
But in general, we recommend investing 
for 5-7 years or more. The logic behind 
this is to allow for markets moving down 
as well as up.  

Over time, we tend to see a large market 
sell-off on average every 4-5 years. 
If you invest for 2 or 3 years and you 
experience such a fall, your money may 
not have enough time to recover before 
your investment term has expired. We 
have seen situations, like in 2020, when 
stock markets fell at the sharpest rate 
in history and then rebounded quickly, 
as governments and central banks 
took the necessary steps to tackle the 
COVID crisis. However, we have seen 
plenty of examples when it might have 
taken five years or more to fully recover 

Invested

Warning: Past performance is not a reliable guide to future performance.

personalbanking.bankofireland.com/app/uploads/1777430-Invested-guide-ebook-version.pdf
personalbanking.bankofireland.com/app/uploads/1777430-Invested-guide-ebook-version.pdf
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losses from a major market downturn. 
The chart above highlights in pink the 
periods when markets took some time 
to recover from falls in the past.

5-7 Years or More 
Now, we are in investment territory.  
We are talking about a time frame 
in which you can expect at least one 
sharp sell-off but you also have time to 
recover and hopefully to make money 
over the term. To achieve growth above 
inflation, you typically need some 
allocation to “real assets” which include 
things like company shares (also known 
as equities) and property. We always 
recommend “not putting all of your eggs 
in one basket” so in addition to real 
assets, you could include some money 
in government and corporate bonds as 
well as alternative investments. 

The key decision is the blend of these 
“asset classes” and that is dictated by 
your attitude to risk. We try to find the 
“sweet spot” where your desire for 
return meets your wish to minimise 
risk. To do this, in Bank of Ireland, we 
take a quite scientific approach, using 
a carefully prepared questionnaire 
which we run through with you. The 
results of which dictate where you fall 
on a risk/reward scale of 1 to 7, with 1 
being most cautious and 7 being most 
return focussed. A large percentage 
of the people we meet, unsurprisingly, 
fall in the 3 or 4 category. We can take 
that information which allows us to 
recommend strategies that fall within 
that category. 

7 Years or More
This might sound like a long time but 
when we talk about pensions, you will 
see that it may not be the case. We also 
talk to parents who want to put money 
aside to fund third level education for 
their children. If they start these plans, 
when the kids are babies, the investment 
horizon could be 18 years or more! 
 
If you have that longer timeline, you 
really are looking at long term growth 
and you have time to overcome the 
inevitable ups and downs along the way. 
Again, we suggest that you go through 
the Risk/Reward Questionnaire but it 
is worth keeping the priority of growth 
front and centre. We would often look 
at strategies that are predominantly 
invested in real assets for this time 
horizon. This approach can be reviewed 
and if necessary, de-risked as the  
time nears when the money might  
be needed.

The Pensions Consideration

We got a number of questions about 
investing pension savings and AVC’s 
(Additional Voluntary Contributions)  
and quite a few were from viewers  
who referred to a relatively short 
investment horizon. 

It is important that these individuals 
factor in how they will draw down their 
benefits at retirement. For example, 
if they are going to draw down their 
entire pot of money as tax free cash 
in let’s say 3 years, then investing is 
probably not a wise approach. If they 

Invested
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will draw down some tax free cash but 
leave more invested in an Approved 
Retirement Fund (or equivalent) then 
their investment horizon is not 3 years 
as the money will be invested possibly 
until they pass away. Their investment 
horizon in fact may be not 3 years but 
23 or 33 years. In such circumstances, 
they will probably need investment 
growth to ensure that the pension pot 

can stay ahead of inflation and/or any 
money drawn down on an ongoing  
basis as income.

This is not a straight forward 
question and the answer inevitably 
is multi-faceted. Good advice from a 
professional is essential to help you 
to make the decision that fits your 
circumstances.
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Warning: Past performance is not a reliable guide to future performance.

Cryptocurrency

We received a range of questions on 
Cryptocurrency during the series. 
Presumably, because this has been a 
particularly high profile way of investing 
which has created many millionaires 
across the globe. We thought that 
it would be useful to explain this 

phenomenon but we do have additional 
reading on “What is Cryptocurrency” 
on our website. Simply click here to 
read more. What-is-Cryptocurrency-
June-2021.pdf (bankofireland.com)
 
The chart below from Coindesk shows 
the performance of two high profile 
crypto players Bitcoin and Ethereum. 

We have to understand that 
cryptocurrency has experienced some 
wild swings, while delivering some 
spectacular returns for those who got in 
early or who spotted the dips. 

While Bitcoin is used to make purchases, 
the vast majority of transactions are 
for investment purposes. Because 
understanding crypto requires quite a 
degree of technical knowledge, investors 
can be more fearful and open to making 
sudden moves to exit entirely from their 

holdings than would be typical with 
more developed markets. 

Investors can also take fright when 
regulatory changes in the crypto 
space take place and bring sudden 
change, such as those announced 
by the Chinese government recently. 
Investors are also unnerved by the lack 
of oversight and fears that crypto is used 
by drug dealers and illegal arms traders. 
The anonymous nature of transactions 
being an attraction.

https://personalbanking.bankofireland.com/app/uploads/What-is-Cryptocurrency-June-2021.pdf
https://personalbanking.bankofireland.com/app/uploads/What-is-Cryptocurrency-June-2021.pdf
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Cryptocurrency remains an attraction to 
many investors but we would suggest 
that you tread carefully and remember 
the advice of The Sage of Omaha 
Warren Buffett, a legendary investor and 
an extremely wealthy person - 

“Risk comes from not knowing what you 
are doing.”

“Never invest in a business you cannot 
understand.”

We can understand some people taking 
a speculative buying position but they 
must do so on the basis that it could 
rocket in value or just as easily, be wiped 
out in an instant. As ever, only invest in 
assets like this what you can afford to 
lose.

Bitcoin Explained

Bitcoin is the world’s first decentralized 
cryptocurrency – a type of digital asset 
that uses public-key cryptography to 
record, sign and send transactions over 
the Bitcoin blockchain.

Launched on Jan. 3, 2009, by an 
anonymous computer programmer 
(or group of programmers) under the 
pseudonym “Satoshi Nakamoto”, the 
Bitcoin network (with an uppercase “B”) 
is a peer-to-peer electronic payment 
system that uses a native cryptocurrency 
called bitcoin (lower case “b”) to transfer 
value over the internet or act as a store 
of value like gold and silver.

Each bitcoin is made up of 100,000,000 
satoshis (the smallest units of bitcoin), 
making individual bitcoin divisible up to 
8 decimal places. This allows people to 
purchase fractions of a bitcoin with as 
little as one U.S. dollar.

Bitcoin and other cryptocurrencies are 
like the email of the financial world. The 
currency does not exist in physical form, 
value is transacted directly between the 
sender and the receiver, and there is 
no need for banking intermediaries to 
facilitate the transaction. Everything is 
done publicly through a transparent, 
immutable, distributed ledger 
technology called blockchain.
Here are the main features of  
blockchain technology:
 • Bitcoin transactions are recorded on 

a public, distributed ledger known 
as a “blockchain” that anyone can 
download and help maintain.

 • Transactions are sent directly from  
the sender to the receiver without  
any intermediaries.

 • Holders who store their own Bitcoins 
have complete control over them – 
they cannot be accessed without  
the holder’s cryptographic key.

 • Bitcoin does not exist in physical form.
 • Bitcoin has a fixed supply of 21  

million Bitcoin. No more Bitcoin can  
be created and units of Bitcoin cannot 
be destroyed. 
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How does Bitcoin work?
Bitcoin users send and receive coins 
over the network by inputting the  
public-key information attached to  
each person’s digital wallet. 

In order to incentivize the distributed 
network of people verifying Bitcoin 
transactions (miners), a fee is attached 
to each transaction. The fee is awarded 
to whichever miner adds the transaction 
to a new block. Fees work on a first-
price auction system, where the higher 
the fee attached to the transaction, the 
more likely a miner will process that 
transaction first.  

Bitcoin mining
Every single Bitcoin transaction that 
takes place has to be permanently 
committed to the Bitcoin blockchain 
ledger through a process called 
“mining.” Bitcoin mining refers to the 
process where miners compete using 
specialized computer equipment known 
as Application-Specific Integrated Circuit 
(ASIC) chips to unlock the next block in 
the chain. 

Unlocking blocks works as follows;
 • Crypto mining uses a system called 

cryptographic hashing. This function 
simply takes any input (messages, 
words or data of any kind) and turns  
it into a fixed length alphanumeric 
code known as a “hash”.

 • Each input creates a completely 
unique hash and it’s nigh on 
impossible to predict what inputs will 

create certain hashes. Even changing 
one character of the input will result  
in a totally different fixed-length code.

 • Each new block has a value called 
a “target hash.” In order to win the 
right to fill the next block, miners 
need to produce a hash that is lower 
than or equal to the numeric value 
of the ‘target’ hash. Since hashes are 
completely random, it’s just a matter 
of trial and error until one miner is 
successful.

This method of requiring miners to 
use machines and spend time and 
energy trying to achieve something is 
known as a Proof-of-Work system and is 
designed to deter malicious agents from 
spamming or disrupting the network.

Whoever successfully unlocks the next 
block is rewarded with a set amount of 
Bitcoin known as “block rewards” and 
gets to add a number of transactions 
to the new block. They also earn 
any transaction fees attached to the 
transactions they add to the new block. 
A new block is discovered roughly once 
every ten minutes.

Bitcoin block rewards decrease over time. 
Every 210,000 blocks (or roughly four 
years), the number of Bitcoins in each 
block reward is halved to gradually reduce 
the number of Bitcoins entering the space 
over time. As of 2021, miners receive 6.25 
Bitcoins each time they mine a new block. 
The next Bitcoin halving is expected to 
occur in 2024 and will see Bitcoin block 
rewards drop to 3.125 Bitcoins per block. 

Invested
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As the supply of new Bitcoin entering the 
market gets smaller it will make buying 
Bitcoin more competitive – assuming 
demand for Bitcoin remains high. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

In one day, two of the biggest 
investment houses in the World 
commented on Cryptocurrency 
investing: one said that it was 
the investment opportunity of a 
generation, the other that it was 
the greatest bubble since the 
Dutch Tulip Mania of the 17th 
Century. It is difficult to predict 
which will be right. Our view is 
that it remains unproven and that 
investors should tread carefully. 
It is one of these themes that 
if you understand it, maybe 
consider it for a small portion 
of your overall holdings, but be 
prepared for a rollercoaster ride.

What should we look out for when 
looking at costs/fees/charges? 

Costs can have quite an impact on 
what your investment delivers for you. 
We would suggest that what is really 
important is not necessarily looking for 
the cheapest solution, but rather the 
one that offers the best value for money.

There are a number of factors that can 
make a strategy more expensive than 
others: actively managed funds usually 
require more human intervention and 
research. Hedge funds and absolute 
return funds often use risk management 

methods that carry higher costs. 
Private equity strategies that are in 
scarce supply or high demand can cost 
more. If you value a higher level of risk 
management, then you can see that  
you may pay a little more for it.

If you buy shares or bonds directly 
yourself, you may be charged 
commission by the broker you deal  
with or their income may be factored 
into the price you pay for the asset. 
For tracker bonds, the fees are usually 
factored into the structure of the 
product and is usually generated upfront 
by the provider. For unit funds, you may 
face some or all of the following: 

 • Annual management fee:  
A fixed percentage of the value of your 
investment fund that is taken by the 
provider each year to pay for managing 
the fund and other running costs.

 • Bid/offer spread:  
The difference between the buying 
price and the selling units in a fund.

 • Allocation rate:  
The percentage of your investment 
that is used to buy units in a fund.  
A 98% allocation rate means that  
for every €100 you invest, €98 is 
invested and €2 is taken as a charge.

 • Early encashment penalties:  
Most of these funds are designed  
to run your investment for five years 
or more. This is a fee you may be 
charged for any money you encash  
in the first few years. Typically, it 
reduces from 5% in year one to  
1% in year five. 
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Warning: Past performance is not a reliable guide to future performance.
Warning: These figures are estimates only. They are not a reliable guide to the future performance of 
this investment.

Source: US SEC Investor Assistance 732-0330

In 20 years, 0.50% annual fees reduce portfolio 
value (red line) by $10,000 compared to a 
portfolio with 0.25% annual fee (blue line).

In 20 years, 1.00% annual fees reduce portfolio 
value (green line) by nearly $30,000, compared  
to a portfolio  with a 0.25% annual fee (blue line)

4% annual return less 0.25% annual fee

4% annual return less 0.50% annual fee

4% annual return less 1.00% annual fee

Portfolio Value From Investing $100,000 Over 20 Years

It is important that you understand what 
the costs are – but what question do you 
ask? A good question is to ask what the 
net cost is, another is to ask what is the 
Total Expenses Ratio or TER. 

The TER provides a way for the annual 
costs of running a particular fund to be 
covered. It takes all of the known costs 
associated with the fund’s operation 
and expresses them as a single number, 
generally as a percentage, drawing its 
basis from the assets associated with 
the fund. TER includes the management, 
trading, and legal fees associated with 
the fund, as well as any audit costs or 
general operating expenses.

If there are upfront costs associated 
with your investment, less of your 
money will have an opportunity to grow. 
Annual costs limit the growth each year 
but it is important to remember that as 
growth compounds, higher costs limit 
the amount of your money that benefits 
from any growth. The chart below comes 
from the US SEC and shows the impact  
of charges from 0.25% to 1.0% over  
20 years, using a growth rate of 4% p.a. 
for each. The higher cost strategy, if it 
delivers the same gross return as the low 
cost one, will attract higher fees of almost 
$30,000 over the 20-year time frame. 

When evaluating costs, it is worth asking 
what level of service you will get on an 
ongoing basis. As we know, investments 
do go down as well as up and you 
may want to seek ongoing advice in 

more volatile times, which may not be 
available from an ultra-low cost offering. 
DIY is usually cheaper but sometimes it 
pays to get advice from professionals.
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Explain EFTs and why do people  
use them

A number of our speakers referred 
to EFTs in our webinars. An exchange 
traded fund (ETF) is a type of investment 
that tracks an index such as the FTSE, a 
sector such as technology, a commodity 
such as oil, or other asset, but which 
can be purchased or sold on a stock 
exchange the same as a regular stock. 
An ETF can be structured to track 
anything from the price of an individual 
commodity to a large and diverse 
collection of securities. 

A well-known example is the SPDR 
S&P 500 ETF (SPY), which tracks the 

S&P 500 Index. ETFs can contain many 
types of investments, including stocks, 
commodities, bonds, or a mixture of 
investment types. An exchange traded 
fund is a marketable security, meaning it 
has an associated price that allows it to 
be easily bought and sold. 

The reason why investors like EFTs 
is that they allow you to invest with a 
greater level of diversification with the 
liquidity that allows you to buy and sell 
like a share or bond. They can be  
bought through stockbrokers.

The market for EFTs has grown very 
strongly globally as shown in the  
chart below.

Invested

Source: Statista, July 2021

Warning: Past performance is not a reliable guide to future performance.

Cash invested in ETFs

Explain commodities

We had plenty of questions about 
commodities as this is probably a 
relatively new way of investing for many. 
Some of our commentators talked about 
how to add them to your investment  
mix to achieve greater diversification.

What is a commodity?
A commodity is a basic good used in 
commerce that is interchangeable 
with other goods of the same type. 
Commodities are most often used  
as inputs in the production of other 
goods or services. The quality of a given 
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commodity may differ slightly, but it is 
essentially uniform across producers  
i.e. a barrel of oil is pretty much the 
same wherever it is produced. We 
depend on them for the basics of 
everyday life – for the electricity we use, 
the food we eat, the clothes we wear, 
the homes we live in and the transport 
we rely on. Here are a few examples: 
 
Fuel related commodities –  
oil and gas 

Agricultural/food related 
commodities –  
wheat, cocoa and coffee 

Hard commodities/precious metals – 
gold and silver 

Commodities are traded on exchanges. 
The price of commodities goes up and 
down for the conventional reasons 
of demand and supply. They can be 
impacted by political conflict, legal issues 
and even the weather. However, prices 

can also be subject to speculation which 
can cause some wild swings in values. 
Oil and gold are probably the most high 
profile commodity prices. 

How Do I Buy Commodities?
Many ways of buying commodities offer 
liquidity i.e. you can trade them daily 
on main exchanges. Investors can buy 
commodities in a number of ways: they 
can physically buy them i.e. take delivery 
and store them for future use or sale.  
They can buy commodity futures which 
means giving you the right (but not the 
obligation) to buy a specified amount at 
a specified time in the future.  

You can buy an Exchange Traded Fund 
(an “ETF”) which gives you an exposure 
to a range of different commodities. 
For example, the S&P GSCI is a 
composite index of commodity sector 
returns representing an investment 
in commodity futures that is broadly 
diversified across the spectrum of 
commodities. The index consists of 24 
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Warning: Past performance is not a reliable guide to future performance.

Source S&P GSCI July 2021
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commodities from all commodity sectors 
- energy products, industrial metals, 
agricultural products, livestock products 
and precious metals. 

Finally, you can buy shares in companies 
who derive value from a commodity  
e.g. buying shares in a gold mining 
company which should benefit from  
a rising gold price. 
 
Many multi-asset funds including 
pension funds, hold commodities as a 
means of getting greater diversification.  
They play an important role as they can 
deliver growth but its drivers of return 
can be different to shares and bonds.
 
How have Commodity  
Investments Performed?

The chart on the previous page  shows 
how a diversified basket of commodities 
would have performed over the last 
5 years. You can see how commodity 
prices dropped dramatically as the 
COVID crisis spread worldwide. As the 
World re-opened and the vaccine was 
distributed, you can see the rebound in 
prices to pre-crisis levels.
 
How Do Commodities React  
to Inflation?
There is no perfect link from commodity 
prices and inflation. However, because 
commodities prices typically rise 
when inflation is rising, they can offer 
protection from the effects of inflation. 
As the demand for goods and services 
increases, the price of goods and 

services rises as does the price of the 
commodities used to produce those 
goods and services. 
 
With a maturing investment  
coming up, what should you do?
A lot of maturing investments have 
certain characteristics. Generally, many 
maturing investments were made in 
a fixed-term asset with returns linked 
to stock markets which carried some 
degree of capital security. The good 
news is that it is likely to have matured 
with a positive return. It is likely the 
precise investment that is maturing is 
not available for re-investment. 
This is usually a good time to stand back 
and assess the best use for this money. 
In many ways, it should be a similar 
process to your original investment 
decision. 
 • Firstly, look at what you have and what 

you owe and make an assessment of 
your current circumstances. 

 • Take a look at your Emergency Fund 
and make sure that it continues to  
be adequate for your needs. 

 • Next, it is probably timely to check 
your goals for your money and see  
if they have changed. You may be  
nearer your retirement age, you may 
be considering spending rather than 
accumulating at this stage. 

 • If your plans remain unchanged and 
you are comfortable with looking at 
another five to seven years or more, 
then it is worth looking at your attitude 
to risk – has this changed since you 
originally invested? 
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 • Once you have been through these 
steps, you can then look at what 
choices are available on how your 
money should be invested. There 
are many solutions that are available 
today that may not have been an 
option when you originally invested. 

With interest rates remaining low, if 
growth remains a priority, re-investment 
is an option worth considering. It is 
important therefore to go through a 
robust process to ensure that your 
needs continue to be met.

Irish Government Bonds - why 
invest in them, how and taxation

Sometimes we call them bonds, also 
fixed income, gilts and credit. When a 
bond is issued an individual is lending 
money to the Government or to a 
company. In return the Government  
or company generally guarantees to  
pay a fixed amount of interest and  
to repay the original amount after a  
pre-arranged period. The interest is 
known as “a coupon.”

Once bonds are issued, most can 
then be bought and sold on the stock 

exchange - just like shares. Despite the 
fact that bonds like these usually pay a 
fixed amount of interest, the price of the 
bond will move up and down. It’s not 
the rate of interest on the bond that will 
change, it is its attractiveness compared 
with other investments. So, for example, 
if interest rates rise and a person can get 
a higher rate of interest then the value of 
the bond with the lower interest rate will 
fall (and vice versa). Historically, bonds 
have tended to be less risky investments 
than shares. However, that is not to say 
that they don’t have risks of their own. 
There is always a risk (however small) 
that the issuer will default on the bond; 
this is especially true with bonds issued 
by certain companies (the so-called “junk 
bonds”). There is also some risk that 
the demand for a certain bond may fall. 
More importantly, however, because 
the bonds trade on the stock exchange 
and their price will vary, there is a risk 
of the return being less than expected 
if the bond is sold before maturity. The 
biggest factor affecting the price and 
therefore the return is the prevailing 
rate of interest. 

Although some people do invest 
directly in Government bonds through 

Invested

Source: Bank of Ireland Investment Markets

Interest rate
Bond price

Bond price
Interest rate

The Interest rate/bond price relationship
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stockbrokers, it is more common to 
invest in bonds as part of a managed 
fund. They are usually part of the mix  
of investments as they are seen as a  
way to diversify funds away from some 
of the ups and downs of equities. 
Stockbrokers usually charge a fee to  
buy and sell bonds.

Along the way, bond values would 
certainly have seen some ups and 
downs, but nothing like the level of 
variation you would have seen in a  
share portfolio. 

Investors tend to choose bonds as they 
like the promise of a fixed coupon every 
year and the promise of a return of a 
set amount at a fixed point in the future. 
All of these promises are predicated 
on the issuer being able to make those 
payments and the investor holding the 
bond to maturity.

For an Irish resident personal investor in 
Irish government bonds, the good news 
is that capital gains tax does not apply to 
any gains you make but any coupons or 
income are subject to personal taxes. 

Invested
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What is an emergency fund,  
what can you do with it and how 
much – if you put it on deposit 
won’t returns be low/negative?

An Emergency Fund is your “rainy day” 
money – for when the bigger things in 
life go wrong. It could cover the costs of 
an unexpected repair or more seriously, 
being out of work for an extended 
period of time without any income 
replacement.

You should consider having a strong 
Emergency Fund in place ahead of any 
investments. Ideally you do not want 
to be a forced seller of investments to 
fund an immediate need as this may 
mean encashing when markets are at 
a low point. As a rule of thumb, you 
should aim to have 3 to 6 months salary 
set aside, or if you are retired or not 
working, then 3 to 6 months spending.

Ideally, you should keep this money 
separate from your day-to-day spending 
to avoid accidentally accessing it.  

Your priorities for this money are 
security and access and not really 
growth. Therefore, the only real  
home for this money, at the moment  
is a deposit account, even though 
interest rates remain very low.
 
What ways of investing win  
and lose with inflation?

As the World re-opens, some supply 
lines have struggled to keep pace with 
demand, leading to price rises. Inflation 
has emerged as a growing problem but it 
should always be a concern for investors. 
Inflation erodes the buying power of your 
money. So it is important to consider 
strategies for some of your money that 
keeps the overall value of your money.  

Inflation has emerged as a major issue 
for markets. While Central Bank leaders 
refer to inflation as being “transitory”, 
it has remained high and may take 
quite some time to resolve. Inflation 
should always be a key consideration for 
investors as it erodes the buying power 
of your money but also impacts on 
bonds, shares and many other assets.  
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Warning: Past performance is not a reliable guide to future performance.
Warning: These figures are estimates only. They are not a reliable guide to the future performance of 
this investment.
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Source: S&P Dow Jones Indices assumed calculation of the S&P GSCI as of May 7, 2007. Prior to that date, the index was calculated by Goldman Sachs or its affiliates from 
1991 forward. Spot returns only reflect prices levels of futures contracts included in the index. Spot returns are used as a calculation component of the excess returns that 
add rolling returns and total returns that also include collateral yield.
The index Launch Date is May 28, 2008. All information for an index prior to its Launch Date is hypothetical back-tested, not actual performance, based on the index 
methodology in effect on the Launch Date. Back-tested performance reflects application of an index methodology and selection of index constituents with the benefit of 
hindsight and knowledge of factors that may have positively affected its performance, cannot account for all financial risk that may affect results and may be considered to 
reflect survivor/look ahead bias. Actual returns may differ significantly from, and be lower than, back-tested returns. Past performance is not an indication or guarantee of 
future results. This back-tested data may have been created using a “Backward Data Assumption”. For more information on “Backward Data Assumption” and back-testing in 
general, please see the Performance Disclosure.

Heading inflation Market-based inflation expectations 

So what strategies can help  
to insulate your portfolio  
against inflation?
Company shares – over the long term, 
stock markets have generally delivered a 
return in excess of inflation. However, we 
have seen periods of very high inflation, 
high interest rates and economic 
downturn when shares have performed 
poorly. The mid-1970’s being a prime  
example as the Oil Crisis triggered 
a global recession and for example 
between 1973 and 1981, inflation rose 
by more than 9% a year. During the 
same period, stocks shed about 4% 
annually.

If prices are rising and companies can 
pass them on effectively or improve 
productivity, then they can maintain 
profitability which will support share 
prices. 
 
However, within stock markets, 
companies that fall into the value 
category tend to outperform growth 
shares. Growth shares rise on the basis 
of the value of rapidly rising future 
earnings. Such earnings may be worth 
less when we discount for the effect  
of inflation.  
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Source: Bloomberg, MSCI, J.P. Morgan Asset Management. Based on MSCI Europe Index and assumes no charges. Past performance is not a
reliable indicator of current and future results. Guide to the Markets - Europe. Data as of 30 September 2021

Warning: Past performance is not a reliable guide to future performance.
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What is the view on high yield shares?

When we talk about yield, the basic 
calculation is the income generated by 
the company (earnings per share) divided 
by the share price. So if the yield is high, 
it can be because the dividends are very 
high or because the share price is  
 

particularly low. High yield shares can  
be very attractive if the share price is 
likely to hold or even go up and if it can 
maintain the dividend payments on an 
ongoing basis. What you need to be 
wary of is a share which has a high yield 
because its share price is tumbling and 
likely to suffer in the future. 

What is really important is the role that 
dividends play in delivering long term 
growth. Some analysts estimate that 
dividends and their re-investment will 
become an even more important aspect 
of your investment strategy as long term 
capital returns ease. 

The chart above shows the difference 
between investing in European shares 
since 1986 with dividends re-Invested 

versus a basic capital return. As you  
can see, a huge percentage of overall 
return derives from earning dividends 
and re-investing them. 
 
In answering this question, we referred 
to high yield shares. Investors may also 
choose high yield bonds. Again the 
calculation is the income divided by the  
price of the bond. However, the income 
on a bond is typically fixed during its 
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lifetime. The yield on a bond may be 
high because its value has not been 
realised but it may also be because 
the bond issuer has suffered weaker 
financial performance and it has been 
downgraded by a ratings agency. 

Income or yield is critically important 
in achieving the best outcome for your 
investment strategy. It is important 
to look “under the bonnet” to see the 
reason why the yield looks so attractive.

I have some additional money, 
should I invest or pay off my 
mortgage?

There are pro’s and con’s to each and it 
is something to spend time on assessing 
what is right for you.

Those in the ”invest” camp will say 
that investment returns over the long 
term are higher than interest rates. 
Furthermore, if you invest in liquid 
assets (ones that can be accessed if 
you need) then if an urgent need arises, 
you can get your hands on your money. 
They would point out that paying down 
debt does not allow any flexibility. 
Furthermore, they would suggest that 
if you are used to paying the mortgage 
amount and you have the discipline of 
saving this every month that you can 
comfortably continue to do so.

Those in the “pay down mortgage” 
camp would argue that there is great 
freedom in eliminating debt – it is the 
equivalent of having another income in 

the household. While interest rates may 
be low, they may rise again in the future 
which could lead to demanding monthly 
repayments. 

A few points to consider:
 • Do you have a tracker mortgage on 

a very low rate? If so, such a low rate 
may be very valuable to you and 
probably will not be available to you  
in the future. 

 • Does your mortgage arrangement 
allow early repayment or would break 
clauses or penalties apply?

 • Have you spoken to your lender about 
the optimal mortgage for you e.g. a 
fixed rate mortgage may be worth 
considering or have you looked at 
options to switch to another provider 
to improve your terms and conditions.

 • If you have surplus money to make 
this decision, we would suggest that 
your top priorities should be to ensure 
that you have an adequate Emergency 
Fund and consider paying down an 
expensive debt such as credit card 
bills.

 • Do not forget the possibility of using 
the money to add to your pension – 
the generous tax benefits might make 
that option the most effective benefits 
use of your money.

 • Try not to look at this decision in 
isolation, take the opportunity to look 
at your circumstances and needs as a 
whole through sitting down for a full 
financial review. Good advice can help 
you make the right decision for you 
and your family.

Invested
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If you want to look at savings from early 
mortgage repayment, you could click this 
link Overpayments Calculator - Mortgage 
Calculators - Bank of Ireland

What are the key considerations 
around saving for children’s 
education?

If we are looking at saving for third 
level education, we know that this is an 
expense that seems to increase almost 
every year. In a survey by TU Dublin, they 
estimated the cost of going to college, 
and living away from home outside 
Dublin at almost €12k p.a. This is a hefty 
cost but one you can plan for and the 
earlier you start, the better.

There is a real opportunity here to see 
the power of compound interest. Albert 
Einstein said “compound interest is the 
8th Wonder of the World. Those who 
understand compound interest are 
destined to collect it. Those who don’t are 

doomed to pay it.” The key lessons are
1. Start as early as you can 
2. Put away a regular amount, as much 

as you can afford
3. Seek the optimal return within the 

level of risk you are comfortable with 
– remember if you have a young child 
and are saving for their education at 
age 18, you have a long investment 
term and should be able to withstand 
plenty of ups and downs along the 
way.

4. Avoid selling early, even when 
markets get nervous – this often 
turns out to be a good buying 
opportunity!

Growth doesn’t just come from your 
assets increasing in value, it also comes 
from reinvesting the income they earn. 
The chart below shows how a slightly 
higher growth rate can have a really 
meaningful impact on your investments 
over time.

2% 4% 6% 8% 10%

10 years 12,189 14,802 71,908 21,589 25,937

20 years 14,859 21,911 32,071 46,610 67,274

30 years 18,113 32,434 57,343 100,627 174,494

40 years 22,080 48,010 102,857 217,245 452,592

50 years 26,915 71,067 184,201 469,016 1,173,908

Warning: These figures are estimates only. They are not a reliable guide to the future performance of 
this investment.

Source: Bank of Ireland, Investment Markets, October 2021.

https://personalbanking.bankofireland.com/borrow/mortgages/calculators/overpayments-calculator/
https://personalbanking.bankofireland.com/borrow/mortgages/calculators/overpayments-calculator/
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What can people do looking for  
low/low-medium/cautious/
conservative strategies?

We assess customers on a risk scale of 
1-7 and the majority fall into the 3 or 4 
categories i.e low to medium or medium 
risk. Most regulated investment funds 
are rated with this scale in mind so an 
advisor should be able to match  
a strategy to your attitude to risk.
There are a number of approaches  
that may be worth considering:
 • Tracker bonds offer an opportunity 

to get returns linked to stock 
markets over a fixed term and with 
the advantage of a safety net of a 
protection of a percentage of your 
original investment, at maturity.

 • Other strategies may offer a 
protection of a percentage of the 
highest value of your fund

 • Many funds use wide diversification  

of the assets held to reduce risk. 
Typically for a category 3 fund, 30-
40% of your money is invested in 
“real assets” (shares and property), 
while a category 4 risk strategy may 
have c. 50-60% in real assets. The 
remainder of your money is usually 
held in government and corporate 
bonds, cash and what are called 
alternatives (a wide universe of ways 
of investing which can include assets 
such as currencies, commodities, 
infrastructure and others that respond 
in different ways to stock markets.) 

It is worth remembering that adopting 
a cautious approach over time may give 
you a smoother journey but you need 
to manage your expectations about 
growth, which is likely to be modest. To 
help you understand this trade-off, we 
recommend getting professional advice. 



Invested

Next Steps

To find out more:

01 523 9813*

bankofireland.com/exploreinvesting

*  Calls may be recorded for service, training, verification and analysis purposes.



Terms and conditions apply. The information set out is intended to be a guide only and should not be relied on without seeking professional advice.  
It is important to note that tax relief is not automatically granted.
Revenue terms and conditions apply. The content of this document is for information purposes only and does not constitute an offer or recommendation 
to buy or sell any investment or to subscribe to any investment management or advisory service. While the information has been taken from sources 
we believe to be reliable, we do not guarantee their accuracy or completeness and any such information may be incomplete or condensed. All opinions 
and estimates constitute best judgement at the time of publication and are subject to change without notice. While great care has been taken in its 
preparation, this document is of a general nature and should not be relied on in relation to specific issues without appropriate financial, insurance, 
investment or other professional advice.
Life assurance and pension products are provided by New Ireland Assurance Company plc trading as Bank of Ireland Life. New Ireland Assurance 
Company plc trading as Bank of Ireland Life is regulated by the Central Bank of Ireland. Advice on life assurance and pension products are provided by 
Bank of Ireland. Bank of Ireland is a tied agent of New Ireland Assurance Company plc trading as Bank of Ireland Life for life assurance and pensions 
business. Bank of Ireland trading as Bank of Ireland Insurance & Investments, Insurance & Investments, Bank of Ireland Private and Bank of Ireland 
Premier is regulated by the Central Bank of Ireland. Members of Bank of Ireland Group. Information correct as of December 2021.

Warning: If you invest in a pension you will not have access to your money until your retirement date.

Warning: The value of your investment may go down as well as up.

Warning: If you invest in a pension you may lose some or all of the money you invest.

Warning: Past performance is not a reliable guide to future performance.


