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would cease to provide positive returns.
Lastly, a tip for anyone who plots their graph and finds 

the trend is not positive. If you find certain funds are 
continuously underperforming, you will have to make some 
decisions about whether to hold on to them or not. This may 
incur additional management fees though and you would be 
kicking yourself if the fund suddenly enjoyed it’s best year 
for 10 years after you sold the investment, so again – do your 
research before you take any action. Happy investing!

Volatility is part of investing – they are essentially two peas 
in a pod. Effects of the eurozone crisis have resulted in 
one of the most turbulent periods in world stock markets, 
since the beginning of the downturn in 2008. This has hit 
pension funds, ISAs and other investments, but dividends 
paid by UK companies have, for the large part, continued to 
rise. This gives a wonderful opportunity to those investors 
who want to strip out the effects of inflation. The increased 
volatility does mean the market fluctuates wildly and can 
take dramatic tumbles; so what to do?

Don’t panic
Basic human instincts mean we don’t like to see our 
investments fall – many of us would rather sell at a loss to 
prevent the risk of that loss getting bigger. In doing this, 
we could fall into the classic trap of getting out too early – 
sometimes it is better to ride out the storm – after all, what 
comes down, must go up (in most cases). If you plot a graph 
of your investments, you will probably find they go up and 
down continually but if you plot a line of best fit to assess the 
trend, you should find it is positive (unless you have been 
incredibly unlucky with your choice of funds; but if you have 
– don’t worry – read on for more tips). Therefore, if you pull 
out of the market when it is falling, all you are doing is to 
crystallise your losses. This is essentially common sense – if 
the rate of after tax interest you earn on your cash is less than 
inflation – your cash is slowly but surely eroding before your 
very eyes. If, on the other hand, you are investing for the 
short term (that is, less than five years), then you probably 
shouldn’t be in the stock market anyway. The safest place for 
short-term investors is somewhere safer and less volatile. 

Risk versus reward
It may seem obvious, but diversification in your investments 
is also very important and unless you are a bit of a gambler, 
suitable professional advice should always be sought and 
your investment should be spread according to that advice. 
Many sectors and geographical areas are linked. For example, 
let’s assume you invested in ice-cream and to diversify, you 
invested in beach balls. Would you agree that diversifying 
into say, umbrellas would balance your risk a lot better? You 
may also want to go for not too much risk and not too little 
risk, in order to meet your objectives so careful review is 
key. Your risk strategy should match your objectives as well 
as your overall approach to risk, which also includes your 
ability to cope with a degree of loss, which you will need to 
have assessed. This changes with age and other factors, so 
build in a review over an appropriate timescale.

Whatever your attitude to risk is, it is usually a good plan 
to have some kind of safety net in place; something you can 
rely on when the markets slump, like maybe setting aside a 
sufficient amount in cash deposits. 

The allocation of investments should take into account 
your attitude to risk and your ability to cope with losses. 

Should I stay or should I go?
Mac Kotecha offers sage advice 
for budding investors
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It should also take into account the period of investment 
and the purpose of the investment. There are even some 
absolute return funds which provide a positive return in all 
conditions, but these are not always appropriate in terms of 
the level of return they offer and some can also have quite 
high management fees built in – so look before you leap. Even 
these types of funds are not without risk, however as they 
underwrite their potential loss through a third party and if 
that third party goes out of business, it usually means that it 

Mac Kotecha (FCA) is a chartered accountant 
and chartered financial planner who deals 
exclusively with dentists and has been 
established for over 28 years. His company 
offers accountancy, taxation and payroll 
services in addition to invaluable advice on 

practice management, buying/setting up a practice and 
other dental issues. Contact him on 020 8346 0391 or go 
to www.specialistdentalaccountants.co.uk to learn more.
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