
27/11/2011 Print Article: A lesson to learn about betting ahead

1/2ZZZ.smh.com.au/action/printArticle?id=2766782

Advertisement

 
  Print this article _   Close this window

A leVVon Wo leaUn aboXW beWWing ahead

John Collett 

November 14, 2011 - 9:06AM

Well, well. Surprise, surprise. Who could have guessed there
would be problems with contracts for difference (CFDs), the
highly geared derivative products that bet on the future prices
of shares, markets or commodities. The failure of CFD
broker, MF Global, has once again highlighted the potential
pitfalls of investing on steroids. Australian traders who are
clients of MF Global, a US broker that failed last week and is
in administration, are hopeful of a full refund of their
outstanding account balances. But that could be wishful
thinking. Between $400 million and $500 million belonging to
about 13,000 clients of MF Global's Australian arm is believed
to be at risk.

If you have heard of CFDs it may be because they have been
heavily advertised as a safe way to play the markets. Or
perhaps you caught the repeated warnings by the Australian
Securities and Investments Commission (ASIC) about the possible pitfalls, stating CFDs are ''much riskier than a
flutter on the horses or a night at the casino''.

According to researcher Investment Trends, there are about 40,000 active CFD investors in Australia, up from
about 9000 in 2005. Growth is expected to continue. Some of these investors will be ordinary investors, such as
those trading CFDs in their self-managed super funds, who are using some retirement savings to trade.

It appears that the main, or core, users of CFDs are share traders.

Ordinary investors should avoid CFDs because it is about betting on the direction of future prices and it's a bit like a
novice driver behind the wheel of a racing car. The potential to leverage-up the investor's capital increases the risks.
Investors who are highly geared could easily lose more than their initial capital and end up owing money. And with
CFDs, that could occur in days. Small investors are not likely to be able to effectively manage the stop-loss settings
that brokers provide.

For investors, the usual rules about investing should apply before venturing into particularly risky investments. If
investors do not understand a financial product, they should not invest in it.

It could be argued that CFD trading is beyond most ordinary investors' abilities. It is best for most people to favour
simplicity and transparency over complexity and leave the too-clever-by-half investments to those people who can
afford to lose their money.

Should anything go wrong, complexity always works in the favour of the providers.

Layer upon layer of complexity also makes it harder to work out how much is being paid in fees. If traders want to
take punts with their money, fair enough. They are likely to be better educated and have more investment
experience than the broader population. If their investments blow up, they are probably in a better position than
most people to find a real job.

Following its ''health check'' of CFDs in 2009, ASIC chose not to restrict CFDs being sold to the financially
illiterate. Instead, it put the onus on CFD providers to ''qualify'' investors before taking them on as clients.

From March next year, CFD brokers must assess investors' experience.
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IQYHVWRUV ZLOO EH VFUHHQHG E\ CFD EURNHUV DERXW WKHLU XQGHUVWDQGLQJ RI FRQFHSWV VXFK DV OHYHUDJH, PDUJLQ OHQGLQJ
DQG YRODWLOLW\.

TKH PRVW VXUSULVLQJ SDUW RI WKLV ODWHVW H[DPSOH RI OLJKW-WRXFK UHJXODWLRQ LV WKDW WKH UHJXODWRU KDV GHFLGHG WR OHDYH LW
WR WKH EURNHUV WKHPVHOYHV WR GHWHUPLQH WKH EHVW PHWKRG RI FRQGXFWLQJ WKH DVVHVVPHQW. EYHQ LQ WKH US, WKH EDVWLRQ
RI OHW-LW-ULS FDSLWDOLVP, WKHVH SURGXFWV FDQQRW EH VROG WR UHWDLO LQYHVWRUV.

GLYHQ WKDW PRVW CFD LVVXHUV GLVWULEXWH GLUHFWO\ WR LQYHVWRUV WKURXJK PDVV-PHGLD DGYHUWLVLQJ, UDWKHU WKDQ WKURXJK
ILQDQFLDO DGYLVHUV, UHWDLO LQYHVWRU DUH SDUWLFXODUO\ YXOQHUDEOH.

EDUOLHU WKLV \HDU, WKH FLQDQFLDO OPEXGVPDQ SHUYLFH FDOOHG IRU LQYHVWRUV WR EH EDQQHG IURP XVLQJ CFDV XQOHVV WKH\
ILUVW REWDLQ D FHUWLILFDWH IURP D ILQDQFLDO SODQQHU RU DQ DFFRXQWDQW WKDW VD\V WKH\ DUH FRPSHWHQW WR WUDGH CFDV.
TKDW'V D PXFK EHWWHU LGHD WKDQ WKH UHJXODWRU'V OLJKW-WRXFK DSSURDFK.

AQRWKHU SUREOHP, DSDUW IURP WKHLU LQKHUHQW ULVNLQHVV, LV ''FRXQWHU-SDUW\'' ULVN, ZKHUH WKH CFD SURYLGHU FR-PLQJOHV
LQYHVWRUV' PRQH\ - VRPH FOLHQWV' IXQGV FRXOG EH XVHG WR FRYHU RWKHUV' ORVVHV. IQ WLPH ZH ZLOO NQRZ ZKHWKHU MF
GOREDO GLG VHJUHJDWH FOLHQW IXQGV RU ZKHWKHU WKH EURNHU XVHG FOLHQW IXQGV WR PHHW RWKHU FOLHQWV' REOLJDWLRQV RU WKH
EURNHU'V RZQ REOLJDWLRQV.

SRPHWLPHV ILQDQFLDO SURGXFWV DUH VR FRPSOH[ WKDW DOO WKH GLVFORVXUH LQ WKH ZRUOG ZLOO QRW DGHTXDWHO\ SURWHFW
LQYHVWRUV. I GHI\ DQ\ RUGLQDU\ LQYHVWRU WR MXGJH VRPHWKLQJ OLNH FRXQWHU-SDUW\ ULVN, HVSHFLDOO\ ZKHQ LW H[WHQGV WR
VRPH RWKHU SDUW\, DSDUW IURP WKH EURNHU, WKDW WKH\ PD\ QRW KRQRXU WKHLU VLGH RI WKH FRQWUDFW.

YHW, DOPRVW DV LI WHVWLQJ KRZ IDU WKH ULGLFXORXV QRWLRQ RI ''DQ\WKLQJ JRHV, MXVW GLVFORVH'' FDQ EH SXVKHG, WKH UHJXODWRU
LV UHTXLULQJ EURNHUV WR GLVFORVH WKHLU FDSLWDO, OLTXLGLW\ DQG KHGJLQJ SRVLWLRQV.

TKH UHJXODWRU KDV DOVR WLJKWHQHG GLVFORVXUH RI ULVNV DQG IHHV RI CFDV ZLWK PRUH ZDUQLQJV DERXW WKH ULVNV LQ
DGYHUWLVLQJ.

BXW VXUHO\ WKH UHJXODWRU LV MRNLQJ LI LW H[SHFWV RUGLQDU\ SHRSOH WR FRPH DZD\ IURP UHDGLQJ WKH GLVFORVXUH GRFXPHQWV
ZLWK DQ\ UHDO LGHD RI ZKHUH WKH ULVNV OLH.
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