Lot VS TR SR

everaging on ne

Should you borrow money
to invest for the long term?

LEVI FoLk

. Mcmey is cheap. If you can

secure a loan, the cost

of borrowlng is minimal. This

week the prime rate dropped
te3.0%. -

Fzetor in [nflation, and
money, on deposit may be
worth less tomorrover thar it
is today. Yet, despite its low
return, Investors will settle
for the paltry return of cash or
bonds over anything the stoick
market has to offer,

So, rather than lend money
t0 the banks for next to noth-
ing, consider the opposite
strategy: Rorrow money from
the bank to invest for the long

High-yielding bank shares
in the pear term may be allur-
ing. The iShares CDN Finan-
cial Sector Index Pund (TSX:
XFN), for example, has & cur-

' rent dividend yield in excess

of 7% that would easily fund
the cost of aloan.

. Terry Shaunessy, portfolio
manager at Shaunessy Invest-
ment Counsel in Calgary, says
that “the numbers definitely

add. up,” but it comés down -
-to & *gut check” for investors

becange.of the high market
volatility.

The risk is {bat dlvidends
eculd be cut, rates go up, or
both. Mr. Shaunessy says he
“has a high confidence in the

" banks common dividends,”

but & better idea iz 4 more Q1=
versified investment fund.
Professor Moshe Milevisy
of the Schulich School of Busi-
ness says the rght question to
ask when considering lever-
age is not whether money is
cheap, but whether you ¢an
afford it. i
“Your total amount of lever-
age, if any, should depend on

the structure of your personal

balance sheet and, in partien-
lar, the nature of what I call
your human capltal — your
Joh, career, salary” Prof. Mi-
levsky says.

Indeed mindless horrow—
ing en masse is the reasen aur
financial system is In its cur-
rent state of disarray.

Jonathar: Kirshblum, a fi.
nancial advisor at Blackmont
Capital in Toronto counsels
caution,

“When borrowing money
to invest, you are introducing
the risk of losing mare than

your initial invested capital,”

heaiys.

“Investors who act on the
allure of borrowing cheap
money often pay dearly when
‘sure bets’ deliver far from
guaranteed returns.”

- One point that ia Jost on the
buy-and-hold community is
that when you invest greatly
matters in your total veturn,

.even over the long run, Rath-

er than averaging cut aver
tine, there is 2 high variabil-
ity in long-term returns that is
affected by an investor’s base
year pericd of Investing.

In other wards, there rre
better times to Invest than
athers, and now mey be ¢ne
those better times.

“With the benefit of hind-
sight” it is poasible to lden-

tify “critical times” that were .

either really good or really bad
from the perspective of the
long-term investor, write An-
drew Smithers and Stephen
‘Wright in their epproachable

.and insightful book on invest-

ing, Viluing Wall Street,

Hindsight always works .

best when looking backward.
Mr. Smithers and Mr. Wright

- have something to say about

the predictability of stock re-
turns, too. Long-term invest-
ord (more than 20 years) will
be interested te know that the
14 best years to have bought
stocks over the past cen-
tury “were invariably years
that seemed at the time to
be either pretty bad or more
often downright terrible”

The single best year to have
purchased equities inthe 20th
century was, surprisingly,
1933, the height of the Great
Depregsion. Between 1931-
1243, real gross nations) prod-
uct in the United States fell a
back-breaking 19%. Yet, in the
midst of the national pain, the
stock market was unequivp-
cally cheap.

The worst year to have
Bought stocks was 1929, just
before the market erash that
precipitated the Great De-
pression. Similarly, in 20 years
time, 2667 will likely regis-
ter a3 one of the worst years,
even for long-term investors,
o have invested in the stock

_ market.

L NETAL QDSI

2% 29@(

(&



AAROW LYNETT [ HATIONAL POST
Jonathan Kirshblum, left, and Moshe Milevisy, The ques-
tlon to ask when considering leverage is not whether
maoney Is cheap, but can you afford it, Milevksy says.

History says that the prob-
ability of earning an above-
average return in the stock
market is higher after hav-
ing earned a below-average
return. Despite that fact, Mr.
Smithers and Mr. Wright's
measure of market valuation,
called *q” {www.smithers,
co.uk/), suggests that the U.S.
stock market is close to fair
value but aot overly cheap.
in contrast, in 1932, the mar-
ket was roughly 40% under-
valued.

f“ &

The sk that
dividends could
be cut, rates go
up, or both

Just because the market
has fallen heavily doesn’t
mean investing today is a

sure thing, says Dalpe
ortfolio m -

vigors Dalpe

Desjardins Securitles. Odds
may favour leverage, says Mr.
Dalpe, but you never know if
We are on the cusp of another

That said, the stock mar-
ket is actually very consistent
over the long run at deliver-
ing consistent returns, which
lends mote support to the

idea that now may be a good
time to borrow to invest over
the long term.

Professor Jeremy Siegel of
the Wharton School of Busi-
ness, discovered that, looking
at data for the S&P 500 all
the way back to 1800, stocks
exhibited a trend return of
6.75%.

Through two centuries of
upheaval, innovation, wars,
that trend return has not
changed and currently the
merket is pearly 40% below
trend, according to research
by Charles Dumas of Lom-
bard Street Research.

And, if there is one thing
that iz for certain, there is no
telling where stock market
returns will be over the next
YEAL.

8till, according to Mr.
Dumas, the notion that stock
market gains are below trend
suggests “fair returns, even
if future downward lurches
recur.

Yes, money is cheap today
and stock prices are down,
which makes leverage an in-
teresting proposition for long
term investars. You have to
have 10 a clean balance sheet
to finance the loan to make
sure you can carry the invest-
ment over the next couple
decades.

One other thing you will
need in the current tumultu-
ous market is a healthy dose
of nerve,

Financial Pogt
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FREE MONEY FROM CHEAP MONEY OR
THE RISKIEST STRATEGY OF 2009

STEP 1: BORROW
Rurrow $100,000 on  line of credit
that s it Prime less 50 basks points,
ar 1.5% (A pre-cilsis negotlmd
line of creit)

snnnhal horrmwing ensts = 52,500
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STEP 3: REDUCE TAXES

\Upside:

Stocks 4o up in price
Dividend yialds go up
Borrowing costs fall further

Downside;

Stocks go down [n price
Dividant yields are cut
Bark asks for money back
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