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In a volatile market

it is important to understand what contributes to 

the risk in your portfolio, and what creates the most potential 

rewards for taking that risk.    



Understand the 
psychology
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Why are you in the 

market?risk & 

reward.



Equities look close 
to fair value
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Societe Generale, The Herald, May 2016



Yield Curve Risk
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Price and Earnings
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EPSg forecasts
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The risks of the 
unknown – the 
AUD
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Dr Shane Oliver

Head of Investment Strategy and Economics

Chief Economic at AMP Capital



The risks of the 
unknown – the 
AUD
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Dr Shane Oliver

Head of Investment Strategy and Economics

Chief Economic at AMP Capital

“This is likely to take the $A towards 

$US0.60 on a 12 month horizon.”



The risks of the 
unknown – the 
AUD
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Richard Grace

Chief Currency & Rates Strategist

Head of International Economics – Commonweath Bank



The risks of the 
unknown – the 
AUD
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Richard Grace

Chief Currency & Rates Strategist

Head of International Economics – Commonweath Bank

Year-end Australian dollar forecasts 

against the US dollar are up from 

US70 cents to US78 cents, after 

Commonwealth Bank (CBA) currency 

analysts brought forward the long-held 

view of a cyclical recovery in the 

AUD/USD exchange rate.



Who is correct?
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Words on risk over 
the past 12 months
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Bruce Campbell
BMO Investment Chairman

“Capital loss is so easy to achieve in 

this environment. Investors should 

have more modest growth 

expectations, and more modest 

expectations of investing returns”.

John Abernethy
Clime Asset Management CIO

“This environment has skewed the risks 

investors are willing to take in order to 

achieve mediocre returns. The capital 

we don’t lose today will be the capital 

we can invest tomorrow, that is where 

you will make your returns. It’s very 

much about not making mistakes in this 

cycle, not being too aggressive and 

certainly not being greedy.”

Mike Smith
ANZ CEO

“The biggest problem in the next few 

years is the huge amount of liquidity 

flowing around the world. Investors' 

hunt for yield means that risk is not 

being properly priced. This is a worry.”

Kerr Neilson
Platinum Asset Management

“At the moment there are few choices. 

People are going to stay in equities. 

They may seem quite expensive but 

they’ll remain the most prospective of 

all investments.”



Strategies for the Risk / 
Reward payoff
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Risk & 

Reward.

The balance between the 

return of an asset and the 

uncertaintly of those 

returns.



Building a 
Portfolio to create 
balance
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Understand the Economic Environment
Medium – Long term outlooks for major Economies and Asset types 

Create an Asset Allocation which suits YOU
Asset Allocation is probably the cheapest way to manage volatility and to protect against the 

unknown.

Have a Portfolio Management strategy
Have a strategy for portfolio construction within each asset class that seeks to maximise 

returns for lowest possibel risk, and that fits within your overall Investment strategy.



Balance.

By creating a mix of asset 

classes that react to 

economic news differently 

creates a better risk / reward 

balance than any one 

individual asset class.



From Asset Allocation to 
Portfolio Construction
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Understand the 
numbers
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Client Super Fund

Historical Portfolio Beta: 1.03

Portfolio Value 614,383

VaR (5%) 8,807

VaR (10%) 6,862

Tracking error (active risk): 4.4

Market Risk 13.10%



Understand the risk / reward 
payoff of each position
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Examine the “risk 
on” positions
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… And how each position 
reacts to the other
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… And how each 
position reacts to the 
other
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ask
yourself
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What other strategies can be used

to manage risk?



Strategy #1
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Stragey #1 : Insurance

Buy a Put that allows you to make someone buy your stock

at a given price 

between now and a set future date.



Buying Protection 
– an Example
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BHP is trading at $18.80

Buy a put that finishes 2 months away with a strike of $18.71

Cost $0.98



Buying Protection 
– an Example
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What is the Problem with this strategy?



Buying Protection 
– an Example
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BHP is trading at $18.80

Buy a put that finishes 2 months away with a strike of $18.71

Cost $0.98

$0.98 / $18.80 =

5.2% for 2 months protection!



Buying Protection
The Problem
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If you took out home insurance for a year on a $800,000 house and the 

cost of that was $52,000 every year, and then it had a $80,000 excess 

would you take it out???

Every year????



Strategy #2
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Stragey #2 : The Buy-Write

Sell away the upside on a portion of your portfolio

by selling call options over stock you think is getting

fully valued.



Buy-Write
Strategy
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Use the shares you own (or buy shares) and sell a call over 

those shares for a premium.

•Generate Additional income from the Call premium you receive

•Continue to receive dividends (subject to early exercise)

•Limited protection against a falling price

•You chose the strike price (and therefore the price at which 

you’re happy to sell at)



Buy Write Strategy
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Is it possible to increase returns?



Buy Write Strategy
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And reduce risk at the same time?
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The legal stuff
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This presentation is provided for general information purposes only and is not intended as an offer to enter into any 

transaction.  This information contained in it is not necessarily complete and its accuracy can not be guaranteed.  We 

have prepared this presentation without consideration of the investment objectives, financial situation or particular needs 

of any individual investor.

Before a client makes an investment decision, a client should, with or without Cooper Wealth Management’s assistance, 

consider whether any advice contained in the presentation is appropriate in light of their particular investment needs, 

objectives and financial circumstances. It is unreasonable to rely on any recommendation without first having spoken to 

your adviser for a personal recommendation.

The information contained in this presentation has been taken from sources believed to be reliable. Cooper Wealth 

Management Pty Ltd does not represent that the information is accurate or complete and it should not be relied on as 

such. Any opinions expressed reflect Cooper Wealth Management‘s judgment at this date and are subject to change. 

Cooper Wealth Management and/or its affiliated companies may make markets in the securities discussed. Further 

Cooper Wealth Management and/or its affiliated companies and/or their employees from time to time may hold shares, 

options, rights and/or warrants on any issue included in this presentation and may, as principal or agent, sell such 

securities. 

The Directors of Cooper Wealth Management advise that they and persons associated with them may have an interest 

in the above securities and that they may earn brokerage, commissions, fees and other benefits and advantages, 

whether pecuniary or not and whether direct or indirect, in connection with the making of a recommendation or a dealing 

by a client in these securities, and which may reasonably be expected to be capable of having an influence in the 

making of any recommendation, and that some or all of our representatives may be remunerated wholly or partly by way 

of commission.

The presentation is proprietary to Cooper Wealth Management and may not be disclosed to any third party or used for 

any other purpose without the prior written consent of Cooper Wealth Management.

Disclaimer



thank you.


