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INTRODUCTION

Finance is a jungle in which even expert hunters are
mauled or eaten. Amateurs stand little chance unless they
arm themselves with a few weapons. Prod people in the
City with the right phrases and they may believe you are
too well armed to be consumed.

The novice needs to leam just enough to realise- when
there is wool in front of his eyes, and to ask questions
that will keep the experts feeling they are being watched.
For-instance, if you ask advice about which shares to buy
you are liable to meet condescension. and the suggestion
that unit trusts may be the wisest move for the smadlin—-
Yestor. At this point a disingenuous little bluff can wam
them to be a bit more careful — something like asking
whether the P/E is too low for the sector but the yield be-
low the opportunity cost. That may stop them patronising
you.

On the other hand if you ask whether suggested invest-
ments provide a retum with an adequate net present
value, and what discount rate has been used in the DCF
calculations and why, you are liable to leave many a
financial adviser floundering. .

This of course is the essence of all bluff; to fint that
you know, but to get the expert sufficiently off his home

&
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territory that he cannot be sure whether you are too knowl-
edgeable to tangle with or too sharp to be robbed. With an
expert on Rembrandt you steer the conversation to, say,
Velazquez (if that is what you know a little about) and he
will become ill at ease and wary of flatly contradicting
you. With an economist you discuss shop-floor working
practices. With City people you discuss economics while
knowing just enough not to be caught before the subject is
changed.

You do, however, have to take care; the world of fi-
nance is itself full of people bluffing for a living, so watch
out when these ploys are used on you. An effective
counter-play if you suspect you have met a_ professional -
hluffer is to insist on his speaking plain.English and
explaining every term precisely. This is not unreasonable
for if they want your cash the least they can do is to speak
a language you can understand and not hide behind
vaporous M‘ﬁjé@ gj‘

If, despite that, they still bury you in jargon, be alert.
They may be peddling an idea so obvious, or so false, its
fragility needs to be wrapped in verbal fluff to protect it.

So arm yourself with a good enough command of the vo-
cabulary to know when others are bluffing and to provide
ammunition for the perfect riposte.

Defensive bluffing, especially on the stock exchange,

is to avoid advertising oneself as a sucker. The aggressive
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bluff however is called fraud and is frowned on if detected
and you are within the jurisdiction. In the City you can
get away with a lot if you are a smooth unostentatious
operator. People will often love you even after you have
pocketed their cash. Not to be one of the mugs requires
knowledge about what happens and why, so a would-be
investor needs to have a firm grasp of the basics if only to
show that you know this is not a very serious place and

the people in it clever hucksters.
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THE STOCK EXCHANGE

The first thing to remember is that you should never
allow anyone to fool you into thinking there is something
special or mysterious about the stock market or about
shares.

Bank notes started as receipts from renaissance jew-
ellers and financiers for gold deposited in their vaults.
The receipts were therefore as good as gold but could be
traded and exchanged much more easily. The stock mar-
ket is a logical extension of this.

People are reluctant to lock their investment money into
a company forever, so they recover the cash by selling the
receipt. This ‘market liquidity’ makes investors ever
ready to stump up, which in turn makes it easier for busi-
nesses to raise capital.

That at least is the case for the exchange. It seems not
to have noticed that by far the greatest portion of capital
used by companies comes either from retained profits or
from loans. And some companies got so disgusted by con-
stant scrutiny and criticism they bought back the shares to
get rid of the quote.

Seckers after certainty or even predictability are
alarmed by the market. As was very succinctly stated:
‘Anyone who thinks there is safety in numbers hasn't
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looked at the stock market page.’

But there is nothing like a quick and easy profit with
practically no risk, to tap universal greed: a rash of share
options for employees plus privatisations with soaring share
prices created 12-13 million shareholders in the past ten
years. Some 20% of the adult population now owns a
share directly — quite apart from the ones whose pensions
and life assurance depend on the stock market.

Like existing shareholders with a little more cash in
their pockets, some of these new capitalists are now won-
dering if it might be worth dabbling a second toe in the
piranha pool, but are deterred by the arrogant effrontery
of the jargon, and the high commissions charged by bro-
kers trying to recover from the small saver what they dare
not charge the important institutional client.

The important thing to have is confidence, for in fact it
is relatively simple, and therep;ref ways of minimising
costs. The basic principle is ; ‘Take as much as you can
get and pay no more than you can help.’

The Market
There are two things to‘bear in mind. Firstly, the stock

exchange is no different from a vegetable market(nor are
the barrow boys) . It is just a matter of leaming the share
equivalent of the difference between a Cox’s Orange
Pippin and a Jerusalem artichoke - though it may take a
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