
Irish investors who want a regular return
on their capital but are not happy to hand
their money to the banks — where deposit
rates are in the doldrums — have been
exploring peer-to-peer (P2P) lending.

P2P lending is a system in which any-
one with money to invest can be matched
with small and medium-sized enterprises
looking to raise cash — at a mutually
acceptable interest rate — via an online
platform. Repayments plus interest are
usually made to the lender each month.

While P2P lending is relatively young
in Ireland, there are several providers
here and, if the UK and other markets are
anything to go by, there is potential for
further growth in the sector.

Why P2P?
People with money to invest tend to be
attracted to P2P lending because its rates
of return far outweigh anything they will
earn on deposit, and it is quicker and eas-
ier to get into than traditional stock mar-
ket investing, with regular payoffs. That
said, it is another form of investment and
comes with risk attached. The P2P sector
is also currently unregulated.

According to Niall Dorrian, chief
executive of P2P lending platform Linked
Finance, businesses like his have opened
up a new asset class for investors. “What’s
attractive, apart from the return, is that
it’s not directly correlated with equity
markets, but is a very different type of
asset class,” he says.

No matter how much you lend via P2P
platforms, diversification is just as impor-
tant as with any other investment. “We
advise our investors to diversify across as
many loans as possible,” says Dorrian.
“Investors can see exactly where their
money is going, what types of businesses
it’s funding, what their financial metrics
are, as opposed to traditional investing
where it all goes into one big pot.”

Eoin McGee, managing director of
Prosperous Financial Planning, says
that, as a rule of thumb, an investor
should never put more than 15% of their
investable assets into any one thing,
including P2P lending. After that, he
advises, split your investment as many
ways as you can.

“Say you’re putting in €2,000; spread
it across 10 companies so if one goes
wrong you don’t get caught out,” says
McGee. “It’s a case of proceed with
caution. There’s a bit of a gamble
involved, but if you are careful you can
make some good money.” 

According to Grid Finance chairman
Derek Butler, P2P lending is about dem-
ocratising access to capital, for borrow-
ers, and access to investment return, for
investors. “We need greater competition
in small business funding and greater
choice for those with capital as to how
that capital is put to work,” he says.

Who is investing and what’s 
the return like? 
According to McGee, the P2P investors he
knows put in relatively small amounts. 

“We have clients who do it, but they
tend to see it more as a hobby,” he adds.
“They enjoy reviewing the companies,

What about fees?
As with any investment where there’s a
third party involved, you will normally
have to pay some form of fee. Fee struc-
tures vary from platform to platform. For
example, Linked Finance levies a 0.1%
charge on all your outstanding loans at
the beginning of each month. Grid
Finance calculates its fees based on the
interest rate you are getting on the money
you lend; for example, if you are charging
an 8% rate on a loan, your actual rate of
return will be 6.8% (the platform takes
15% of your interest). Flender.ie — the
newest kid on the block in Irish P2P
lending — does not currently charge fees.

How risky is it?
The Central Bank of Ireland does not yet
regulate the crowdfunding sector, to
which P2P lending belongs. This means
its codes of conduct do not apply to P2P
platforms, consumers are not protected
by the deposit guarantee scheme, and
complaints cannot be made to the Finan-
cial Services and Pensions Ombudsman.
The Department of Finance started a
public consultation on the possible
introduction of regulation for this sector
last summer.

Dorrian says he would welcome
greater oversight from the authorities.

“In the absence of regulation, we got
approval from the Financial Conduct
Authority (FCA) in the UK, where there is
a huge P2P lending market. The approval
gives us confidence that we are doing the
right thing.”

McGee says the lack of regulation
means investors are heavily reliant on
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the P2P platform to do its due diligence.
“For borrowers, the rates on P2P loans
are usually a bit higher than what they
would pay a bank, so you need to ask
yourself why they did not go to a bank.”

Butler says the vast majority of the
businesses on Grid Finance are high-
quality, established companies — it does
not accept start-ups. 

“Some come from sectors traditionally
abandoned by the banks, such as hospi-
tality and retail,” he says. “We can have
them funded within a few days. There is
no correlation between P2P and poor
credit risk; it’s quite the opposite.”

Dorrian says Linked Finance focuses
heavily on reducing defaults, which
stood at 1.01% for the final quarter of 2017.
Businesses are required to have been
trading for at least two years before they
are considered.

“We do a thorough assessment of each
borrower, and reject about 50% of the
applications we receive,” he adds.

According to Butler, Grid Finance also
has a robust credit score system: each
applicant gets a score representing the
level of risk in that business. Lenders use
this to guide them on what level of inter-
est they should look for. He says the
current rate of default is 0.25%.

How do I invest?
Becoming an investor on a P2P platform is
usually just a case of registering, deposit-
ing your money and browsing the loans
available. Linked Finance offers an “auto-
bid” system in which investors can specify
their risk appetite and return profile, and
the system will bid for the loans for them.

but don’t invest big money.” The P2P plat-
forms, however, say they attract heavy hit-
ters as well as smaller investors. Investors
on Linked Finance can lend from €50
upwards and, while there are plenty of
small investors, Dorrian says there are
also people lending six-figure sums via the
platform. The average is about €10,000.

Interest rates on Linked Finance range
from 6% to 17.5%.

“With a reasonably well-diversified
portfolio, the average investor is getting
about 8.5% return after fees and/or
defaults,” says Dorrian. 

Butler says lenders on Grid Finance
range from the household investor
upwards. Customers can seek interest
rates of up to 15%. Actual returns vary
depending on what loans are available at
any given time, but the average cash yield
is also about 8.5%. 

Dmitri Sanzharov, who works in the
marketing department of a software firm,
started investing via Grid Finance about a
year ago. He has about €100,000 invested
in total; this is currently split across 23
different businesses. The return on his
investment to date is just over 12.5%. 

Sanzharov opted for P2P because the
interest rates on savings accounts were so
low and stocks were not providing him
with the regular income he wanted.
“With [P2P investing] you have money
flowing into your account and that’s
something you can measure. It’s real; it’s
money I can spend.”

When he first started using P2P
Sanzharov says he was wary, but over
time, as regular payments have come in,
he has relaxed. 
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Richard Power manages the Green 
Effects fund for Cantor Fitzgerald, 
which has about €4bn under 
management in Ireland. Set up in 
2000, the fund invests in companies 
demonstrating either a commitment 
to the environment or a strong 
corporate social responsibility (CSR) 
ethos. Sectors such as wind energy, 
recycling, waste management, 
forestry and water-related 
businesses all feature prominently in 
the €65m fund. Since it acquired L&P 
Group last year, Cantor Fitzgerald’s 
overall ethical investment assets 
under advice total about €700m. 

Fund philosophy 
The fund does not invest in banks, 
oils, mining, metals or large-cap 
technology stocks. Instead, the 
overriding investment theme is one 
of alternative energy, water, waste 
management and similar, which 
has attracted a wide range of 
investors, says Power. “In the early 
days of the fund there was not as 
much focus on sustainability or 
ethical investing, but the level of 
interest has grown substantially. We 
now have clients ranging from retail 
investors to religious orders, 
charities and hospital foundations.” 

Power, pictured, says the fund 
appeals to investors on several 
levels. “It appeals to those who have 
a socially responsible focus, those 
with an interest in alternative energy, 
and those looking to invest longer 
term but without necessarily getting 
involved in banking or oil.”

Performance
The fund has had five-year 
annualised returns of 11.5% and 
three-year annualised returns of 
4.6%. “This compares favourably 
against the Euro Stoxx 50, which 
returned 9% and 2% respectively in 
the same periods,” he says. 

Power notes that, while the fund’s
performance over the past five or 10 
years has been strong, the fact that 
it eschews certain sectors will have 
an impact on performance. “The 
fund won’t exactly match what 
global equities are doing.”

Buying and selling
The fund is invested in several 
Japanese stocks due to their good 
name when it comes to CSR. 
Examples include gears 
manufacturer Shimano and water 
and infrastructure firm Kurita. On a 
sectoral basis, says Power, the fund 
has a reasonable exposure to wind 
energy: for example, with Vestas 
Wind Systems, one of the world’s 
largest wind turbine makers. 

“Lesser-known companies include
Swedish firm Svenska Cellulosa, one 
of the largest owners of forestry in 
Europe, plus medical devices firm 
Smith & Nephew, which is included 
in the FTSE 100.”

Outlook
This year, Power 
and his team 
will be looking 
to reduce 
the fund’s 
exposure to 
the US market. 
Currently, about 
25% of the fund is 
invested in America. “Asia and 
Europe should outperform over the 
next 12 to 18 months versus the US. 
The last week or two has been 
volatile, but as the fund does not 
hold any bank stocks, we expect it to 
outperform. It holds a reasonable 
amount of defensive companies — 
water and recycling, for example — 
which are quasi-utilities and 
therefore more defensive in nature.” 

More generally, Power predicts 
three interest rate hikes in the US this 
year, while he does not expect the 
first similar move in Europe until the 
second quarter of 2019.
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nurturing optimism is the 
single most important 
attribute to have in achieving 
long-term investment 
success. We can’t predict the 
future values of equities — 
nobody can. The future is 
always uncertain, but it is 
rational and human to base 
our expectations and beliefs 
on what has gone before.

Optimism is not sentiment.
The Consumer Sentiment 
Index hit a 17-year high in 
January of this year. This 
suggests that, as a nation, 
we feel confident about the 
outlook for the economy right 
now. Sentiment is a fickle 
thing; it changes constantly 
based on circumstance and 
environment. It is not an 
overarching belief.

Optimism, in this instance,
is indeed an overarching and 

evidence-based belief. The 
long-term growth of the 
“equity market” is upward 
only in its trajectory. While 
our industry might like to 
mystify and complicate 
things, the equity market is 
nothing more than the value 
of the world’s profit-
generating companies.

A recent research paper —
The Rate of Return on 
Everything: 1870-2015, 
produced by five economists 
including Òscar Jordà of the 
Federal Reserve Bank of 
San Francisco and Katharina 
Knoll from the Deutsche 
Bundesbank — examined the 
return on all asset classes in 
16 developed countries over 
that 145-year period. It found 
equities returned 10.75% a 
year over that time. That is, 
more than 10% annual 

growth every year, on 
average, for almost a century 
and a half. 

There were, of course, 
years where the return was a 
negative 20%-40%. Investors 
must learn to accept this, 
for it is temporary declines 
in values that deliver such 
impressive returns for 
investors who stay the course. 
Those who cannot continue 
in the face of temporary 
declines ultimately pay the 
price for their pessimism. 

Credible financial advisers,
who enable you to stay the 
course, can therefore pay for 
themselves many times over. 
Their value will far exceed 
their cost, although only if 
the relationship is built 
on mutual respect and trust. 
History has shown that, 
over the long term, a well-

diversified equity portfolio 
has delivered far in excess of 
inflation, which is ultimately 
the curve most investors 
strive to beat — otherwise 
they are losing money.

If the world’s companies 
are your investment of 
choice, then there is much to 
be optimistic about based on 
current trends. According to 
the World Bank, 42% of the 
world’s population was 
defined as living in extreme 
poverty in 1990. As of 2016, 
it suggests the percentage in 
extreme poverty has fallen 
to below 10% — meaning that 
90% of the planet’s ever 
growing population now has 
more disposable income and 
can purchase the products 
and services they desire. 

Who benefits from this 
expenditure? The companies 

of the world who provide 
them with those goods and 
services. These same 
companies form the equity 
market, which investors can 
be owners of when they 
purchase a well-diversified 
equity portfolio. In addition, 
research by the think tank 
Brookings suggest that 140m 
people are exiting poverty 
and entering middle-class 
each and every year on this 
planet — that’s nearly 3m 
people a week with more 
disposable income.

There will be another 
equity market crash — 
evidence shows that volatility 
is part and parcel of the 
journey, and a period of 
temporary market decline is 
never more than a few years 
away. One has to learn to 
accept such an eventuality, 

even welcome it, and see 
beyond it to recognise that 
the markets reward those 
who believe that declines are 
temporary — nothing more 
and nothing less. 

Those 10.75% returns 
between 1870 and 2015 
were achieved despite many 
global crises, many dark 
days, many wars, and many 
self-professed experts 
predicting that this time the 
world really was going to end. 

So please excuse me 
for contorting Voltaire ever 
so slightly, and suggesting 
that madness is actually 
insisting that all is miserable 
when all is well. Optimism 
is the way. 

Paddy Delaney writes 
Informed Decisions, a 
personal finance blog
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Optimism is the madness of 
insisting all is well when we 
are miserable. These words 
are reported to have come 
from the French philosopher 
Voltaire. 

I am neither French nor 
a philosopher, but I beg to 
differ: optimism is actually 
the only way to stay sane. 
When backed by concrete 
evidence, it is the only rational
belief — particularly so when 
it comes to investing your 
money over the long term.

The belief holds whether
you are putting €100 a month 
into a savings or pension 
plan, or have €10m invested 
in a well-diversified equity 
portfolio. This is not 
a debate about the virtues 
of owning equities over 
commodities, or indeed for 
property. Developing and 


