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Dear Reader,

Welcome to the August edition of The Good Life. This month, we
include an article from Jim Parker focussed on investing in smaller
Australian companies. The market is more than a handful of well
known company names.

There are about 500 stocks in the All Ordinaries index, the indicator
often referred to in the media as the benchmark for the Australian
share market. The combined market value of all those stocks, as of
August 2016, was close to $1.8 trillion.

Large capital stocks, make up about 80-85% of the total market
capitalisation. Currently, these are roughly the largest 100 stocks
by size. The remaining 15-20% of the market capitalisation is
represented by the other 400 small company stocks. Together
these companies are still worth around $300 Billion.

Jim answers the question “Why would you want to include these
often obscure companies in your portfolio?”

Look at the table to the left. You can see that small companies
have outperformed large companies in Australia over the last year
by a significant  amount;  another reason to be well diversified at all
times.

Good News
In the meantime, we’re continually blown away by what’s
happening in what we call the EXPONENTIAL WORLD.

This month we look at solar roof tiles, medicine carrying drones,
making superfast Wireless Internet available faster, cheaper &
easier,(Sorry this isn’t an NBN story), nanorobotic agents being
used to target cancerous tumours with precision and biofortified
rice being developed at Melbourne Uni, high in Iron & Zinc.

And here’s a question for you to ponder:

Will the Cost of Living continue to rise by 3% a year like it
always has or could this be affected by all the exponential
change going on? See the charts on page 6.

More on this later, lots of ramifications!! We remain excited by
the future.

Fixed Interest

Years 1 2 3 10 YTD
One- year 2.4 2.6 2.7 4.6 1.5

Two-year 3.0 3.1 3.1 5.1 2.0
Five-year 6.4 5.8 5.4 6.9 5.1

Long Term

Australian
Shares
Large 1.7 4.1 8.3 6.2 7.4
Value 1.3 1.9 6.2 5.1 11.9
Small 19.8 6.6 8.6 5.7 14.4

Global Shares
Large -4.3 12.5 12.4 5.0 0.3
Value -7.3 7.5 9.5 3.7 -0.4
Small -1.8 14.1 13.4 6.8 2.4

Emerging
Markets

-1.9 1.4 5.4 4.3 11.4

Real  Estate 24.2 22.6 20.9 3.1 22.4

Description of Indexes
One-year FI DFA Short-Term FI
Two-year FI DFA Two Yr Div. FI
Five-year FI DFA Five Yr Div. FI

Long-Term FI Bloomberg Aus Treas. 10+
Australian Large DFA Aus Large Co
Australian Value DFA Aus Value
Australian Small DFA Aus Small Co

Global Large DFA Global Large Co
Global Value DFA Global Value
Global Small DFA Global Small Co

Emerging
Markets

DFA Emerging Markets

Global Real
Estate

S&P/ASX 300 REIT Index

Data presented may be based on a
combination of simulated and actual
returns.

Past performance is not
indicative of future performance.
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Every night on the TV finance news, you'll hear about the ups and downs of household name
stocks, like the big four banks, Telstra, CSL, Wesfarmers, Woolworths, BHP Billiton and Rio
Tinto. But the market is more than that handful of names.

There are about 500 stocks in the All Ordinaries index, the indicator often referred to in the media as the benchmark for
the Australian share market. The combined market value of all those stocks, as of August 2016, was close to $1.8
trillion.

Large cap stocks, such as the big stocks mentioned above, make up about 80-85% of the total market cap. Currently,
these are roughly the largest 100 stocks by size. The remaining 15-20% of the market cap is represented by the small
company stocks.

So why would you want to include these often obscure companies in your portfolio? Well, there are a couple of reasons.
One is that these stocks (known as 'small caps') tend to behave differently to the better known larger names otherwise
known as large caps.

Sometimes, large caps will be the best performers. Other times, small caps will be in favour. So owning both parts of the
market means you are getting a diversification benefit. In other words, some of the volatility of being exposed to just one
part of the market is reduced.

A second reason for owning small caps in a diversified portfolio is that they are expected to earn a premium over large
company stocks. Research shows this small cap premium (alongside premiums from low relative price and highly
profitable stocks) is persistent across time and pervasive across different markets around the world.

There are a few provisos to this finding. One is that the premiums are not there every day, every month or even every
year. While we expect them to be there every day, there are periods when small caps will underperform large caps. This
makes sense because if the premium was there all the time, it would be traded away.

A second caution is that within small caps, other premiums are at play. Research shows that among small stocks, those
with high relative prices (sometimes known as 'growth' stocks) and lower profitability tend to have significantly lower
expected returns than the rest. That means we need to take into account of this difference in expected returns.

Finally, diversification is critical. Over shorter periods, some stocks may do exceptionally well; others exceptionally
poorly. It's difficult to identify these stocks in advance. And that's why you need a well-diversified portfolio that can
capture the performance of these stocks in a more consistent manner. Diversification also helps control implementation
costs which if unmanaged can be quite high for small cap stocks.

So what's been the long-term evidence of a small cap premium in Australia? Over nearly four decades to the end of
2015, small caps here delivered annualised returns of nearly 14%, beating large caps by around two percentage points
per annum on average.1

The tricky thing for investors is the "on average" bit. In some years, such as 1989, small caps significantly
underperformed large caps. In other years, such as in 1993, small caps shot the lights out, figuratively speaking.



Indeed, over the four-decade period shown in the chart below, you can see that only in four years has the performance
of small cap stocks been within 2% of that average premium. So the small cap premium (the difference between the
performance of large and small cap stocks) can be volatile, which is the price you pay for earning the premium.

In recent years, Australian small company stocks have struggled. In fact, in the four years from 2011-2014 inclusive, the
small cap premium (as shown above) was negative.

But does that give us any information about the future performance of small cap stocks or what might drive the
performance in the years ahead?

In other words, can we time the premiums available from small, low relative price and more profitable stocks? It would
be nice, wouldn't it? But rigorous tests show very limited evidence that we could do so reliably. That's the bad news.

The good news is you don't need to be a timing wizard to get the benefit of these premiums. We've seen they are there
over the long term. And we know that the best way to capture them is to apply a consistent focus within a broadly
diversified portfolio.

The nature of the small cap premium, however, is that when it does kick in, it can do so with a vengeance.

And that's precisely what we have seen in the past 12 months to the end of July 2016 as small caps (as measured by
the same index as in the above chart) have delivered a return of about 18% in the Australian market, well north of the
flat result from large cap stocks.2

So the big glamour stocks are not all that there is to our market. Small cap stocks also play an important role in your
portfolio. They provide a diversification benefit because they behave differently to those big names. But they also offer
an expected premium over time.

The trick is riding out the volatility and staying disciplined within the asset allocation your advisor has chosen for you.

It's a small world after all.

1. Dimensional Australia Small Cap Index Vs MSCI Australia Index (gross div), 1974-2015

2. Dimensional Australia Small Cap Index—MSCI Australia Index (gross div), 07/2015-07/2016, Returns program



We hope you enjoyed this issue and would like to receive your feedback on articles you would be interested in or ways we can
improve our newsletter. We have a lot more information on our website at www.integratedwealthsolutions.com.au where you can
register to receive this free monthly newsletter.

John McMorrow
Editor
Disclosure & Disclaimer

Integrated Wealth Solutions “The Good Life” has been prepared by Integrated Wealth Solutions Authorised Representative of Radford Allen Financial
Services Pty Ltd AFSL No 221 531and is solely responsible for its contents. You should consider whether the above is suitable for you, as it does not take
into account your circumstances. The information it contains is given in good faith and has been derived from sources believed to be reliable and accurate at
the date of publication. However, Integrated Wealth Solutions and Radford Allen Financial Services, its employees, officers and authorised representatives
give no warranty as to this and they accept no responsibility arising in any way for errors or omissions. It should not be relied upon as a substitute for
detailed professional advice .Past performance is not an indication of future performance.

To unsubscribe from Integrated Wealth Solutions “The Good Life” please contact us by the most convenient way for you.

That Bit Extra…
More Amazing Research Happenings in the EXPONENTIAL WORLD
to Make Our Life Better

Elon Musk Announces 'Solar Roof' Product

What it is: Last week, Elon Musk revealed his latest plans for SolarCity: solar roof tiles,
versus installing modules on top of an existing roof. "I think this is really a fundamental part of
achieving differentiated product strategy, where you have a beautiful roof," he explained on a
conference call. "It's not a thing on the roof. It is the roof." The tiles will be produced at the
forthcoming 1 GW factory in Buffalo in the second quarter of 2017.

Why it's important: SolarCity CEO Lyndon Rive says that 5 million new roofs are installed every year in the U.S. alone
-- and believes there's a tremendous market in consumers who are holding off on installing solar until it's time to replace
their roof. By integrating the solar cells directly into the roofing shingles, SolarCity has the potential to disrupt (and
significantly update) an adjacent industry. Join the Discussion

Spotted by Peter Diamandis

When Doctors Can't Reach Sick People in Madagascar, They Send This Medicine-Carrying Drone

What it is: Researchers at Stony Brook University have partnered with medical drone
manufacturer Vayu to deliver medical technology to rural Madagascar communities by drone.
Recently, in a world first, Stony Brook's Global Health Institute completed a long-range, fully
autonomous drone flight in which blood and stool samples collected from rural Madagascar
villages were transported to the institute for testing. "A billion people in the world do not have

access to reliable roads," Dr. Peter Small, the Founding Director of Stony Brook's Global Health Institute, told Digital
Trends. "For them, getting sick requires running a gauntlet in order to get healthcare. That's very common in
Madagascar, where 70 percent of people live in very rural settings, and a significant number live in truly remote settings.
These are places that are only accessible on foot; you can't even get a bicycle there. By using drones, we can not just
fly out to villages, but collect diagnostic specimens and deliver care."

Why it's important: "The cool thing about this is the bigger picture: how we can use drone technology to forward-
deploy healthcare," added Dr. Small. "What I'm envisioning is a system in which a health worker has a patient with an
undiagnosed cough, and can then use an emergency beacon to call in a drone. That drone could then fly back a sputum
sample to the lab and, if it tests positive for [tuberculosis] the drone flies back the next day with the medication it needs."
Join the Discussion

Spotted by Marissa Brassfield



Google is Expanding its Tests on the Way to Blanketing the US in Super-Fast
Wireless Internet

What it is: Google's latest FCC filing indicates that it may be dematerializing its Fiber high-
speed Internet service. As Business Insider reports, "...the heavily redacted FCC filing
suggests that it wants to dramatically expand to testing 'experimental transmitters' at up to
24 US locations, including Provo, Utah, Omaha, Nebraska, and Boulder, Colorado, for a

period of 24 months. Google is requesting authorization to operate between the 3.4 and 3.8 GHz band." Curiously, this
filing comes just after Google's acquisition of Webpass, a point-to-point wifi company, and an intentional delay in Fiber's
rollout in two Silicon Valley cities.

Why it's important: Updating existing Internet infrastructure is slow, bureaucratic and expensive, but by dematerializing
its Fiber Internet service, Google can expand its coverage significantly faster, cheaper and easier. "The project is in
early stages today," a Google spokesperson told Business Insider, "but we hope this technology can one day help
deliver more abundant Internet access to consumers." Join the Discussion

Spotted by Marissa Brassfield

Legions of Nanorobots Target Cancerous Tumours With Precision

What it is: Researchers at McGill University, the University of Montreal and Montreal Polytechnic have achieved an
impressive breakthrough in cancer treatment using nanorobotic agents made of over 100 million flagellated bacteria.
Each tiny agent can self-navigate through the bloodstream, identify hypoxic zones -- the oxygen-depleted areas of a
cancerous tumor -- and precisely administer a drug treatment to the hypoxic zone. Such zones are typically resistant to
traditional therapy, including radiotherapy, according to McGill University.

Why it's important: "This innovative use of nanotransporters will have an impact not only on creating more advanced
engineering concepts and original intervention methods, but it also throws the door wide open to the synthesis of new
vehicles for therapeutic, imaging and diagnostic agents," explains Sylvain Martel, who led the research. "Chemotherapy,
which is so toxic for the entire human body, could make use of these natural nanorobots to move drugs directly to the
targeted area, eliminating the harmful side effects while also boosting its therapeutic effectiveness." Join the
Discussion Spotted by Marissa Brassfield

A Biofortified Rice High in Iron and Zinc is Set to Combat Hidden Hunger in Developing Countries

What it is: University of Melbourne plant geneticists have developed a biofortified rice that contains
200% more iron and over 180% more zinc than conventionally bred rices. What's more, the

biofortified rice doesn't have any downsides: it has the same yield as existing rice varieties, it won't
cost any more for farmers to adopt, and it doesn't have any harmful effects on the soil or

environment.

Why it's important: Dr. Alex Johnson, who led the research, says that they're working on introducing the biofortified
rice into Bangladesh, where, as the University of Melbourne reports, "almost 80% of cultivated land is dedicated to rice,
but where more than half of all children and 70% of women are iron deficient." In areas like Bangladesh where rice is a
staple food, Johnson says that introducing biofortified rice "...should lead to healthier and more productive populations in
the developing world, boosting local economics and eventually supporting more diverse and balanced diets." Join the
Discussion



Inflation?

Look at the chart below: it show specific categories of goods and services versus the entire basket of goods and
services that makes up the consumer price index. What will technological change do to this? Stay tuned.

Source: American Enterprise Institute

Chart: The Largest Companies by Market Cap Over 15 Years …Even more BIG
changes coming in the next 15 years.


