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What We Are Thinking
Dear Readers

Welcome to the August 2018 edition of The Good Life. This
month, we have a story from Larry Swedroe that looks at how
hard it is for investors to remain disciplined.

Under performance tests our investment discipline. It often
highlights behaviours we need to recognise and resist if we want
to enjoy the unmatched benefits of being a disciplined investor.

Good News …
We’re ALWAYS confident about the future
We’re continually blown away by what’s happening in what we
call the EXPONENTIAL WORLD for a faster, easier, cheaper and
better future.

As I said last month, every Monday morning I get my weekly
dose of Abundance Insider. Wendy and I are just about to head
overseas for 6 weeks, so I’ve included a bigger dose for you this
time as our September newsletter will be published a week late.

The stories I read of amazing discoveries inspire me and give
me hope for a better future.

This month our That Bit Extra (Abundance Insider)
section focuses on recent health and transport developments.

Numbers
Looking at the table to the left this month, all the numbers are
positive. One-year returns are historically high but the 10-year
returns are closer to the long-term averages.

As we’ve discussed several times, one of the signature outcomes
is the continuing – and significant – gap between Australian and
global investment performance.

Remember, small differences in compound interest rates result
in Big Investment Returns Over Time.

Fixed Interest

Years 1 2 3 10 YTD
One- year 1.8 2.0 2.1 3.6 1.2
Two-year 1.0 1.6 2.1 4.0 0.7
Five-year 0.8 1.2 2.9 5.7 0.4

Long Term

Australian
Shares
Large 13.8 11.5 8.1 7.7 5.6
Value 16.2 17.4 11.8 7.5 5.6
Small 14.3 8.5 12.2 5.2 1.4

Global Shares
Large 21.0 16.5 9.1 9.8 8.9
Value 19.6 18.0 8.9 9.1 6.4
Small 21.1 17.6 10.8 12.1 8.7

Emerging
Markets

13.5 16.0 9.7 5.6 2.5

Real  Estate 14.5 1.2 8.3 6.7 4.0

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
combinationof simulated and actual
returns.

Past performance is not indicative
of future performance.



Difficulties of Discipline
July 30, 2018

Larry Swedroe
In a June 1999 interview with Businessweek, Warren Buffett is quoted as saying, “Success in investing doesn’t correlate with
IQ. Once you have ordinary intelligence, what you need is the temperament to control the urges that get other people in
trouble investing.”

Michael Mauboussin, director of research at Blue Mountain Capital Management (and prior to that, head of global
financial strategies at Credit Suisse and chief investment strategist at Legg Mason Capital Management), seems to
agree with Buffett. In his book, More Than You Know, Mauboussin wrote: “Investment philosophy is really about
temperament, not raw intelligence. In fact, a proper temperament will beat high IQ all day long.”

Temperament is critical to successful investing because markets persistently test investor discipline with periods,
often long ones, of volatile and/or poor performance. In my more than 20 years of counselling individual and
institutional investors, I’ve learned that, when it comes to judging performance, most investors think 3 years is a
long time (eg, that’s the typical period over which institutional investors judge performance when considering
whether to retain or fire a fund manager), 5 years is a very long time and 10 years is an eternity.

On the other hand, financial economists know that when evaluating the performance of all risky assets, 10
years is likely nothing more than noise and, thus, should be ignored. Warren Buffett certainly appears to
agree, as he stated in Berkshire Hathaway’s 1988 annual report that the company’s favourite holding time is
forever. In the Berkshire Hathaway’s 1996 annual report, he added: “We continue to make more money when
snoring than when active.”

It’s many investors’ inability to ignore market ‘noise’ that leads to poor performance. The following example
should make this point clear.

Underperformance Tests Discipline
It has long been known that small-cap and value stocks have provided higher returns than large-cap and growth
stocks and the market overall. Shortly after Eugene Fama and Kenneth French published their 1992 paper, The
Cross-Section of Expected Stock Returns which showed the public that small-cap and value stocks had provided a
large premium, Dimensional Fund Advisors launched the first small-cap value fund that did not engage in any
individual stock selection or market timing (ie, active management). (full disclosure: my firm Buckingham Strategic
Wealth recommends Dimensional funds in constructing client portfolios).

The inception date of Dimensional’s US Small Cap Value Portfolio (DFSVX) is April 1993 (the first small-cap
value index fund, Vanguard’s Small Cap Value Index Fund (VISVX), had its inception on May 20 1998). Note
that my firm has used DFSVX in client portfolios almost from the very beginning. Almost immediately, investor
discipline was severely tested. As you review the data, keep in mind my maxim about how long most investors
believe is long enough to judge performance.

Over the more than 7-year period from inception in April 1993 through May 2000, Dimensional data shows that
DFSVX fund underperformed the S&P 500 Index by 6 percentage points a year (19.8% vs.13.8%). Thanks to the
power of compounding, that gap resulted in an underperformance in total return of 265% vs.153%.
That’s not the only long period of underperformance. Over the most recent 5½-year period, January 2014
through June 2018, DFSVX underperformed the S&P 500 Index by 3.8 percentage points a year, producing a
total return difference of 61% versus 38%. Periods such as these test the patience of most investors.



Long-Term Payoff
Now, let’s look at the fund’s performance over the full period. Despite enduring those 2 long periods of
underperformance totalling more than 12½ years (virtually half the fund’s life), Dimensional data shows that,
from inception through June 2018, DFSVX provided a total return of 1,642% versus the 893% total return for the
S&P 500 Index. Annualised returns were 12.0% for DFSVX and 9.5% for the S&P 500 Index.

Investors who had faith in the size and value premiums, as well as the required discipline to stay the
course, were rewarded well for their belief that capital markets work efficiently, and it’s likely that riskier
assets will provide higher returns (the longer the time horizon, the more likely that will be case).

Despite the long-term outperformance, the recent underperformance of US small-cap value stocks has led some
investors to question the existence of the size and value premiums. History however has provided other examples
of long periods of underperformance. It’s just that many investors don’t take the advice offered by Spanish
philosopher George Santayana: “Those who cannot remember the past are condemned to repeat it.”
Instead many investors tend to keep repeating the same mistakes while expecting a different outcome. They also
continue to ignore Buffett’s wisdom about his favourite time frame being forever.

There’s another thing I’ve learned over the years about individual investor behaviour. While many investors see
other people’s decisions being the result of temperament, they see their own as the result of objective, rational
thought. That leads to cognitive errors, such as ‘recency.’ Recency is the tendency to overweight recent
events/trends and ignore long-term evidence.

This leads investors to buy after periods of strong performance (when valuations are higher and expected returns
are now lower) and sell after periods of poor performance (when prices are lower and expected returns are now
higher). Buying high and selling low is not exactly the prescription for success. It also is exactly the opposite of
what disciplined investors would be doing: rebalancing to maintain their portfolio’s asset allocation. Instead,
recency bias can lead investors to abandon even well-thought-out plans.

Summary
Over the 2 decades I’ve been working with investors, financial economists have documented many investment
anomalies. But to me, the greatest anomaly of them all is that, while investors idolise Warren Buffett, they not
only fail to follow his advice, they often do exactly the opposite, sometimes to their great detriment. As that
legendary cartoon character Pogo said, “We’ve met the enemy, and he is us.” That observation led me to author
“Think, Act, and Invest Like Warren Buffett.”

Whenever an asset class (or investment strategy, such as momentum, selling volatility insurance, or reinsurance)
performs poorly for any extended period (which for many is as short as a year or less), I’m often called in to
dissuade investors from committing what I call portfolio suicide (ie, abandoning a well-thought-out plan). This
generally is caused by two mistakes: the aforementioned recency bias and the mistake called “resulting.” Resulting,
which I wrote about earlier this year, is the tendency to equate the quality of a decision with the quality of its
outcome.

Hedge fund manager and Fooled by Randomness author Nassim Nicholas Taleb put it this way: “One cannot judge a
performance in any given field by the results, but by the costs of the alternative (ie, if history played out in a
different way). Such substitute courses of events are called alternative histories. Clearly the quality of a decision
cannot be solely judged based on its outcome, but such a point seems to be voiced only by people who fail (those
who succeed attribute their success to the quality of their decision).”

Hopefully, this article and the example it offers will help you avoid the mistakes of recency and resulting. It may
also help you ignore the noise of the market, accepting even very long periods of underperformance as the ‘price’
you pay for investing in risky assets in the expectation (but not guarantee) that you will be rewarded with a risk
premium.

Larry Swedroe is the director of research for The BAM Alliance, a community of more than 140
independent registered investment advisors throughout the US.



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 SolutionsThe Good Lifeplease contact us by the most convenient way for you.

That Bit Extra…
More Amazing Research Happenings in the EXPONENTIAL
WORLD to Make Our Lives Better…Faster, Easier, Cheaper,
With Bigger Futures

The future is almost here –
From Peter Diamandis and the team at

Personalised care from under skin spider-like microbots
What it is: A team of roboticists at Harvard’s Wyss Institute
for Biologically Inspired Engineering, John A. Paulson School
of Engineering and Applied Sciences (SEAS) and Boston
University are developing a line of microscopic robots
inspired by insects including the Australian Peacock spider.
The intent is that these bots could one day be capable of
performing delicate medical tasks inside the body. First the
scientists needed to learn how to build at the millimetre scale.

In a process they've called Morph, the team stacked 12 layers of elastic silicone to form the legs and abdomen
followed by other more refined techniques like laser micro-etching to fine-tune the specs. At less than a
centimetre wide, the spider bot is able to move, flex its joints and raise its abdomen all by injecting microfluids
into a network of hollow channels running throughout its body.
Why it's important: Not only are we rapidly improving our ability to construct bots at microscopic scales, we're
also witnessing a proliferation of biocompatible designs that promise to usher in more personalised and precise



treatments, which in turn enable increased healthy lifespans. What other problems can we solve through
biomimicry? Share on Facebook

Spotted by Morgan McDermott / Written by Jason Goodwin

Stem cell transplants to treat Crohn's disease
What it is: Queen Mary University of London and Barts
Health NHS Trust have begun a clinical trial using stem cell
transplants to grow new immune systems for patients with
Crohn’s disease. A painful, chronic intestinal disease affecting
780,000 Americans, Crohn’s is intractably difficult to treat,
often fought with inflammation-reducing drugs and even
invasive surgical procedures to remove parts of the bowel.
Shifting from a palliative approach, however, this clinical trial

uses chemotherapy and hormone treatment to mobilise and harvest patients’ stem cells. Once additional
chemotherapy wipes out a patient’s faulty immune system, reintroduced stem cells can then develop into new
immune cells. Ultimately, researchers have evidence to believe that this newly populated immune system will no
longer react adversely to a patient’s own gut or ward off drug compounds before they have a chance to work.
Why it's important: As chief investigator James Lindsay explains, "We're hoping that by completely resetting the
patient’s immune system through a stem cell transplant, we might be able to radically alter the course of the
disease, [...] [allowing] some patients to finally respond to drugs which previously did not work.” Beyond Crohn’s
disease, a recent application of stem cell transplants to wipe out and replace immune systems has even been found
successful in treating multiple sclerosis. By targeting the immune system directly, stem cell transplants therefore
show great potential for damaged tissue replacement and long-term clinical care of some of today’s most baffling
chronic diseases. Share on Facebook

Spotted by Morgan McDermott / Written by Claire Adair

HALO collar looks to reduce contact sport concussions
What it is: Aexos, a Canadian start up founded by 2 athletes,
released HALO: a wearable compression shirt designed to
combat concussions in contact sports. Specifically, HALO
minimises the risk of whiplash, which occurs when a sudden
blow to the head makes it jerk forward or backward. The
force of whiplash can tear muscles in the neck and cause
concussions. HALO protects wearers in 3 ways: neck support,
posture support, and reduction of head movement when

impacted. Safe 4 Sports already officially endorsed the product, and pre-orders are now live through Kickstarter.
Why it's important: Sport-induced head trauma has profound effects on work and quality of life. Helmets are
critical to prevent concussions, but they don't always work as impacts can propagate through even the best helmet
technology and brain trauma can occur as a result of rotational movements of the brain due to receive impact
forces. HALO is another tool in the athlete's tool box to stay safe, healthy and exert sustainably. Share on
Facebook Spotted by Marissa Brassfield / Written by Max Goldberg



Engineers innovate for low-cost 3D bio-printer
What it is: Researchers at Carnegie Mellon (CMU) are
beginning to crack the code of large-scale, low-cost bio-
printing while preserving the quality of a detailed print. Their
printer? A standard MakerBot desktop 3D printer, modified
over 6 years with open-source hardware and software, now
capable of printing lab-grown cells, including collagen and
other extracellular matrix proteins. A novel technique
specifically designed to print soft and living materials, CMU’s

Freeform Reversible Embedding of Suspended Hydrogels (FRESH) prints tissue in a gel, which is then carefully
melted away to guarantee the viability of cells. CMU’s engineers have made their bio-printer designs open source
– now buildable for under US$500 – enabling new medical collaborations and democratised access.
Why it's important: One of the greatest challenges in bio-printing involves preserving the high resolution of
small prints while still achieving tissue scaffolds at a larger scale. Building upon CMU’s large volume syringe pump
extruder, researchers may soon be able to scale up the printing of bio-materials such as cartilage and other
complex artificial human tissue without losing essential detail in cellular layers. Now plummeting in cost, bio-
printing lab-grown cells to form living structures at scale cam revolutionise regenerative medicine, enabling us to
cheaply support, repair, and augment diseased and damaged areas of the body without losing the resolution critical
for functioning tissue. Share on Facebook

Spotted by Marissa Brassfield / Written by Claire Adair

Driverless buses for regional Australia
What it is: After making history in California in March by
launching the first autonomous shuttle on public roads,
French company EasyMile is seeking government funding to
launch a set of autonomous shuttle trials in rural and suburban
communities throughout Australia. Each shuttle will
accommodate up to 14 passengers, plus a chaperone (as
required by law). The intent is to provide access to those in
need of essential services with each community and local

councils deciding where to set up stops. As an example, in Adelaide, where EasyMile will set up its Australian
headquarters, trial buses will transport passengers to and from hospitals and shopping centres. So far, people in
their 80s and 90s who we might expect to be fearful have embraced the technology.
Why it's important: Evidence that our autonomously transported future will almost certainly have variety, from
grocery delivery vehicles like Nuro to the shuttles created here. It’s also worth noting that the adoption of ‘risky’
technologies often find early acceptance where pain is greatest, particularly when regulatory bodies are involved.
When you combine these 2 ideas and look within your industry, what opportunities emerge? Share on Facebook

Spotted by Morgan McDermott / Written by Jason Goodwin



Is a centaur the future of search-and-rescue robots?
What it is: Researchers from the IstitutoItaliano di
Tecnologia built a new experimental search-and-rescue robot
named Centauro. Centauro has 4 legs and 2 arms – resembling
the mythical centaur – to help scientists find the most valuable
and versatile body shape for robots to aid in disaster relief
efforts. Robots designed to resemble a hybrid of different
creatures offer flexibility advantages over purely
anthropomorphic machines. For example, Centauro can take a

number of different postures, including upright and on wheels for fast transportation and crouched like a spider
to provide a lower centre of gravity while using equipment. Standing 1.5m and weighing 93 kgs, Centauro’s design
evolved from that of Momaro, another centaur-robot built by European researchers for the DARPA Robotics
Challenge in 2015.
Why it's important: While the world as a whole becomes safer for humans every day, the threat of natural
disasters to human life still looms large. Disaster relief is a dangerous job and we can save more lives, faster by
supporting human relief workers with robot reinforcements. Share on Facebook

GM launches peer-to-peer car sharing service
What it is: Last week, General Motors launched a new peer-to-peer car rental service with pilots in Chicago,
Detroit and Ann Arbor. Built through GM’s Maven car-sharing platform, peer cars will soon be available to all

150,000 program members -- newly minted “prosumers” who
can now earn a passive income with an idle asset. Securing
each peer-shared vehicle through GM’s $1 million insurance
policy, Peer Cars will allow any GM car owner (with a 2015
model or later) to rent out a vehicle the minute it’s left unused,
reportedly earning 60% of each rental. And on the flip side,
eligible lessees can now tap an untapped resource, on-demand,
at minimal cost.

Why it's important: Joining the on-demand car sharing model of startups like Getaround and Turo, GM’s Peer
Cars marks the next era in transportation’s share economy. While Uber has electrified efficient transit without any
inventory, platforms like Peer Cars are now employing unused vehicles without even necessitating a driver. This
means GM car owners can truly gain a passive income, sharing idle assets without stepping foot in a vehicle. But
far beyond offsetting one’s auto investment, peer car-sharing represents an exciting step towards zero ownership -
- a future of self-driving cars, personalised, lightning-fast and available at anyone’s doorstep. Share on Facebook

Spotted by Marissa Brassfield / Written by Claire Adair



Robots grow mini-organs from human stem cells
What it is: Researchers at the University of Washington have
developed an automated system using robots to rapidly
produce stem cell-derived mini-organs. While growing cells
for biomedical research conventionally involves a lengthy
culturing process within flat, 2D sheets, researchers have more
recently been able to grow stem cells into 3D structures called
organoids, or mini-organs, which resemble and behave much
more similarly to human organs. However, this is the first time

a team has successfully automated the manufacture of organoids from pluripotent stem cells, vastly expediting
mass production of organoids and opening up new opportunities for pharmaceutical experimentation.
Why it's important: Automated production of organoids will offer far more representative insights into the true
effects of drug treatments, and at an unprecedented pace. Aside from immense speed improvements, robots are
an ideal choice for building out innumerable organoids and subsequent drug testing with consistent accuracy --
able to work around the clock without any precision loss. In one iteration, UW's robots coaxed stem cells into
thousands of kidney organoids over the course of 3 weeks, allowing researchers to perform high-throughput
screening (testing a high number of samples at once) and newly understand the effects of various substances on
polycystic kidney disease. And as stem cell-derived organoid production decimates in cost and speed with the rise
of robotics, pharmaceutical research is about to get a major upgrade. Share on Facebook

Spotted by Morgan McDermott / Written by Claire Adair

InterContinental Hotels launch AI smart rooms in China
What it is: InterContinental Hotels & Resorts has teamed up
with Baidu to launch AI smart rooms, marking the next
generation of intelligent hospitality. Building out an initial fleet
of 100 AI-powered Club InterContinental suites across key
Chinese cities in the next year, InterContinental is employing
Baidu's DuerOS Platform to seamlessly integrate AI into one's
living environments, embedding everything from voice control
technology to backstage management systems.

Why it's important: Imagine telling your room you are " … getting into work mode" or "going to sleep" and
your living area immediately adds a blue tint to your lighting or cools down accordingly. While still in its early
stages, InterContinental and Baidu's integration of AI into hospitality represents a shift towards smart and
responsive environments whereby human/computer interaction is no longer relegated to a digital screen. While
hospitality players like Marriott International and Best Western toy with facial recognition check-in systems and
interactive travel ads, respectively, smart living environments are only the beginning of AI’s use in hospitality
management. Share on Facebook

Spotted by Peter Diamandis / Written by Claire Adair



Rolls-Royce creates robot repair snakes & beetles
What it is: Rolls-Royce – an engineering firm independent from Rolls-Royce Motor Cars – is designing and
developing nature-inspired, centimetre-scale maintenance robots. These robots will operate in insect-like-swarms,
crawling inside engines to carry out inspections and perform maintenance. Rolls-Royce is collaborating with
Harvard and the University of Nottingham to bring these miniature devices to market, enabling us to dynamically
(ie, with the ability to move around) access the innards of complicated jet engines. This technology will allow
previously hidden nooks and crevices to be inspected and repaired.

Why it's important: We are rapidly moving closer to an age of ubiquitous nanotechnology. Swarms of small
robots capable of assembling and assessing their environment are a step in the right direction. A major
engineering challenge in complex systems (eg, turbine engines, rocket components, and plumbing and electrical
infrastructure) is maintenance. The ability to repair such systems, in situ, with a robot small enough to access them
is transformative, and will help engineers maintain complicated, expensive systems better, faster and cheaper than
before. Share on Facebook

Spotted by Marissa Brassfield / Written by Max Goldberg

Tesla Model S logs nearly 650,000 kms in 3 years
What it is: Since its purchase in 2015, a Tesla Model S 90D
has logged nearly 650,000 kms. The Model S was the first car
purchased by Tesloop, a shuttle service company that offers
rides on select routes in Southern California and Nevada.
L.A.-based teenager Haydn Sonnad founded Tesloop because
he wanted to own a Model S and needed a mechanism to
finance the purchase. Over the past 3 years, Tesloop has only
had to send the Model S in for 3 major maintenance jobs,

totalling around $19,000 in expenses, or about $0.05 per mile. For comparison, maintaining an internal
combustion engine (ICE) Lincoln Town Car costs about $0.22 per mile, over four times the per-mile maintenance
of the Tesla.

Why it's important: Well-made electric vehicles transform our energy economy because their drivetrains have so
few moving parts, maintenance costs drop significantly. What's especially noteworthy here is how a teenager
started a successful business to finance his interest in electric vehicles. Disruption isn't happening simply because
of technology, it's also due to the new business models technology enables. Considering the rate of change, can
traditional automakers evolve their business models quickly enough? Share on Facebook

Spotted by Marissa Brassfield / Written by Max Goldberg


