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What We Are Thinking

Dear Reader,

Welcome to the August edition of The Good Life. This month
we look at some issues regarding the financial planning
industry, and why it doesn’t get a very good press. We also
look at the investment issue to do with how well the so-called
experts perform with their limited stock selections.

Regarding the financial planning industry, there was a
headline recently, stating, “Australia's biggest investment
bank faces potential compensation payout”.

Investors who relied on advice from Australia's biggest
investment bank may be in line to receive millions of dollars
in compensation. So says ASIC, the corporate watchdog.
ASIC also says that it is taking action to ensure better
standards of financial advice in the future.

Is this headline relevant to any IWS clients? At IWS we do
use Macquarie Wrap because we can access Dimensional
products at competitive administrative costs. We don’t use
any other Macquarie products, other then their cash
management account, which is an efficient means of linking
to the Dimensional funds. Macquarie has informed financial
planners that they have sent a letter to Macquarie customers
regarding their possible compensation due to inappropriate
investment advice. If you do receive such a letter from
Macquarie you can ring Ian to discuss the contents. Because
we don’t use any of their investment products no IWS clients
will be affected.

Concerning inappropriate investment advice, it is hardly
surprising that financial planners employed by the large
providers will recommend their own companies’ products.
These products include superannuation, investments, life
insurance loans, and general insurance. They sometimes
badge these products under different names so the client
does not realise that they are owned by the same company
that is employing the financial planner. The financial
planners get rewarded for selling their companies’ products,
even though they might not be appropriate for many clients.
This is the reason that ASIC has stepped in.

Fixed Interest

Years 1 2 3 10 YTD
One- year 2.9 3.2 3.8 5.3 1.7

Two-year 3.3 3.5 4.1 5.4 1.8
Five-year 4.5 3.9 5.6 6.9 3.1

Long Term 8.0 2.3 8.3 7.5 10.5

Australian
Shares
Large 17.1 20.9 14.5 9.9 7.8
Value 15.3 18.4 10.4 8.9 6.8
Small 12.5 11.2 2.8 8.6 5.2

Global Shares
Large 12.0 28.2 18.8 4.7 0.2
Value 13.7 32.3 19.4 5.4 0.8
Small 12.1 32.5 19.2 6.8 -2.3

Emerging
Markets

14.1 18.0 5.6 9.2 5.8

Real  Estate 12.1 18.0 17.5 3.9 13.4

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

DFA Global Real Estate

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

Past performance is not
indicative of future performance.



The Trouble With The Top Ten

July 23, 2014

'Ten Stocks for Ten Years' – that was the headline in The Australian Financial Review nearly 5 years ago.
The paper had interviewed analysts to identify 10 stocks to ride out the next decade with. Nearly half way
through, how are they going?

Resource and energy stocks topped the AFR's December 2009 list of the 10 stocks tipped to perform the best
over the coming decade in Australia. They included BHP Billiton, Rio Tinto, Woodside Petroleum, Santos and
Origin Energy.1

"Given the voracious appetite of China and other developing Asian nations for Australia's resources, it's a sure
bet that punting on the right explorers and miners will deliver superlative returns," the newspaper said.

Well, actually no. It wasn't a sure bet. In fact, from the end of December 2009 to the end of June 2014, those five
stocks have all lagged the market, some significantly so. And, remember, these were chosen as the best stocks
for the next decade.

The return of Santos over that period was +13%. But before you open the champers, keep in mind the return of
the market itself, as measured by the S&P/ASX-300 Accumulation index, over that same time frame was nearly
34%.

Even less impressive in a comparative sense from the AFR list were Origin Energy and Woodside Petroleum,
which managed returns of around 5% and 3% respectively in this four-and-a-half-year period.

But wait! There's more! The big heavyweight diversified miners, BHP Billiton and Rio Tinto, have not just failed to
match the index in that period. They have gone backwards, delivering negative returns of 5% and 12%
respectively.

Now recall, these were the stocks that were going to "shoot the lights out" in the coming decade, the ones you
could really count on.

To be fair, the other half of the AFR's top-10 list performed much better, with Woolworths, James Hardie, Navitas,
Sonic Healthcare and Campbell Brothers (now ALS Ltd) delivering returns above the index.

But why would you have staked everything on just 10 stocks, with all the stock and industry specific factors in
play, when simply owning the market gave you a solid return with much less idiosyncratic risk? It doesn't make
any sense.

Despite all the evidence to the contrary, the financial media wants you to believe that successful long-term
investing is about making forecasts. They do this because it's fun and exciting to write about individual stocks and
industries.

The reality is you don't need to take those sorts of risks. And in any case, the media inevitably hypes up sector
and stock stories that are already factored into prices, so if you act on their tips you end up buying at or near the
top.



The alternative approach is less of a gamble, but also a little boring. And that's why it doesn't feature in the media
much.

In a nutshell, this other approach involves structuring a diversified portfolio around many stocks, many sectors
and many countries. As we don't know where the next big fish are going to come from, you use a dragnet instead
of a single line.

This other approach involves assuming prices are fair. Instead of trying to "beat" the market and identify pricing
"mistakes", you're going with the market's flow and seeking to secure the returns that are there for the taking.

Sure, compiling top 10 lists is fun. If you're right, you look like a hero and you have something to brag about at
the next barbecue. But that's speculation. It's not investment.

The fact is no-one knows what the top 10 stocks will be over the next decade. If they did know, there would be
little risk involved. And without risk, there is no return.

Whatever the decade, that doesn't change.

I 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.

Dr Baden Rumble
Editor
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That Bit Extra…
Vale Robin Williams A Flawed Full On Comedic Genius enjoy this collection
http://www.ritholtz.com/blog/2014/08/letterman-robin-
williams/?utm_source=The+Big+Picture+Updates&utm_campaign=3dc8437490-
big_picture_email&utm_medium=email&utm_term=0_662cf1de86-3dc8437490-39125373

Robin Williams BKS Iyengar, Leading yoga guru dies

The man who helped take the ancient Indian spiritual practice to the rest of the world dies aged 95.

These two men have had a huge influence on so many of us, directly and indirectly.



The Future for Australia

Some pundits are quite pessimistic about Australia’s future, and that it might be safer to keep your hard-earned in
the bank. We are less so pessimistic. The table below illustrates the potential growth in our neighbours’
economies, and how this may benefit Australian companies.

Today and Tomorrow – The Asian Century

GDP USD
Billion

Population GDP per
capita USD

Cash
Rate

Inflation

Australia $1,560 23.1M $35,668 2.5% 3.0%

USA $16,800 317.3M $45,336 0.25% 2.1%

UK $2,522 63.9M $32,722 0.5% 1.9%

India $1,876 1,233M $3,340 8.0% 7.96%

China $9,240 1,360M $7,957 6.0% 2.3%

Source: http://www.tradingeconomics.com

GDP per capita

From the table we can see that India and China’s economies are small when expressed per head of their large
populations.

What if China’s GDP per capita doubles by 2020? Their GDP will be greater than the USA. If this happens they
will need plenty of Australia’s resources; minerals, gas and food.

What if India’s GDP per capita triples by 2024? Their GDP will be twice that of the UK.

Cash Rates & Inflation

The table also shows that interest rates in the three western countries listed are exceptionally low, even lower
than inflation. What does this mean for retirees that traditionally invest in term deposits etc to provide income. It
means that their purchasing power is slowly diminishing! They would be better off in India, but if that is not an
option, then they really need to invest in a steadily rising income stream of dividends rather than interest received
from the bank.

Education… still a long way to go for everyday Chinese and Indian people


