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What We Are Thinking

Dear Reader,

Welcome to the July edition where we continue looking at
the requirements for successful long-term investing. Last
month we looked at Diversification.

This month we look at the final of three portfolio strategies
which IWS follows to give you the best chance of a
successful lifetime investment experience. This strategy is
Rebalancing. Each year the different types of investments
in your diversified portfolio grow or decline at differing rates.
At a regular time, for example at your annual review, we
need to check whether your portfolio has moved out of
balance. If, for example, you started with an 70%:30%
(growth%:fixed interest%) ratio, and a rise in the share
market has increased the 70% growth to 80%, you need to
bring it back to 70%. This can be achieved by either buying
fixed interest, ie by investing more capital. Or, you could sell
some shares, and place the proceeds into the fixed interest
part of your portfolio. This latter strategy ensures you are
buying low and selling high, which is the aim of every
investor, but often not achieved.

We believe this is a proven system for a successful long-
term investment experience.

Our article this month from Dan Solin relates how pension
fund investors (the equivalent of Australian Super Fund
members) are being fleeced. The highly paid pension fund
managers love a good marketing story, but seem to ignore
the evidence. Unfortunately it is the same story in Australia.

The performance (for the financial year just ended) of the
corporate and industry super funds has just been released.
The best fund returned 15.8% for the year. By comparison,
those clients using the DFA Multi-Factor Growth Trust, the
one-year return was 15.65%.

Once again we see how difficult it is for active fund
managers, such as most of the corporate and industry funds,
to outperform the index over one year. Over the longer
period it is exceedingly difficult.

As you will read on Page 4 of this newsletter, according to a
recent study from S&P Dow Jones Indices reported by Jeff Sommer, only 2 out of 2,862 managed funds
routinely out-performed the index. These are not good odds for placing your investments!

Fixed Interest

Years 1 2 3 10 YTD
One- year 2.9 3.2 3.9 5.3 1.4

Two-year 3.4 3.6 4.2 5.5 1.6
Five-year 5.4 4.8 6.3 7.1 3.2

Long Term 8.0 2.2 9.4 7.5 9.8

Australian
Shares
Large 17.8 21.0 11.2 9.4 3.3
Value 15.4 17.6 7.0 8.7 2.1
Small 17.8 8.8 1.2 8.5 0.2

Global Shares
Large 21.0 27.3 17.2 4.3 0.6
Value 23.4 30.8 17.1 5.0 0.8
Small 26.0 32.5 18.4 6.5 0.6

Emerging
Markets

13.6 14.6 3.1 8.7 1.7

Real  Estate 11.6 17.5 15.3 3.8 10.8

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 Fleecing of Investors Continues
By Dan Solin June 17 2014 Author of the Smartest series of books

Here's information you won't see, read or hear in what passes for "financial
news":

Harken back to a decade ago. Your broker recommends an investment in a
hedge fund. Your registered investment adviser disagrees. She recommends
you invest in an index fund composed of 60 percent stocks and 40 percent
bonds. You go with the broker's recommendation. You don't want "average"
returns. You want your money managed by the best minds in finance.

Fast forward to today. According to a Harvard Business Review blog, a composite index of more than
2,000 hedge funds returned 72 percent over the past decade. The index fund, which took significantly
less risk, had a return of about 100 percent, while charging much lower fees.

You would think these dismal returns would have dealt a crippling blow to the hedge fund industry. Not
so. Hedge funds remain the darling of many pension plans. According to the same blog, hedge funds
that go long and short on stocks and invest in equity derivatives managed a mere $865 billion a
decade ago. Having demonstrated their lack of investment skill, these fund managers now manage
more than $2.4 trillion. Go figure.

You have to feel sorry for the beneficiaries of these pension plans. I predict the next wave of litigation
will be against pension plan sponsors for ignoring this data. They are either hopelessly incompetent or
engaged in collective cognitive dissonance. Whatever the reason, the beneficiaries of these plans are
suffering the consequences.

It's not as though you have to be a rocket scientist to invest intelligently and responsibly. Whether you
are running a huge pension plan or are an individual investing in order to provide for your own
retirement, the basic principles are the same: Invest in a globally diversified portfolio of low-
management-fee index funds, in an asset allocation suitable for you.

Unfortunately, there are many barriers that keep most investors from implementing this simple, sound
strategy. The financial news provide a steady stream of misinformation, designed to mislead investors
into thinking there is a "stock guru" who can "beat the markets," predict when the inevitable "correction"
is coming and identify undervalued stocks.

Investors are subject to a daily deluge of irrelevant information, framed as valuable financial advice.
Jim Cramer, a consistent source of nonsensical musings, recently advised investors that the
resignation of Congressman Eric Cantor from his position as House Majority Leader is a wild card in
the market. How is that information helpful?

Another article notes that "most economists say the Fed is wrong about growth." Here's what the article
doesn't tell you: The track record of economists making forecasts is totally unreliable. In fact, a more
helpful article would have explained why you should ignore all predictions about the future direction of
the markets. As my colleague Larry Swedroe noted in an analysis of the accuracy of economic
forecasts, the majority of economists did not predict the three most recent recessions even after they
had begun.

Unfortunately, information that is genuinely helpful to you is often set forth in dry white papers that
garner little attention. This white paper from Vanguard, which debunks myths and misconceptions
about indexing, should be required reading.



Among the myths debunked are:

 Indexing only works in efficient markets
 Indexing generates only "average" returns
 Paying higher management fees for actively managed funds means you are likely to earn

higher returns
 Market capitalization is an invalid methodology for structuring an index
 Index funds underperform in bear markets.

Some investors are getting the message. The Vanguard white paper notes that, for the six years that
ended through 2013, passively managed funds generated $1.37 trillion in net new cash flow. Actively
managed funds garnered only $429 billion in new net cash flow for the same period.

Just because most investors continue to be fleeced doesn't mean you should be one of them.

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…
Who Routinely Trounces the Stock Market? Try 2 Out of 2,862 Funds

JULY 19, 2014 By JEFF SOMMER

Credit Minh Uong/The New York Times



When the stock market rose 30 percent in 2013, plenty of fund managers had a triumphant
year.

Almost anyone can post good numbers in a bull market, though. It’s like sprinting downhill with
the wind at your back: The chances are good that you’ll be pleased with your own
performance.

Outperforming most other people consistently, year in and year out, is obviously a much more
difficult feat, in any competition. But how rare is it, exactly, for stock market investing?

A new study by S.&P. Dow Jones Indices has some fresh and startling answers. The study,
“Does Past Performance Matter? The Persistence Scorecard,” provides new arguments for
investing in passively managed index funds — those that merely try to match market returns,
not beat them.

What should investors make of these findings? There is one clear implication, said Keith
Loggie, senior director of global research and design at S.&P. Dow Jones Indices.

“It is very difficult for active fund managers to consistently outperform their peers and remain in
the top quartile of performance over long periods of time,” he said. “There is no evidence that
a fund that outperforms in one period, or even over several consecutive periods, has any
greater likelihood than other funds of outperforming in the future.”

This seems to bolster the case for index-fund investing. After all, if a fund manager with a
great year can’t be counted on to outperform other fund managers later, it’s reasonable to ask:
Why bother trying to beat the market at all?

A separate series of annual S.&P. Dow Jones studies has found that over extended periods,
the average actively managed fund lags the average index fund. All of this may be enough to
persuade you to abandon actively managed funds entirely.

In the meantime, though, past performance doesn’t guarantee future returns.

TED Talk Saving for tomorrow, tomorrow

It's easy to imagine saving money next week, but how about right now? Generally, we want to
spend it. Economist Shlomo Benartzi says this is one of the biggest obstacles to saving
enough for retirement, and asks: How do we turn this behavioral challenge into a behavioral
solution?

To watch go to the link below … enjoy

http://www.ted.com/talks/shlomo_benartzi_saving_more_tomorrow


