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Dear Reader,

The end of year fast approaches. This is our second last
edition for 2013. Hopefully you’ll have enough time to
complete all your tasks before Christmas.

This year, we’re leaving the children behind and going to
India for a month. Looking forward to it, so are the children,
or perhaps we should call them young adults, we’ll see.

Baden is having the more boring holiday this year, going to
Sydney in January. Judging by the photo later, Sydney can
be pretty exciting.

The office will close on 20 December 2013 and
re-open 28 January 2014.

Looking at the table to your left, the markets are regaining
the lost ground of the post-GFC period. In the USA markets
have reached all-time highs. Back in Australia we still have a
way to go to reach pre-GFC prices.

Jim Parker writes this month about simplicity and
sophistication. His message is that we should stick to a
simple approach, based on tried and true factors, and steer
clear of complex investments that even the so-called
“experts” find hard to understand. We think that complexity
provides a cover for over-pricing.

Recently we introduced you to your Second Life (aka
retirement) and this month, as part of our continuing series,
we continue with further insights.

We look at recent celebrations and touch on a newly
released report from the Productivity Commission entitled An
Ageing Australia: Preparing For The Future.

“Many people die with their music still in them. Why is
this so? Too often it is because they are always getting
ready to live. Before they know it, time runs out.”

Oliver Wendell Holmes Snr

Fixed Interest

Years 1 2 3 10 YTD
One- year 3.2 3.8 4.5 5.5 2.6

Two-year 3.5 4.2 4.8 5.6 2.9
Five-year 3.4 5.8 6.5 7.2 2.5

Long Term -4.5 6.1 7.8 6.9 -3.5

Australian
Shares
Large 26.7 18.7 10.8 10.3 21.9
Value 24.1 12.7 6.2 9.8 20.6
Small 9.1 5.2 1.6 9.3 7.0

Global Shares
Large 39.1 25.0 13.8 4.6 34.7
Value 42.6 27.2 13.8 5.7 37.0
Small 49.4 28.9 16.7 7.2 42.2

Emerging
Markets

19.3 10.8 -0.1 9.5 11.3

Real  Estate 19.0 20.8 13.0 4.5 16.0

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 UBS 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.



Simplicity and Sophistication
By Jim Parker Vice President DFA November 13, 2013

The Chinese philosopher Confucius once said that life is very simple, but we insist on
making it complicated. You could say the same thing about investment.

Complexity in investment often goes with a lack of transparency. The highly engineered and multi-
layered financial derivatives that contributed to the global financial crisis five years ago are a case in
point.

For many investors, these products were problematic because their complexity was such that it was
very difficult to understand how they were designed, how they were priced and whether the proposed
payoffs were right for their own needs.

Of course, there is an incentive for many players in the financial services industry and media to make
investing seem complicated. For some investment banks, for instance, complexity provided a cover for
over-pricing.

In contrast, there are far fewer mysteries about the underlying stocks and bonds traded each day on
public capital markets, where prices are constantly in flux due to news and the ebb and flow of supply
and demand.

The virtue of these highly competitive markets for most investors is that prices quickly incorporate new
information and provide rich information on risk and return. From these millions of securities, diverse
portfolios can be built around known dimensions of return according to the appetites and needs of each
individual.

The competitive nature of public capital markets, the efficiency of pricing and the difficulty of getting an
edge are what underpin the 'efficient markets hypothesis' of Professor Eugene Fama, who recently was
awarded the Nobel Prize in economics.

Essentially, the practical takeaway from Fama's work is that you are better off letting the market work
for you rather than beating yourself up adopting complex, expensive and ultimately futile strategies to
"beat" the market.

Writing in The Financial Times on the Nobel, economist and columnist Tim Harford said Fama had
helped millions of people by showing them the futility of picking stocks, finding value-adding managers
or timing the market to their advantage.

"If more investors had taken efficient market theory seriously, they would have been highly suspicious
of subprime assets that were somehow rated as very safe yet yielded high returns," Harford wrote.1

In The Sydney Morning Herald, journalist and economist Peter Martin said the world owes a great debt
to Fama, who "demonstrated rigorously that if the supermarket crowd is big enough or if there are
enough cars on the highway, you will get no advantage from changing lanes. Anyone who could have
been helped will have already helped themselves."2

This might be a counter-intuitive idea to many people. After all, in other areas of our lives, like
business, the secret to success is to study hard, compete aggressively and constantly look for an edge
over our competitors.

One of the other two academics that Fama shared the Nobel with this year – Robert Shiller – takes the
view that markets can be irrational and subject to human error. In this, he is frequently cited as a
philosophical opponent of Fama.



In practical terms, though, both men agree that it is very, very difficult for the average investor to get
rich in the markets by trading on publicly available information. Most people trade too much or
underestimate the unpredictability of prices.3

For example, many investors bought into supposedly sophisticated trading strategies during the
financial crisis which left them on the sidelines in the subsequent rebound that has driven prices in
many markets to multi-year or record highs.

The "simpler" approach is to adhere to three core principles - that markets reflect the aggregate
expectations of investors about risk and return, that diversification reduces uncertainty and that you
can add value by structuring a portfolio focused on known market premiums. For the individual
investor, the essential add-ons to this are staying disciplined and keeping a lid on fees and costs.

Yes, these are simple ideas, but to quote another philosopher (Leonardo da Vinci), simplicity is the
ultimate sophistication.

1. Tim Harford, 'Why the Efficient Markets Hypothesis Merited a Nobel', Financial Times, Oct 14, 2013

2. Peter Martin, 'Pitfalls of Looking for Life in the Fast Lane', Sydney Morning Herald, Oct 16, 2013

3. Robert Shiller, 'Sharing Nobel Honours and Agreeing to Disagree', New York Times, Oct 26, 2013

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
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…
Latest Figures On Our Ageing Population

The latest figures from the Productivity Commission confirm our notion of the ageing of Australia. Three of the
latest statements are:

The life expectancy of a female born in 2012 is now 94.4 years. That of a male born at the same time,
91.6 years.

In 2012 there was roughly one person aged 100 years old or more to every 100 babies. By 2060 (quite a
way off for us) it is projected there will be 25 such centenarians.

Collectively, it is projected that Australian governments will face additional pressures on their budgets
equivalent to around 6 per cent of national GDP by 2060, principally reflecting the growth of
expenditure on health, aged care and the Age Pension.



Luckily we won’t be around in 2060 but the trend has already started and we need to think about how we are
going to spend many years in the Second Life (Retirement).

The Opera House: Celebrating 40 Years

Accountants let us depreciate a building over 40 years, so the Opera House, itself, could be said to be worth
nothing.

But just like Nobel Prize winner Gene Fama, who, at 74 years of age, should have been retired for 9 years. Your
best work may be ahead of you. Your value to your family, your community and to society may be still
just as special today as it was when you were born.

The Opera House is probably better used today than when it was first opened 40 years ago. Welcome to
the future.


