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What We Are Thinking

Dear Reader,

Welcome to the October edition of The Good Life and a
burst of wild weather and share market volatility. But
first take a look at the table to the left. Notice anything?
No red anywhere!

This month Jim Parker writes that volatility is back, the
pendulum has swung back the other way. Anxiety is
back too. What should you do? Who is buying?

What would Warren Buffett do? “Look at market
fluctuations as your friend rather than your enemy;
profit from folly rather than participate in it.“ and “Only
those who will be sellers of equities in the near future
should be happy at seeing stocks rise. Prospective
purchasers should much prefer sinking prices.”

Perhaps shares will be on sale for the next year, who
knows? But taking Warren Buffett’s advice we’d be
accumulating equities when the price is discounted.
Don’t we all love our sales? Might this be similar to the
late 70’s or 90’s?

In That Bit Extra we’ve included a tribute to Gough
Whitlam, a giant among politicians, described by
Mungo MacCallum as “the only politician worth dying
for.”

Did you know Ian was in Canberra on the day of
Gough’s Dismissal? What was he doing on that day?
What were you doing?

We’ve included some interesting facts about the
markets and inflation during that period.

We’ve also included a link to a great educational site called
Sensible Investing.tv. Like Gough, we believe education is
always worthwhile.

Fixed Interest

Years 1 2 3 10 YTD
One- year 2.8 3.1 3.5 5.2 2.1

Two-year 3.2 3.4 4.0 5.4 2.4
Five-year 4.6 3.8 5.3 6.8 3.9

Long Term 9.4 2.1 6.7 7.1 11.6

Australian
Shares
Large 6.5 15.6 15.6 8.8 2.7
Value 3.1 13.1 11.8 7.6 2.0
Small 0.9 5.1 5.9 7.4 0.4

Global Shares
Large 19.6 27.2 22.5 5.4 5.6
Value 19.0 29.0 24.1 5.7 4.5
Small 14.2 29.1 23.6 7.2 0.6

Emerging
Markets

12.3 13.1 11.3 8.6 5.4

Real  Estate 17.1 17.9 19.5 3.7 14.4

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.



Living With Volatility, Again.

October 17, 2014

Volatility is back. Just as many people were starting to think markets only ever move in
one direction, the pendulum has swung back the other way. Anxiety is a completely
natural response to these events. Acting on those emotions, though, can end up doing
us more harm than good.

There are a number of tidy-sounding theories about why markets have suddenly become more volatile. Among
the issues frequently splashed across newspaper front pages are global growth fears, policy uncertainty,
geopolitical risk and even the Ebola virus.

In many cases, though, these issues are not new. The US Federal Reserve gave notice last year it was
contemplating its exit from quantitative easing. Much of Europe has been struggling with sluggish growth or
recession for years and there are always geopolitical tensions somewhere.

In some ways, the increase in volatility in recent weeks could be just as much a reflection of the fact that volatility
has been very low for some time. Investors in aggregate were satisfied earlier this year with a low price on risk,
but now are applying a higher discount rate to risky assets.

So at base, the increase in market volatility is an expression of uncertainty. Markets do not move in one direction.
If they did, there would be no return from investing in stocks and bonds. And if volatility remained low forever,
there would probably be more reason to worry.

As to what happens next, no-one knows for sure. That is the nature of risk. Investors in the meantime can protect
themselves by diversifying broadly across and within asset classes. We have seen the benefit of that in recent
weeks as bonds have rallied strongly.

For those still anxious, here are seven simple truths to help you live with volatility:

1. Don't make presumptions.

Remember that markets are unpredictable and do not always react the way the experts predict they will.
When central banks relaxed monetary policy during the crisis of 2008-09, many analysts warned of an
inflation breakout. If anything, the reverse has been the case with central banks fretting about deflation.

2. Someone is buying.

Quitting the equity market when prices are falling is like running away from a sale. While prices have
been discounted to reflect higher risk, that's another way of saying expected returns are higher. And
while the media headlines proclaim that "investors are dumping stocks", remember someone is buying
them. Those people are often the long-term investors.



3. Market timing is hard.

Recoveries can come just as quickly and just as violently as the prior correction. For instance, in March
2009—when market sentiment was at its worst—the US S&P-500 turned and put in seven consecutive
months of gains totalling almost 80 per cent. This is not to predict that a similarly vertically shaped
recovery is on the cards every time, but it is a reminder of the dangers for long-term investors of turning
paper losses into real ones and paying for the risk without waiting around for the recovery.

4. Never forget the power of diversification.

While equity markets have turned rocky again, highly-rated government bonds have flourished. This
limits the damage to balanced fund investors. So diversification spreads risk and can lessen the bumps in
the road.

5. Markets and economies are different things.

The world economy is forever changing and new forces are replacing old ones. This applies both
between and within economies. For instance, falling oil prices can be bad for the energy sector, but good
for consumers. New economic forces are emerging as global measures of poverty, education and health
improve. A recent OECD study shows how far the world has come in the past 200 years.1

6. Nothing lasts forever.

Just as smart investors temper their enthusiasm in booms, they keep a reserve of optimism during busts.
And just as loading up on risk when prices are high can leave you exposed to a correction, dumping risk
altogether when prices are low means you can miss the turn when it comes. As always in life, moderation
is a good policy.

7. Discipline is rewarded.

The market volatility is worrisome, no doubt. The feelings being generated are completely
understandable and familiar to those who have seen this before. But through discipline, diversification
and understanding how markets work, the ride can be made bearable. At some point, value re-emerges,
risk appetites re-awaken and for those who acknowledged their emotions without acting on them, relief
replaces anxiety.

1. 'How Was Life? Global Well-Being Since 1820', OECD, Oct 2, 2014

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 Gough

Gough at Wave Hill Station and with his old enemy who became a friend.

Mungo MacCallum, who covered the Whitlam years in the Canberra press gallery, described the former
prime minister as "the only politician worth dying for" in this statement to The Drum:

“The point about Whitlam is he not only inspired a generation and changed the country, but he did it through
persuasion and politics, not through three word slogans, bluster and fear.

He was a revolutionary without violence, a rational optimist who brought out the best in us. He was, for me, the
only politician worth dying for. We are unlikely to see anyone like him in these troubled times - they say no one is
irreplaceable but show me the replacement.

Politics, it has been said, is the most important invention in human history, because it is the only way we can
solve our disputes without killing each other. Whitlam showed that, and more - not only do we not have to kill
each other, but we can do better, feel better and do better because of it, and because of him.

He was not a religious man in the conventional sense but he described himself as a fellow traveller with
Christianity and he undoubtedly knew his Bunyan. So we can say without hesitation: when he crossed over, all
trumpets sounded. May their echoes long remain. That's all I can say at the moment.”

Many on the other side of the political fence in Australia blamed Gough Whitlam for the economic problems at
that time. However the economic woes were worldwide, and partly caused by a four-fold increase in the world oil
price.



What Was It Like For An Australian Investor Back In The 1970s?
The 1973 "oil price shock", along with the 1973–1974 stock market crash, have been regarded as the first event
since the Great Depression to have a persistent economic effect.[5] These events were blamed for dramatic price
inflation in the period following the crisis.

Equity Markets Annual Performance – Australia Better Than UK

Year US S & P 500 UK FTSE Aust All Ordiniaries
1972 8.3% 8.1% 26.4%
1973 -25.2% -35.5% -23.3%
1974 -23.5% -59.4% -26.9%
1975 54.8% 101.3% 62.9%
1976 46.3% -11.2% 5.2%

Annual Inflation Rates – Australia Less Than UK

Year US UK Australia
1972 3.4% 7.6% 4.7%
1973 8.8% 10.6% 12.5%
1974 12.2% 19.2% 16.7%
1975 7.0% 24.9% 14.3%
1976 4.8% 15.1% 14.3%

Source:DFA Matrix Books

Back to 2014

We have found a great Youtube site called Sensible Investing.tv which has a series called

“How To Win The Loser’s Game”.

This link is to the introductory episode. It only runs for 6 minutes. It’s well worth watching.

http://www.youtube.com/watch?v=wXgzFDgdxJk&index=2&list=PLs7aqcZt9oQxBr4uAAPuJzQB5y8A


