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Revealed At Last, The Integrated Investment Solution
(Decades Of Research Guide The Way)

Integrated Investment Solution
The inside story on successful long-term investing

In this Free Report you’ll learn how the game is really played. You’ll learn about
the factors that count for your investment success.

You’ll understand why fund managers, stockbrokers and economists don’t want
you to know about this investment strategy, and why they work extremely hard to
hide the facts from their clients. You won’t read or hear about this approach in
any of the mass media. Most advisors don’t know of it either.

But now we are offering you the opportunity to understand how a scientific
approach to investing can boost your portfolio performance without taking on
unnecessary risk. We are looking for a person who can appreciate that this
scientific approach is much more robust than the standard method of opinionated
“experts” that we see on television and read in the press every day. We agree
that it is fine entertainment, but it could ruin your financial future.

The Integrated Investment Solution is supported by a mountain of evidence
and backed by academic heavyweights from the elite universities. Two of these
academic heavyweights joined forces in the early ‘80s to apply their scientific
principles to practical investing. The fund management business they started is
now one of the fastest growing in the US. One of the co-founders recently made
the largest private donation (USD 300 million) to a university in America’s history.
His old campus where his teacher and mentor first taught him principles that he
put into practice to create a thriving $200 billion Fund Manager is now called the
University of Chicago Booth School of Business in honour of his contribution.

This investment philosophy is something that’s been known since 1992 and is
available to an exclusive group of investors that could include you.

This approach is not for everyone so we encourage you to read this report
carefully and if you can see the sense of our investment approach take the next
step.
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1. The Three Ways To Invest
An Evidence-Based Approach to Investing

There are three fundamental investment management strategies available to investors:
Traditional Active Investing, Index Investing and Asset Class Investing.

Traditional Active Investing Index Investing Asset Class Investing

Assumes markets don’t work. Assumes markets work. Assumes markets work.

Picks shares and times
markets based on company
and economic analysis.

Allows commercial benchmarks
to define strategy.

Captures specific dimensions of
risk identified by financial
science.

Generates higher turnover,
trading costs, and taxes due to
forecasting.

Accepts higher transaction costs
and turnover in favour of
tracking.

Increases return through
portfolio design and reduced
trading costs.

Traditional Active Investing is the typical way of building a share portfolio, whereby money
managers purchase shares selectively based on some forecast of future events. Implicit in this
idea is the belief that carefully selected shares will produce higher returns than those shares
chosen at random.

Active managers frequently reshuffle their portfolios in an effort to keep them stocked only with
the most promising shares. The costs associated with all these activities (research, trading, etc.)
makes active management the most expensive investment approach. As a matter of fact, studies
of money manager performance over the past fifty years offer powerful evidence that active
managers as a group are unable to generate investment returns sufficient to recoup these costs
and extract market-beating profits.

Index Investing, on the other hand, makes no forecasts of the stock market or the economy, and
makes no effort to distinguish “attractive” from “unattractive” shares. An index manager investing
in large companies, for example, makes no determination if Coles is preferable to Woolworth’s,
ANZ to NAB, or BHP to RIO. Instead, he or she simply buys everything from Australian Ethical to
Zyl Limited, resulting in a portfolio with hundreds of stocks. Portfolio adjustments are made only in
response to changes in the underlying universe or index – for instance, as when St George
disappeared in a merger with Westpac.

Index managers construct their portfolios to mirror the performance of well-recognized market
benchmarks such as the Standard & Poor’s ASX 300 Index (300 large Australian companies), the
S&P/ASX Small Ordinaries Index (200 small Australian companies), or the Morgan Stanley
Capital International EAFE Index (large international companies).

Index investing by its very nature is low cost (no research department) and tax efficient (little
turnover). However, a problem with the index approach is that the indexer has to buy and sell
when commercial indices include or exclude shares. This is typically an expensive way of trading.



The other deficiency of index investing is that the indices were designed to track the movement of
the stock market. They were not designed as tools to capture the specific asset classes that have
been shown to give the best returns i.e. the size and value effect.

Asset Class Investing on the other hand is an evidence-based approach that captures these
effects to provide the best risk-related return for the investor. You can read more about evidence-
based investing here.

At IWS, we are strong advocates of the asset class philosophy of investing. And, while we
understand that the basic tenets of asset class investing fly in the face of most traditional
investment strategies (and what most investors have always believed), we are convinced that an
asset class investment approach, which emphasizes broad diversification and market returns in a
controlled risk, low cost, tax efficient and smart trading environment is the right answer for
individuals as well as institutional investors.



2. Evidence Supporting Our Investment
Philosophy
Our investment philosophy is academic–based, grounded in Modern Portfolio Theory and
strongly influenced by diversification strategies developed by Nobel Prize-winning financial
economists…and is centred on the following principles:

Markets are highly efficient: Financial markets discover and distribute financial information so
quickly that it is impossible, over any statistically relevant period of time, for active managers to
consistently outperform the overall market.

Asset allocation counts: The asset allocation decision (the amount we invest in stocks, bonds
and cash) is the most important factor determining investment return (estimated to account for as
much as 94% of variations in portfolio performance).

Asset Allocation is Key

Definitions
Asset Class Selection

• How assets are allocated in a portfolio.

Market Timing

• Shifting portfolio assets in and out of
the market or between asset classes.

Security Selection

• Finding “underpriced” companies or
industries.

The vast majority of a portfolio’s returns
variance is determined by asset class
selection and only a small portion is
determined by market timing and security
selection.

Security
Selection 4%

Market
Timing 2%

Asset Class
Selection 94%

Source: Study of 91 large pension plans over 10 year period.
Gary P. Brinson, L. Randolph Hood and Gilbert L. Beebower, “Determinants of Portfolio Performance”, Financial Analysts Journal, July-August 1986, pp. 39-44;
and Gary P. Brinson, Brian D. Singer and Gilbert L. Beebower, “Revisiting Determinants of Portfolio Performance: An Update”, 1990,  Working Paper.
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Market timing is a losing proposition: Academic research suggests that over the long run, the
use of market timing does not result in market beating returns.

Past performance has no predictive value: While past performance is the guideline most often
used by the traditional active investment community in selling future performance, most available
data not only show that past performance is of no value in selecting superior performing
investments in the future, but also concludes that above average performance in the past often
turns into below average performance in the future.

Costs and taxes matter: The high costs of traditional active management make it almost
impossible to outperform asset class investment strategies consistently. Careful trading can
reduce or even reverse the costs borne by traditional managers. The savings accrue directly to
the investor's return. Over time, a diversified portfolio of scientifically structured funds will, in the
aggregate, generally produces a yearly after-tax return measurably greater than that of a
corresponding actively managed portfolio.

Diversification is the key: Effective diversification strategies serve to reduce the risk in a
portfolio without sacrificing the portfolio’s long-term expected return.



Risk and return are related: Investors who focus on the possibility of earning over-the-top
returns must be prepared to accept the consequences of assuming excessive risk. In the short
run, in particular, excessive volatility can be the investor’s worst enemy (remember how the
unforgiving maths of the market works: down 50% means up 100% just to get back to even).

The Dimensions of Stock Returns

• Equity Market
(complete value-weighted universe
of stocks)
Stocks have higher expected returns than
fixed income.

• Company Size
(measured by market capitalisation)
Small company stocks have higher
expected returns and risk than large
company stocks.

• Company Price
(measured by ratio of company book value
to market equity)
Lower-priced “value” stocks have higher
expected returns and risk than higher-
priced “growth” stocks.

Expected return is determined by these three
factors, not by stock picking, market timing,
or random factors in returns.

Three dimensions around the world
Small

Large

Growth
(Low BtM)

Value
(High BtM)Total

Stock
Market

Increased
Expected
Return

Eugene F. Fama and Kenneth R. French, “The Cross-Section of Expected Stock Returns,” Journal of Finance 47, no. 2 (June 1992): 427-65.

S7030.1



Knowledge is power: Acceptance of the asset class investment philosophy requires an
understanding of how the capital markets work, the relationship between risk and return in a
diversified portfolio and a realistic outlook regarding the type of returns that markets can be
expected to produce. At IWS, client education is an integral part of what we do.

Because we hold steadfast to these beliefs, our clients’ portfolios are constructed using managed
funds in most asset classes. Portfolio structure is based on diversification strategies developed
by Nobel Prize-winning financial economists. The structured funds we recommend are managed
by the Dimensional Fund Advisors (DFA), an institutional only mutual fund family. Portfolios
typically include a combination of some or all of the following asset classes in both domestic and
foreign markets:

 Large/Small stocks
 Value stocks
 Fixed Interest
 Emerging Markets
 Property Securities

Fixed interest – your best defence: We see fixed interest as a defensive asset class. The two
primary aims are to provide liquidity and lower the volatility of a diversified portfolio. The graph
below shows how bonds have given a positive return through all of the share downturns in the
past 25 years.



The best way to achieve these aims is to restrict fixed interest investments to short-term, higher
quality instruments. While long-term bonds have higher expected returns than short-term bonds,
the evidence suggests that the best risk-adjusted returns can be delivered by investing in short-
dated securities.

Emerging markets: These are the markets of countries that have a relatively undeveloped
economy, an immature legal system, a high government presence in the market and an uncertain
regulatory framework. Research shows that emerging markets are a separate asset class whose
returns have a relatively low correlation with markets such as the US, UK, Japan and Australia.
This means they offer greater diversification benefits with those of developed markets.

Property: Research by financial economists demonstrates that listed property (on the stock
exchange) is a separate asset class distinct from equity assets. Because property is a separate
asset class to equities we recommend that clients invest in property as part of their diversification
strategy. Global listed property extends this diversification principle. Having the property listed on
the stock exchange provides liquidity and easy access to the returns of income-producing
property.

What about alternatives? We often hear about exclusive hedge funds, private equity funds,
commodities, and other non-traditional investments. Should you include alternatives in your
portfolio? There is little evidence that alternatives have higher returns than traditional asset
classes. Our view is that many investors participating in alternative strategies (and even the
managers of these strategies themselves) don’t fully understand the risks they are taking.

Alternatives generally involve one or more of the following elements of
increased risk:

• Using large amounts of borrowed money;
• Making concentrated bets;
• Trading excessively;
• Relying on subjective forecasts.

Our belief is that you don’t need alternative investments in your portfolio to have a
successful investment experience.

Investing your funds: IWS clients receive the benefit of our unique relationship with DFA, which
has A$252 billion under management through the Dimensional World Wide Group of Companies.
This is more than the total funds held by the Commonwealth Bank, Australia’s largest wealth
management group.

Through DFA, IWS has access to portfolio strategies developed by leading experts from the
academic community in both finance and investments. These experts have been described as
the “Smartest people alive in finance – those who have done the most to advance our
understanding of how the stock market really works.” (Fortune magazine 7/06/98 “How the
Really Smart Money Invests”)

In the end, it is our belief that academic and professional research prove that asset class
investment strategies provide long-term portfolio returns superior to those available from active
money managers. Asset class funds allow investors the opportunity to most effectively
maximize their assets through a low cost, tax efficient, market return investment strategy.



That’s the theory of how the Integrated Investment Solution works. But the real proof for an
investor is in the long-term performance.



3. How Our Approach Has Performed Against A
Benchmark Over The Last 33 Years
So far we have presented a lot of theory to do with the investment strategy known as Asset Class

Investing. You may well ask “does the theory actually work in practice?”. This is a very good

question, and the way in which we answer that question is to apply the theory to the actual

markets over the past 33 years. This is as far back as our records allow. We are going to

compare our diversified portfolio, which we call the Integrated Investment Solution, to a basic

benchmark portfolio to see if the theory gives us any improvement.

We’ll start with The Standard Portfolio, a very basic portfolio. Assume that the whole pie

represents all the money you have invested. This one has only two slices, one for bonds (labelled

the 90 Day Bank Bill Index) and one for equities (labelled the S&P/ASX Accumulation 300 Index).

This portfolio’s 60/40 split between equities and bonds is the way superannuation funds, insurance

companies and other large institutional investors traditionally allocate their assets. The equities

provide growth while the bonds provide stability and income.

The 60/40 ratio of The Standard Portfolio is the industry standard, and that’s what we will use as a

benchmark in this article.

For 33 years, from January 1980 through December 2012, this portfolio produced a compound annual

return of 10.96 per cent. Therefore, a long-term return of 10.96 per cent becomes the benchmark

against which we will measure our asset allocation exercise.  A $100,000 investment in this portfolio in

1980 would have grown to $3,093,803 by the end of December 2012.

The Standard Portfolio: 40/60 Bonds/Stock Index

Dimensional Fund Advisors, Building Asset Class Portfolios December 2011, The Basic Portfolio



If we consider that most investors want to participate in investments across the globe, then we
will divide the 60% equities component into 30% Australian and 30% International equities. Such
a portfolio would have returned 10.75% over the last 33 years. In dollar terms this amounts to
$2,906,318, $187,485 less than if a person had all their money in Australian shares, but more in
keeping with long-term investing.

Therefore, a long-term return of 10.75 per cent becomes the benchmark against which we will
measure our asset allocation exercise

Our asset allocation exercise is to apply the theory to a 60:40 portfolio so we can compare this

new portfolio with the standard one mentioned above. We have added small and value stocks, as

well as increasing diversification through investing in the global markets.

The Integrated Investment Solution

Dimensional Fund Advisors, Building Asset Class Portfolios December 2011, Three-Factor
Diversification

This portfolio is the Integrated Investment Solution which has an annualized return of 11.69
per cent compared to 10.75% from the Standard Portfolio.

This investor has boosted his/her return by about 32 percent and their final portfolio value to
$3,841,241, an improvement of $934,923 over The Standard Portfolio.

Another measure we will to compare the benchmark with the IWS portfolio is standard deviation (sd).

Standard deviation is a statistical way to measure risk. A lower standard deviation represents a lower

risk, indicating a portfolio that is more predictable and less volatile. The sd of the IIS portfolio is 12.43

per cent compared with 12.50 per cent for the Standard Portfolio. So this tells us that we have

increased the performance of the IIS portfolio, with a slightly lower risk.



These improvements have been achieved without any stock picking or market timing (we simply

re-balanced at the end of every year).

To recap, by applying some academic theory to our investment strategy, we have improved the

return of the traditional institutional portfolio, as well as decreasing the risk.

4. Summary Of The Integrated Investment
Solution
In this report we have presented the case for using asset class investing to build long-term

wealth. In short, asset class investing is consistent with what we know about how free and fair

markets function. Active management is not.

Asset class investing is supported by scores of empirical studies over 50 years of professional

managed portfolios. Active management is not.

Finally, asset class investing allows reliable planning and implementation of portfolio strategies.  It

is demonstrably successful and the most prudent way to invest your money1.

You decide whether this is the way to go.

Disclosure & Disclaimer
The Integrated Investment Solution has been prepared by Integrated Wealth Solutions Authorised
Representative of Radford Allen Financial Services Pty Ltd AFSL 221531 and 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, but is not guaranteed. 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. This article is distribute for educational purposes and should not be considered
investment advice or an offer of any security sale. It should not be relied upon as a substitute for detailed professional
advice .Past performance is not an indication of future performance and no representation is made that the stated results
will be replicated.
1 Asset Management, Active vs Passive Management, Rex Sinquefield, October 1995.
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