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Dear Reader,

Welcome to the April edition of The Good Life.

This month, Jim Parker writes a fascinating article about the effects
of home bias, that is, investing too heavily in your domestic share
market. Jim says ‘… investors who become too anchored to
familiar territory can end up with a very narrow view of the world.’

Home bias can lead to concentrated exposure to individual
countries, companies and sectors. For example, did you know that
in Australia the big 4 banks represent nearly 28% of the market
as of early 2017? Is this too big of a bet?

Changes to superannuation and Centrelink benefits are underway
now. As we will see in the upcoming May Federal Budget, the
government is short of money and so most of the changes to
superannuation and Centrelink benefits are centred on bringing in
money in the short-term and losing sight of the long game we all
have to play, well beyond the next election.

Good News … confident about the future

We’re continually blown away by what’s happening in what we call
the EXPONENTIAL WORLD for a faster, easier, cheaper and
bigger future. These advances will make many existing companies
obsolete. Expect to see a substantial fall in the cost of living and
more people accessing services that once were only the preserve
of the rich.

This month, we have a broad collection of ideas and inventions
changing our world: edible drones, robotic sorting systems in
China, plant-based burgers, cost-effective solar panels you can
affix to your existing roof, Graphene-Based Sieves that turns
seawater into drinking water, Canada to Spend $750 Million to
ensure all citizens have Internet access, teleporting taste and a
new brain-computer interface breakthrough.

Numbers – world population over this century

Take a look at the animation link of population growth through this
century. The rise of Africa is spectacular but what will it mean for the long-term investor?

Fixed Interest

Years 1 2 3 10 YTD
One- year 2.3 2.3 2.5 4.3 0.6

Two-year 2.4 2.6 2.9 4.8 0.7
Five-year 2.4 3.5 4.5 6.4 1.1

Long Term

Australian
Shares
Large 22.3 4.9 8.2 5.0 5.3
Value 37.4 9.8 9.7 4.7 4.8
Small 16.3 9.1 6.5 3.1 2.1

Global Shares
Large 16.4 5.7 12.6 5.1 1.0
Value 23.0 5.7 10.8 3.9 -1.1
Small 20.0 8.2 12.7 6.5 -0.5

Emerging
Markets

23.9 5.0 9.1 3.7 7.3

Real  Estate 6.3 8.8 16.8 0.5 -0.8

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

S&P/ASX 300 REIT Index

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

Past performance is not
indicative of future performance.



Leaving Home

April 4 2017

Everybody loves the comforts of home, but investors who become too anchored to familiar
territory can end up with a very narrow view of the world.

Home bias, the tendency of investors to allocate a disproportionate amount of their funds to their domestic market, is a
well-documented phenomenon.

As at 31 December 2016, superannuation funds regulated by the Australian Prudential Regulation Authority had nearly
50% of their total equity exposure in local shares.1 For self-managed super funds, the average home allocation was
72%.2

There can be rational reasons for home bias. Australian investors, for instance, have the advantage of dividend
imputation. This is where firms that have already paid income tax on profits attach tax credits in distributions to
shareholders.

A second understandable reason they might tilt to their home market is familiarity with the companies they are investing
in. Companies like Westpac, ANZ, Qantas and Air New Zealand are household names and frequently in the news.

A third justification might be that a home bias satisfies an individual investor's particular goals or risk appetite. These are
all issues for an advisor to consider.

But a large home bias also can have undesirable consequences. Those consequences relate to the risks of a portfolio
ending up with very concentrated exposure to individual countries, companies and sectors.

Dividing Up the World

This is particularly the case where your home market is relatively small in a global sense or where it is dominated by
one or two sectors.

Chart 1 shows the natural weights of some of the countries in the MSCI All Country World index, a popular benchmark
for the global share market. You can see the US is by far the biggest market with a weight of more than 53% as at 31
January 2017.3

Japan is a distant second with a weight just above 8%, then the UK, Canada, France and Germany, China and
Switzerland. Australia is ninth with a weight of 2.4% while New Zealand is in 36th place with a weight of just 0.1%, too
small to see on the chart.

Now what happens when we bias our portfolio to the home market? Chart 2 shows the country representation in an
equity portfolio with a home bias of 60% to Australia.

As a result of this tilt, we have to scale down representation of other major markets. For instance, the US exposure is
lowered from 53% to 22% and emerging markets from 11% to just 4%. Put another way, the weight of all countries,
apart from Australia and the US, in this portfolio is just 18%.



So you can see that this degree of home bias represents a pronounced deviation from the global market portfolio and
leaves you taking unnecessarily big bets. For instance, Canada was the best performing developed market in 2016 with
a gain of more than 25%. But with our home bias, the weight to Canada is reduced by two thirds.

Since we have no reliable way of predicting which country will be the best performer year to year, it makes sense not to
deviate too far from the market portfolio.

Dividing Up the Sectors

Having a sizeable home bias means not only taking a big bet on a single country, but ending up with a disproportionate
exposure to certain sectors.

In Australia's case, the big 4 banks represented nearly 28% of the market, as of early 2017. Financials overall made up
38% while materials stocks represented 17%. In other words, 2 sectors made up more than half of the market.

To put that into perspective, financials represented just 19% of the global market while materials had a share of just 6%.

Another way of looking at this bias is to consider which sectors are poorly represented in Australia. For instance,
information technology stocks made up just 1.3% of the local market compared with 16% globally.

Chart 3 shows the natural market weight of sectors in a global portfolio. Chart 4 shows what happens when you have a
60% home bias. In other words, you end up taking a significant bet on financials and materials stocks at the expense of
other sectors like technology and healthcare. It's a much less diversified portfolio.



Dividing Up the Stocks

We've seen that a home bias means concentrated bets on a single country and a couple of sectors. So it shouldn't be a
surprise that it also means you end up taking outsized bets on a handful of stocks.

With a 60% Australian home bias, a single stock — the CBA — will represent nearly 6% of your portfolio. That is more
than the weight of the UK and Japan combined or more than your entire holdings in emerging markets.

Put another way, the top 5 stocks (the 4 big Aussie banks and BHP Billiton) will make up more than 20% of your
portfolio. You will also more than halve your exposure to big overseas names like Apple, Microsoft, Amazon, Vodafone,
Nestle and Volvo.

In fact, of the top 50 stocks in this Australian-biased ‘global’ portfolio, all but 4are local stocks, the exceptions being
Apple, Microsoft, Exxon Mobil and Amazon.

Chart 5 illustrates how concentrated this portfolio becomes once the home bias is counted.

Putting it All Together

Given investors tend to source most of their income from their home nation and hold most of their other assets there,
you can see that this degree of home bias represents a very big bet on one country, a couple of sectors and a handful of
stocks.

So the question then becomes what degree of home bias is acceptable. It shouldn't be surprising that there is no one
right answer to that. It depends on each individual investor's tastes, preferences, circumstances and goals.

A good approach is to use a global market portfolio as your starting point. If you want to increase the expected return of
your portfolio, you can use information in current market prices and company fundamentals to tilt your portfolio towards
stocks with higher expected returns. Research has shown that small caps, low relative price and high profitability stocks
deliver a premium over the market return.

While you may tilt your portfolio towards Australia for the franking credits or your familiarity with the stocks, it's important
to understand this has nothing to do with the expected return of your portfolio. It is just a preference. But it also comes at
a cost.

In contrast, broad, global diversification creates a portfolio that spreads its risk to more economies, to a greater number
of stocks, to a wider range of companies and to a wider spread of sectors.

Again, there is no single, right answer to asset allocation. It all depends on the individual investor's circumstances, goals
and risk appetite.



But it is worth reflecting on the fact that an investor whose allocation is made up 60% of Australian equities is
overweighting Australia relative to the global market by a factor of 25.

At some time or another, we all have to leave home.

We 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.

John McMorrow
Editor
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That Bit Extra…
More Amazing Research Happenings in the
EXPONENTIAL WORLD to Make Our Lives
Better…Faster, Easier, Cheaper, Bigger Futures

Robotic Sorting System Helps Chinese Company Finish at Least 200,000 Packages a Day in the Warehouse
What it is: Chinese delivery company Sentong is embracing automation in a major
way, hoping to save around 70% of the costs over a human sorting line. Orange
robots at the company's sorting stations can identify the destination of a package
through a code scan, eliminating mistakes while sorting up to 200,000 packages a
day. The small army is also self-charging, meaning they are operational 24 hours a
day, 7 days a week.
Why it's important: Chinese companies and researchers are embracing automation
and robotics in an inspiring way that will offer huge opportunities and benefits for an

ageing workforce. What will be the impact on the global economy as countries and industries place varied bets on the
aggressive adoption of automation and robotics? Join the Discussion

Spotted by Cody Rapp / Written by Jason Goodwin

The Beyond Burger, Beyond the US
What it is: Beyond Meat's plant-based Beyond Burger is now commercially available
in Hong Kong, the country with the highest meat consumption per capita in the
world. The burgers will be sold in retail packs in the protein aisle of Green Common
supermarkets, the first place outside the US to carry the product. The Beyond Burger
will also be offered at a popular Hong Kong burger restaurant starting next month.
Why it's important: How will the international marketplace respond to a burger
alternative, which, unlike other plant-based proteins, is designed to ‘bleed’ just like
real meat? It's well worth the experiment to find out. In 2016 alone, it took 63 billion

land animals to feed 7 billion humans. What's more, land animals occupy one-third of the non-ice landmass, use 8% of
our water supply and generate 18% of all greenhouse gases. Join the Discussion

Spotted by Aryadeep S. Acharya / Written by Sydney Fulkerson



Nanopores Map Small Changes in DNA for Early Cancer Detection
What it is: Researchers at the University of Illinois have developed a model for using
nanopores to improve the detection of DNA methylations. Methylations are often an
early cancer biomarker. The simulated method involves punching a hole in a 2D
sheet of graphene or other material capable of conducting electricity. By applying a
current to the sheet as the DNA is thread through, the team is able to dramatically
increase the resolution of previous methods, detecting separate methylations as few
as 10-base pairs apart.
Why it's important: This is yet another example of the convergence in materials

science, nanotechnology, biology and computing power leading to novel insights. Look for the trend in early diagnosis of
cancer and other diseases to accelerate from this finer granularity, but also don't miss that this discovery was made via
a simulation. Imagine applying machine learning algorithms and stronger AI to these types of problems or visualising the
results in a mixed reality environment. Join the Discussion

Spotted by Aryadeep S. Acharya / Written by Jason Goodwin

Tesla Quietly Unveils New Solar Panels
What it is: Elon Musk recently quietly launched a new line of solar panels you can
affix to your existing roof -- and they are more cost-effective than the Tesla solar roof
Musk reveiled in October of last year. Like traditional panels, the new line of panels
are mounted on top of roofs, but without visible mounting hardware. Tesla has
partnered with Panasonic to manufacture solar panels exclusive to Tesla, which will
take place at the gigafactory 2 in Buffalo, New York. Customers can get quotes on

solar panel installations now; however, production is not expected to begin until mid-2017.
Why it's important: In the next 20 years, between 50% to 100% of the world's energy production could come from
solar. We are on the cusp of a solar revolution where the cost of solar cells will plummet, efficiency will rise dramatically,
and the incentives for widespread adoption will become too compelling to resist. Join the Discussion

Spotted by Aryadeep S. Acharya / Written by Sydney Fulkerson

Canada to Spend $750 Million to Ensure All Citizens Have Internet Access
What it is: The Canadian Radio-Television and Telecommunications Commission
(CRTC) recently announced that the country is setting up a fund of CAD750 million to
ensure all citizens have access to home internet. Additionally, the CRTC developed a
standard for home internet access, including download speeds of at least 50Mbps and
upload speeds of 10Mbps with the option of unlimited data. Currently 18% of
Canadians do not have access to comparable internet standards and the CRTC aims
to reduce this percentage to 10% by 2021 and ultimately down to zero in the next 10
to 15 years.

Why it's important: Canada's declaration that broadband internet is a basic telecommunications service is proof that
we are heading towards a total hyper-connected world. In 2010, 1.8 billion people were connected. Today, that number
is about 3 billion – and between 2022 and 2025 – that number will expand to include every human on the planet,
approaching 8 billion humans. We're entering an age when the entire world is online at speeds of 1 megabit per second
or greater, with access to the world's information on Google, access to the world's products on Amazon, access to
massive computing power on AWS and artificial intelligence with Watson … not to mention crowdfunding for capital and
crowdsourcing for expertise. Join the Discussion

Graphene-Based Sieve Turns Seawater Into Drinking Water
What it is: Scientists from the University of Manchester recently created a
graphene-based sieve that filters salts from seawater. Typically, the ability to
manufacture graphene-based barriers at scale is quite difficult. By using the
chemical derivative graphene oxide, this material can now be produced by simple
oxidation in the lab. What's more, it beats single-layered graphene in terms of
scalability and cost. By removing salt from seawater, this material could potentially
help millions of people without ready access to clean drinking water.
Why it's important: As mentioned in Peter's blog Materials Science and Technology

Convergence, we've been able to use graphene over the last 10 years to make new kinds of electronics, high-
performance transistors, new kinds of sensors and new kinds of composites based on its unique properties. These new
materials enable breakthroughs and new capabilities that would have seemed like science fiction just a few years ago.
Join the Discussion

Spotted by Khaled Salih and Rowan Duys / Written by Sydney Fulkerson



SpaceX Makes Aerospace History With Successful Launch and Landing of a Used Rocket
What it is: After 2 years of successfully landing rocket boosters (in itself a major
breakthrough), SpaceX has made history by reusing a rocket recovered from a
previous mission. The Falcon 9 rocket successfully landed on an unmanned ship
after its successful second mission to space. As Elon Musk rightfully explained, an
orbital class booster is "the most expensive part of the rocket," adding, "this is going
to be, ultimately, a huge revolution in space flight." The costs of future launches
could drop by as much as 30%.
Why it's important: Exciting times for space enthusiasts. While a 30% reduction in

costs won't create mass space tourism and exploration overnight, this is effectively a proof of concept, and it took
SpaceX just four months to inspect and refurbish the booster for relaunch. These improvements will continue and
accelerate with future breakthroughs in materials science, energy, and other exponentially growing technologies. Join
the Discussion

Spotted by Gaetan Soltesz / Written by Jason Goodwin

Paralyzed Man Moves Arm Using Power of Thought in World First
What it is: Researchers at Case Western University in Ohio have for the first time
given a man paralysed from the neck down the ability to move his hand and arm with
only thought. By surgically implanting a chip in his motor cortex, training the chip by
watching the man think about moving an arm in VR, and attaching 36 muscle-
stimulating electrodes, the 53-year-old man was able to feed himself and drink from
a cup. In the future, scientists are looking to make the response time faster, wireless
and install the electrodes subcutaneously.
Why it's important: This revolutionises how we treat paralysis and gives life back to

victims of horrific accidents. Looking at the various technologies that led to the success, it's also a sign of large
improvements in machine learning to detect and decode brainwaves, using virtual reality to solve real-world problems,
and the miniaturisation of sensors to even consider implanting such a powerful chip in the brain. Join the Discussion

Spotted by Jason Goodwin / Written by Jason Goodwin

Cars Could Soon Be Running On BioFuels Derived From Wastewater
What it is: Water management company Aqualia and car manufacturer SEAT are
working together on a project called Life Metamorphosis. The aim is to create a
sustainable fuel from treated organic waste to power compressed natural gas (CNG)
cars. The primary focus of the research is to produce biomethane, a biofuel that
already powers homes and buses. Using a process called anaerobic digestion (AD),
bacteria break down solid waste from the water to convert it into collectable
biomethane. Two prototypes are currently being built for this task – UMBRELLA,
which will be installed at a sewage treatment plant in Barcelona. The other is

METHAGRO which will operate at a plant dealing with animal manure. The team believes a mid-sized plant could treat
about 10,000 m² of wastewater per day – creating 1000 m² of biomethane – enough fuel for 150 vehicles traveling
260kms a day.
Why it's important: Evidence of the energy breakthroughs enabled by the convergence of experimentation, technology
and deeper understanding of bacteria and biological processes. CO2 emissions from CNG cars would be cut by up to
80% as a result of running on biomethane compared with gasoline-powered cars. This project also bolsters Spain's
contributions toward a future of abundant, efficient and renewable energy. Join the Discussion

Spotted by Aryadeep S. Acharya / Written by Sydney Fulkerson

Microsoft's Plan to Dominate Connected Cars
What it is: Microsoft has licensed patents to Toyota, including tools to store and
transfer files, AI, cybersecurity and technologies to predict when cars might need
maintenance, anticipate routes based on calendars, and more. The move builds on
an earlier partnership between Microsoft and Toyota, Toyota Connect, which is
focused on bringing new tech to cars without overwhelming drivers and drives
Toyota's research in AI and robotics.
Why it's important: Whether simply internet-connected or autonomous cars have
become a software-driven enterprise. All the major players, from Microsoft to Intel,

Google, Qualcomm, NXP and more, are leveraging massive opportunities to provide hardware, software, and expand
their current core offerings such as Azure and Skype. As an intermediary to fully autonomous vehicles, expect continued
improvements in connectivity to change user behaviour which will ease the transition to an autonomous future. Join the
Discussion

Spotted by Jason Goodwin / Written by Jason Goodwin



Animation: The World’s Population in 2100 by Region

http://www.visualcapitalist.com/animation-world-population-2100-region/

DFA in the News


