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What We Are Thinking 
Dear Readers 
 
Merry Christmas to Everyone! Welcome to the December 2018 
edition of The Good Life. Our Christmas message comes from a 
beautiful sculpture in the gardens of Chester Cathedral where 
Wendy and I enjoyed a lovely day with our daughter and her 
boyfriend during our recent trip to Europe (see last page). 
 
This month we have a familiar story from Barry Ritholtz. Barry 
gives us 3 compelling reasons why indexing has become so 
popular. First, it costs less, and often much less. High fees are a 
drag on returns – and when compounded over decades – they 
can lead to a penalty on total returns of between 20 to 30%. 
 
Next, the alternative is active-stock or mutual-fund selection or 
some form of market timing. Academic research 
overwhelmingly shows that the vast majority of investors lack 
the skills or discipline to achieve superior returns. Attempts at 
outperformance invariably lead to underperformance. 
 
 Last, even among those who have the requisite skills, the 
discipline and emotional control necessary to manage their 
money successfully is intermittent at best, and absent at worst. 
 
We’ve also included an interesting visual about cognitive biases 
that can blinker our day-to-day decision making and damage 
our investment judgement. This is particularly pertinent at this 
time of year around when we’re buying presents, spending time 
with family and making NY resolutions. 
 
Can you recognise any cognitive biases that you might have? 
 
Good News … We’re ALWAYS 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 
better future. 
 
The stories I read of amazing discoveries inspire me and give 
me hope for a better future. 

 
This month in our That Bit Extra (Abundance Insider) we look at more developments across a wide range of 
fields including live Skype subtitles and the first AI colony on Earth. 
 

Fixed Interest       

Years  1 2 3 10 YTD  
One- year 2.0 2.0 2.1 3.4 1.9 

Two-year 1.4 1.7 2.0 3.8 1.4 

Five-year 1.3 2.2 2.7 5.6 1.3 

Long Term      

      

Australian 
Shares 

     

Large  -1.0 6.7 8.0 9.3 -2.8 

Value  -1.5 6.5 11.8 9.2 -4.7 

Small  -2.5 6.7 9.2 9.6 -5.1 

      

Global Shares      

Large  3.7 12.4 8.6 9.8 5.2 

Value  0.8 9.8 8.3 9.8 1.2 

Small  -1.1 9.1 8.3 12.2 0.4 

Emerging 
Markets 

-2.0 10.8 11.1 7.6 -3.0 

Real  Estate 1.6 7.4 8.4 9.3 1.5 

      

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 
combinationof simulated and actual 
returns.  
 

 Past performance is not indicative 

of future performance. 
 



Numbers 
If you look at the table to the above left, you’ll see more red this month. What should we do? Nothing! It’s totally 
normal. Make sure you look at the 12 cognitive biases in the Flawed Thinking article. 
 
 
 

Index-Investing Critic Takes Aim, Fires, Misses 
              
December 13, 2018  
New arguments against low-cost, passive investing are no better than the old ones. 

 
By Barry Ritholtz    December 13, 2018.  
 
Barry Ritholtz is a Bloomberg Opinion columnist. He founded Ritholtz Wealth Management and was chief executive and director of equity research at 
FusionIQ, a quantitative research firm. He is the author of “Bailout Nation.” 
 

During the past 40 years, low-cost indexing has risen from an abstract financial theory with very few takers to a 
juggernaut sucking up most of the new money flowing into equity investments. BlackRock Inc., Vanguard Group 
Inc. and State Street Corp., 1  the top three indexers, collectively own more than 10 percent of every company in 
the U.S. They own lots of overseas stakes as well. 
 
This shift represents an existential threat to numerous parts of the financial services industry: Once investors 
decide to simply “buy the market,” many types of financial jobs are no longer necessary, from human traders to 
newsletter writers to various active management strategies. 
 
I was reminded of this by a deeply flawed analysis, titled, “Your love of index funds is terrible for our economy.” 
It cried out for a response. 
 
There are three reasons why indexing has become so popular. First, it costs less — often much less. High fees are 
a drag on returns; compounded over decades, they lead to a 20 to 30% penalty on total returns. Next, the 
alternative is active-stock or mutual-fund selection or some form of market timing. Academic research 
overwhelming shows that the vast majority of investors lack the skills or discipline to do that. Attempts at 
outperformance invariably lead to underperformance. Last, even among those who have the requisite skills, the 
discipline and emotional control necessary to successfully manage money is intermittent at best, absent at worst. 
Back to the issue of index funds: The author identifies three reasons why index funds are an economic threat. 
Let’s take each of these in order: 
“Index funds contribute to market melt-ups and meltdowns.” 
 
Really? That statement is at odds with the experience of most Registered Investment Advisors (RIAs) and index-
fund managers. Indeed, we have experienced several bubbles and crashes, melt-ups and meltdowns, during the 
past few decades. The evidence is clear that passive-index investors behave better than active-fund investors or 
market timers, tending to blunt rather than aggravate volatility. 
 
During the financial crisis, passive investors sat tight and for the most part didn’t sell. Indeed, they were net 
buyers, according to former Vanguard Chief Executive Officer Bill McNabb. As my Bloomberg colleague Eric 
Balchunas pointed out, during the 2008 credit crunch, the money flows were into index funds and exchange-
traded funds, in part because they displayed less volatility; more than $205 billion was put into these funds while 
active funds experienced $259 billion in withdrawals. 
 
“Index funds reduce the quality of stock analysis.” 
 
If this were offered as a joke, we could ignore it. But this is a serious — and a seriously flawed — allegation. 
 
Let’s be blunt: Stock analysis has been famously terrible for most of forever. Analysts are too bullish when things 
are going well; perhaps too bearish when they are not. They are highly conflicted. Since research itself doesn’t 
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generate income, analysts are paid out the funds generated by other parts of a securities firm’s business, such as 
investment banking. Their goal is to encourage more active trading, which generates commissions but also higher 
tax bills and lower returns. For a reminder of how problematic Wall Street research is, recall the analyst scandals 
of the late 1990s and early 2000s. 2  
 
I believe this author has it exactly backward: Expensive and ethically compromised analysts were shown to be of 
so little help to investors that they actively contributed to the rise to indexing. 
 
“Index funds contribute to poor corporate governance.” 
 
Again, I think is exactly backward — it’s the long-term owners of public stock, that is, index funds — that 
management must deal with year after year. 
 
Consider what Dave Nadig, managing director of ETF.com (part of CBOE Global Markets) wrote earlier this 
year: 
State Street voted against the slates of directors proposed by companies over 400 times, because those companies 
failed to add women to their boards. And BlackRock recently published an open letter to markets, putting every 
company on notice that they would be taking a hard, hard look at everything from executive compensation to 
community development to environmental impact. 
 
Active managers and activist investors can threaten to sell their stock, and sometimes they do. But then what? The 
indexers are long-term owners — and they vote their proxies. Management has to acknowledge their permanence. 
 
The complaints about indexing have become tiresome: Indexing is Marxist, it’s a bubble waiting to burst, 
it’s dangerous to the economy or the efficiency of the market, and so on. The need to relitigate every lost battle is 
telling. The people who want to sell you newsletters, expensive mutual funds, or costly trading advice have 
suffered greatly from the move toward low-cost, passive investing. No wonder so many of them refuse to accept 
the obvious benefits of indexing to average investors. 
 
Disclosure: Clients of Ritholtz Wealth Management own funds from Vanguard, Blackrock and State Street, as do I 
personally. 
 
2.The research-analyst scandals resulted in the 2003 settlement in which Wall Street investment banks paid $1.3 
billion in fines. Not coincidentally, shortly after this scandal and others, individual investors embraced indexing. 
 
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 
 
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. 
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That Bit Extra… 

 

More Amazing Research Happenings in the EXPONENTIAL 
WORLD to Make Our Lives Better…Faster, Easier, Cheaper, 
With Bigger Futures 
 

The future is almost here – 
 
From Peter Diamandis and the team at … 

 

 
 
 
 

DeepMind’s AI will accelerate drug discovery by predicting how proteins fold 
What it is: Artificial intelligence is exploding onto the scene of 
novel drug discovery, and a slew of companies have brought new 
deep learning techniques to bear on the monumental ‘protein 
folding problem.’ Of these, DeepMind’s recently built AlphaFold 
system uses vast amounts of genomic data to predict protein 
structures, generating 3D folded protein models which are far 
superior to its predecessors. By training deep neural networks with 
growing available data, DeepMind’s AlphaFold has predicted the 
distances between amino acid pairs and the angles between their 
chemical bonds with unprecedented accuracy. 
 
Why it's important: The ‘protein folding problem’ has posed a 
decades-long challenge to researchers and has even led to the rise 
of crowdsourced protein-folding platforms, such as Foldit. Given 
that the folded form of proteins dictate their function within our 

bodies, the ability to predict a protein’s structure based on its components could have huge implications for drug 
discovery and design, allowing scientists to synthesise new protein-based treatments for countless diseases. More 
broadly, DeepMind’s success represents the rise of intelligent, bottom-up therapeutics, which increasingly allows us to 

perform precise target identification, novel molecule discovery and deep learning-based drug design. Share on 
Facebook 

Spotted by AJ Scaramucci / Written by Claire Adair 
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Amazon gets into blockchain 
What it is: Recently Amazon announced at re:Invent a litany of 
new features including QLDB and its managed blockchain 
service. QLDB (quantum ledger database) provides an 
immutable, transparent and cryptographically verifiable ledger 
for applications that rely on a central authority such as an ad 
exchange, clearinghouse or supply chain where data 
immutability is essential but a distributed authority isn’t needed. 
Managed blockchain enables companies to create a blockchain 
network without the headache of creating the network, 
provisioning hardware and configuring the software. 
Supporting ethereum and hyperledger fabric, AWS makes it 
possible to create a network purely through the AWS 
management console and API set. 
 

Why it's important: These user interfaces enable anyone to create blockchain networks or quasi-blockchain networks 
like QLDB, which will in turn enable new, purpose-built applications of distributed ledger technologies in the 
enterprise. What applications and/or platforms could you build by enabling transparency in your own 
ecosystem? Share on Facebook 

Spotted by Marissa Brassfield / Written by Jason Goodwin 
 
 

China plans to build a deep-sea base run entirely by AI 
What it is: A team at Beijing’s Chinese Academy of Sciences has 
just launched a presidentially endorsed plan to build China’s first 
deep-sea base. The research-enabling ‘Atlantis’ aims to become the 
first AI colony on the planet. Predicted to cost about US$160 
million, the deep-sea base will reportedly be constructed at a depth 
of between 6000 and 11,000 meters below the surface of the South 
China Sea. As a launching ground for unmanned submarine 
science, the AI base could yield autonomously performed seabed 
surveys, mineral sample collections and new records on little-
known life forms. 
 
Why it's important: While many are sceptical about the idea of a 
deep sea, self-contained laboratory – and particularly its ability to 
withstand such high ocean pressures – an autonomous robot-
operated colony could offer extraordinary benefits. Scientists have 
explored about only 1% of the ocean floor, yet oceans comprise 
over 70% of the Earth’s surface. Leveraging advancements in AI, 
sensors and submarine robotics, such a base could provide 

invaluable data in the fight against climate change, enable discovery of new and endangered species and even accelerate 
the development of new therapeutics. Share on Facebook 

Spotted by Marissa Brassfield / Written by Claire Adair 
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Walmart introduces AI-robot cleaners 
What it is: San Diego-based startup Brain Corp. has entered into a 
partnership with Walmart to supply autonomous floor-cleaning 
robots. With over 100 cleaning robots already in operation, 
Walmart expects to have a total of 360 in stores by the end of 
January 2019. The built-in BrainOS platform provides a 
foundational system in navigation and data collection capabilities 
that dramatically accelerates the time to create new systems, 
particularly for robotics. In the Walmart example, the system is 
sufficiently capable for autonomous operation after just one 
supervised ride with an employee to map out the store. 
 
Why it's important: Because Brain Corp can essentially add 
intelligence to any machine, this is an early example of the 
‘cognification’ of things. As we reported recently with the rise of 
DIY machine learning and AI-based applications, BrainOS is also a 
big step towards creating autonomous systems that require far less 
upfront costs and effort. This inevitably will lead to new and novel 
uses for the technology. Also because indoor environments such as 
stores and shopping centres have far more pedestrian traffic and 
unique structures than do street cars, this should provide a 
feedback loop to the broader autonomous vehicle ecosystem as it 
identifies new corner cases that developers struggle with today. 
Share on Facebook 

Spotted by Marissa Brassfield / Written by Jason Goodwin 
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Skype introduces live captions and subtitles 
What it is: Skype has rolled out live captions and subtitles for one-
on-one video calls. Skype’s says, “Live captions and subtitles are 
optimised to be fast, continuous and contextually updated as 
people speak.” The impetus to introduce live captions and subtitles 
technology is to make Skype more accessible for people who are 
deaf or have reduced hearing. Skype next plans to release 

translation services in 20 different languages. 

 
Why it's important: Exponential technologies are dramatically 
changing what type of work we do, how we do our work and, 
importantly, where we work. Technologies such as Skype already 
delocalise workspaces and AI augmentation enables even richer, 
more diverse collaboration. Between telepresence robots, virtual 
reality and full-scale avatars, the future of meetings, work and 
relationships is extraordinary. Share on Facebook 

Spotted by Marissa Brassfield / Written by Max Goldberg 

 
 
 
  

 

Flawed Reasoning 

 

12 Cognitive Biases That Are Warping Your Perception of Reality 
Jeff Desjardins    on December 3, 2018 
 
We are each entitled to our own personal world view. 
 
Unfortunately, when it comes to interpreting information and making objective sense of reality, human brains are 
hard-wired to make all kinds of mental mistakes that can impact our ability to make rational judgments. 
 
In total, there are 180+ cognitive biases that mess with how we process data, think critically and perceive reality. 
 

Flawed Human Reasoning 
There is no simple way to get around these basic human instincts, but one thing that we can do is understand the 
specific mistakes we make and why. 
 
Today’s infographic comes to us from School of Thought, a non-profit dedicated to spreading critical thinking. 
The graphic describes 12 of the key biases that warp our sense of reality, together with examples of how to 
recognise the bias. 
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The water I give shall be a well of water springing up into everlasting life. 
 
 

Merry Christmas  
and a  

Happy New Year  
to Everyone 


