
Integrated Wealth Solutions

The Good Life
Ideas, advice, beliefs and perspectives for the
enjoyment and education of our clients and friends

Period ending January 2016 February 2016
What We Are Thinking

Dear Reader,

Welcome to the February edition of The Good Life.

This month Jim Parker writes, “The twists and turns of
financial markets in the opening weeks of 2016 have left
many investors feeling like victims of car sickness. So
what's driving the volatility, how unusual is it and what can
you do about it?”

We have available two Issues Briefs. The first looks at the
Chinese equity market and Dimensional's approach to
investing there. Specifically, we highlight differences
between Chinese shares traded on Mainland exchanges
and those traded in Hong Kong and other overseas markets.

The second Issues Brief looks at Crude Oil and Financial
Markets. With the recent decline in both oil and stock prices,
DFA received a number of questions about the historical
relation between oil prices and financial markets. For us, we
can save money spending less on petrol and buy cheaper air
tickets as airlines become profitable again.

If you want a copy of either, just email us and we’ll send
either or both of the Issues Briefs.

The Numbers
In line with the volatility, you can see in the YTD column a

mass of red. But what’s interesting to me, as a long-term
investor, is that the day-to-day volatility in the US market
since 1975 has averaged 14% from peak to trough. In 2015
it averaged only 12.4%. Nothing out of the ordinary! But
the media hysteria would have you believe, Dear Investor,
that the world was about to end. Again!

Richard Bernstein in a recent posting suggested that the
optimally strategic move for investors going into 2016 might
be to mute their television set. Sound advice!

More Good News
The Bit Extra this month highlights the tremendous leaps
being made across the world to make our life better. We
look at printing replacement body parts, sending people to
Mars by ‘around 2025’, a robotics start-up that hopes to
make wheelchairs obsolete and as well a scary reality
check; 85% of jobs in developing countries are at risk due to
automation.

Fixed Interest

Years 1 2 3 10 YTD
One- year 2.4 2.6 2.8 4.8 0.2

Two-year 2.8 3.1 3.2 5.2 0.5
Five-year 3.4 4.9 4.5 6.7 1.4

Long Term

Australian
Shares
Large -6.6 2.9 5.9 5.1 -5.6
Value -10.4 -2.8 0.8 3.3 -7.5
Small 3.5 1.1 -0.1 4.4 -5.0

Global Shares
Large 4.4 11.4 20.3 4.8 -3.3
Value -0.7 5.8 16.8 3.5 -5.1
Small 5.9 8.8 21.2 5.6 -4.4

Emerging
Markets

-14.8 -0.7 1.8 2.3 -3.2

Real  Estate 2.5 20.7 19.3 3.9 -0.1

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.



Are We There Yet

February 10, 2016

The twists and turns of financial markets in the opening weeks of 2016 have left many
investors feeling like victims of car sickness. So what's driving the volatility, how
unusual is it and what can you do about it?

Volatility is not unusual at times of heightened uncertainty. Some of the issues cited as unsettling markets
recently have been doubts about the extent and impact of China's slowdown, steep declines in oil prices and
what all this might mean for the path of US interest rates this year.

But such external events are not the only things that influence prices. Markets can also move based on investors'
own changing tastes, preferences and risk appetites. None of these variables are constant.

The key point is that expectations about the global economy, company profits, interest rates and other indicators
constantly change on new information. And those changes are reflected in the prices of securities.

Indeed, if prices didn't change at all based on news, there really would be cause for worry because it would raise
questions about whether markets were working effectively. Remember, the scene in The Big Short?

So, are the recent market moves out of the ordinary and do they necessarily point to further price declines? Let's
look at the data ...

The world's biggest stock market did have a particularly poor start to the year. In fact, as measured by the
benchmark S&P-500 index, the US market suffered its ninth worst January since records began in 1926.

Does this mean it is on course for a down year? Not necessarily. In the US market over the past 90 years, a
negative January has been followed by a positive performance for the rest of the year 59% of the time.

What about the Australian market? It's true that the S&P/ASX 300 total return index fell 3.2% in January, but that
is nowhere near its worst start to the year. In the first month of 2008, for instance, it fell 11%. In 1981, it fell 7.7%.

While Australian data only goes back to 1980, there is also no clear pattern here between January and full-year
performance. A negative start in 1993, for example, was followed by a full-year return that year of more than
40%.

In more recent years, who can forget the early months of 2009 during the peak of the global financial crisis? The
Australian market started the year with a fall of nearly 5% yet by the end of that year was up by more than 37%!

The chart below shows that of the past 36 years back to 1980, the Australian market has risen in 26 years and
fallen in 10. While the return in January has been negative 14 times, in nine of those the market ended up for the
year.

This isn't to predict that we're on course for a similar turnaround in 2016, but it does serve as a reminder about
the danger of drawing inferences about future market direction from what has happened in the immediate past.



How about the pattern of recent volatility? Every day, it seems, we hear on the morning radio news of a big fall on
Wall Street, only to be told of a similarly spectacular rebound a day or two later.

The truth, however, is the recent bout of volatility has not been exceptional. In the US market, a common
measure of equity volatility is the 'VIX' index. This jumped to around 27 in January from the mid-teens late last
year. (A higher number means more volatility).

But that is still only about half of the levels of August to September last year when China devalued its currency, in
mid-2013 at the time of the so-called Fed "taper tantrum" and again in in mid-2011 when global recession fears
were intensifying. And it is virtually a quarter of the peak levels the VIX reached when Lehman Brothers collapsed
in October 2008.

Similarly, in Australia, volatility has risen this year, but it is well short of the levels experienced in the GFC. Chart
2 below shows the S&P/ASX-300 index as measured by historical volatility on a 15-day rolling basis.



So what lessons can be drawn here? And more importantly, what can you as an individual investor do about the
volatility?

 First, there is no hiding from the fact that for many investors market volatility can be unsettling. But we
have seen that extrapolating past market moves into the future is not a reliable strategy.

 Second, prices move on news. Unless you have the extraordinary and unheard of ability to anticipate
news, you can't predict with any consistency what markets will do next.

 Third, while you can never fully escape volatility, you can moderate the ups and downs by diversifying
across different asset classes (stocks, bonds, property and cash) and within asset classes.

 Fourth, what ultimately matters is not your ability to second-guess short-term market moves, but how
your portfolio is travelling relative to your own stated goals, risk preferences and investment horizon.

If you feel uncertain, your advisor is there to keep you focused on your long-term plan and to rebalance your
portfolio to ensure you are not taking any more risk than you need to reach your objectives.

To use our original analogy, constantly watching the short-term gyrations of the market when your goal may be
years away is like reading in a car on a rocky and winding country road. You risk getting car sick.

A better approach is stay focused out the window on that particular point on the horizon that represents your
destination. Every now and then, you can pull over to the side and check your roadmap (in this case your
financial plan).

Everyone feels the rough ride, it's true. But if you can agree with your advisor that your plan is still the right one
for you and that you remain on track to reach your destination, the process of getting there becomes a lot easier.

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…
Modular Exoskeleton Shape-Shifts to Accommodate Multiple Disabilities

What it is: SuitX is a California robotics startup that hopes to make wheelchairs
obsolete. Weighing in at 12.25kgs, the modular Phoenix exoskeleton can be
rearranged to suit a wide range of people and disabilities. The best news is that it costs
$40,000 -- princely, but still cheaper than other exoskeletons which cost between
$70,000 and $100,000.
Why it's important: Exoskeletons have tremendous implications for those whose
jobs require intense manual labour, the elderly and people with disabilities and
mobility issues. These bionic suits are still pricey now but the emergence of

companies such as SuitX proves that the technology is beginning to demonetise.

Spotted by Marissa Brassfield

Elon Musk: SpaceX Wants to Send People to Mars by 2025

What it is: Earlier this week, during a Hong Kong forum, SpaceX CEO Elon Musk
announced the company's latest moonshot: to send people to Mars by "around
2025." Added Musk: "It's the only planet we really have a shot at establishing a
self-sustaining city on."
Why it's important: Musk explains the implications of SpaceX heading to Mars in
under a decade: "It's really a fundamental decision we need to make as a
civilization. What kind of future do we want? Do we want a future where we're
forever confined to one planet until some eventual extinction event however far in
the future that might occur? Or do we want to become a multi-planet species?"

Spotted by Peter Diamandis

3D Bio-Printer Can Create Full-Sized Bone, Muscle and Ear Tissues

What it is: Wake Forest Institute for Regenerative Medicine researchers have created
a 3D bioprinter that creates transplant-ready replacement tissue. Muscle tissue, jaw
bones, cartilage structures and a full-sized human ear have all been printed with the
bioprinter which uses bio-materials instead of the plastics, metals and resins that other
3D printers use.
Why it's important: Bioprinters aren't new but previous versions couldn't produce
tissue strong enough to withstand surgical transplants. This particular printer can --
bringing us one step closer to printing replacement body parts for humans in a plug-
and-play fashion.

85% of Jobs in Developing Countries at Risk Due to Impact of Automation

What it is: Oxford Martin School and Citi have released a new report on the
implications of job automation on workers in developing countries and the numbers
are staggering. They've estimated that automation will put 85% of jobs in Ethiopia at
risk, 55% of jobs in Uzbekistan, 77% of jobs in China and 72% of jobs in Thailand.
Why it's important: Evidence of some of the natural bumps in the road to abundance
-- and how exponential technologies will dramatically change the nature of global
work. The report postulates that the disruptive impact of automation in developing
countries is due to ‘lower levels of consumer demand and limited social safety nets’
adding that ‘developing countries risk 'premature de-industrialisation' as 3D printing
developments and automation cause companies to bring manufacturing closer to

home.
Spotted by Peter Diamandis


