How Do
Many People Invest?

They Try to Predict the Future
“I have a proven system for
picking winning stocks.”
“That sector will continue
advancing through next year.”
“The market is primed for a retreat.”

They Act on Impulse
“I can’t take this bear market—
I’m getting out!”

“Everyone’s making money—
I want a piece of the action.”

They Bet their Savings on Tips and Hunches
“I heard it on the news.
I’d better sell!”
“I got a hot tip from my neighbor.
It’s a slam dunk.”

“My friend works in the industry—
he’s got the inside scoop.”

They Are Swayed by the Media
“The Death of Equities”
Business Week, 08/13/1979

“The Crash of ’98
Can the US Economy Hold Up?”
FORTUNE, 09/28/1998

“Retire Rich – A Simple
Plan to Have it All”
FORTUNE, 08/16/1999

“How to Reach
$1 Million”
Money, 08/2012
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Is There a Better Way
to Invest?

IP2400

Humans Are Not Wired for
Disciplined Investing
When people follow their
natural instincts, they tend
to apply faulty reasoning
to investing.

Many Investors Follow Their Emotions

People may struggle to separate their emotions
from their investment decisions.
Following a reactive cycle of excessive optimism and
fear may lead to poor decisions at the worst times.

Markets Have Rewarded Discipline

Growth of a dollar—MSCI World Index (net dividends), 1970–2014
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A disciplined investor looks beyond the
concerns of today to the long-term growth
potential of markets.

In US dollars. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is no guarantee of
future results. MSCI data © MSCI 2015, all rights reserved.

Reacting Can Hurt Performance
Performance of the S&P 500 Index, 1970---2014

Missing only a few
days of strong returns
can drastically impact
overall performance.

$88,454
$79,322

Growth of $1,000

$57,513

$33,400
$21,070
$9,193

Annualized
Compound Return

Total
Period

Missed
1 Best
Day

Missed
5 Best
Single
Days

Missed
15 Best
Single
Days

Missed
25 Best
Single
Days

OneMonth
US T-Bills

10.47%

10.21%

9.42%

8.11%

7.01%

5.05%

In US dollars. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee
of future results. Performance data for January 1970–August 2008 provided by CRSP; performance data for September 2008–December 2014 provided by Bloomberg. S&P data provided by Standard &
Poor’s Index Services Group. US bonds and bills data © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and
Rex A. Sinquefield).

The Market’s Response to Crisis
Performance of a Normal Balanced Strategy: 60% Stocks, 40% Bonds Cumulative Total Return
After 1 year

After 3 years

After 5 years
84%

61%
52%

55%

51%

44%

42%
37%
25%

21%

20%
15%
6%

3%
-1%

October 1987:
Stock Market Crash

August 1989:
US Savings and
Loan Crisis

-2%

September 1998:
Asian Contagion
Russian Crisis

March 2000:
Dot-Com Crash

9%

-3%

September
2001:
Terrorist Attack

September 2008:
Bankruptcy of
Lehman Brothers

Balanced Strategy: 7.5% each S&P 500 Index, CRSP 6-10 Index, US Small Value Index, US Large Value Index; 15% each International Value Index, International Small Index; 40% BofA Merrill Lynch One-Year US Treasury Note
Index.The S&P data are provided by Standard & Poor’s Index Services Group. The Merrill Lynch Indices are used with permission; copyright 2015 Merrill Lynch, Pierce, Fenner & Smith Incorporated; all rights reserved. CRSP data
provided by the Center for Research in Security Prices, University of Chicago. US Small Value Index and US Large Value Index provided by Fama/French. International Value Index provided by Fama/French. International Small Cap Index
compiled by Dimensional from StyleResearch securities data; includes securities of MSCI EAFE countries in the bottom 10% of market capitalization, excluding the bottom 1%; market-cap weighted; each country capped at 50%;
rebalanced semiannually.

Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is not
a guarantee of future results. Not to be construed as investment advice. Returns of model portfolios are based on back-tested model allocation mixes designed with the benefit
of hindsight and do not represent actual investment performance.

Focus on What You Can Control
No one can reliably forecast
the market’s direction or
predict
which stock or investment
manager will outperform.
A financial advisor can help
you create a plan and focus
on actions that add value.

1. Creating an investment plan to
fit your needs and risk tolerance
2. Structuring a portfolio around
dimensions of returns
3. Diversifying broadly
4. Reducing expenses and turnover
5. Minimizing taxes

Diversification neither ensures a profit nor guarantees against loss in a declining market.

There Are Differing Approaches
CONVENTIONAL MANAGEMENT
Attempts to identify mispricing in securities
Relies on forecasting to select “undervalued”
securities or time markets
Generates higher expenses, trading costs,
and risks

The Conventional Approach
Attempts to Outguess the Market
Market

! Buys a selection of
individual securities
manager thinks
will outperform.

! Sells securities when
deemed overvalued.

! Can lead to high turnover
and excess costs.

Investing involves risks such as fluctuating value and potential loss of principal value. There is no guarantee strategies will be successful.

Conventional Investment Methods
Have Low Odds of Success

Fraction of mutual funds that survived and beat their index for 15 years,
ending December 31, 2014

Stocks

Bonds

19%

8%

Past performance is no guarantee of future results. Survivors are funds that were still in existence as of December 31, 2014. Outperformers are survivors that beat their respective benchmarks over the period.
See “Data Appendix” page in the Appendix for additional information.
Source: Mutual Fund Landscape, Dimensional Fund Advisors 2015. US-domiciled mutual fund data is from the CRSP Survivor-Bias-Free US Mutual Fund Database, provided by the Center for Research in Security Prices,
University of Chicago.

There Are Differing Approaches
AN ALTERNATE APPROACH
Gains insights about markets and returns from
academic research
Structures portfolios along the dimensions of
expected returns
Adds value by integrating research,
portfolio management, and trading

Look beyond the Headlines
! Daily market news and
commentary can challenge
your investment discipline.
Some messages stir
anxiety about the future
while others tempt you to
chase the latest investment
fad.

! When tested, consider the
source and maintain a
long-term perspective.

For illustrative purposes only.

Let the Market Work for You
When you try to outwit the market,
you compete with
the collective knowledge
of all investors.

By harnessing the market’s power,
you put their knowledge to work in
your portfolio.

Diversification Reduces Risks That Have
No Expected Return
Concentrating in one stock
exposes you to unnecessary
risks.
Diversification reduces the
impact of any one company’s
performance on your wealth.

Diversification does not eliminate the risk of market loss.

Diversification Smooths Out Some of
the Bumps
A well-diversified portfolio
can provide the opportunity
for a more stable outcome
than a single security.

Illustrative examples. Diversification does not eliminate the risk of market loss.

Stocks and Bonds Are Conduits for Capital

• Bondholders are lenders to a company.
• Stockholders are equity owners in the business.
• Both expect an adequate return for the terms
and risk of their investment.

Data Appendix
Research conducted by Dimensional Fund Advisors LP.
US-domiciled mutual fund data is from the CRSP SurvivorBias-Free US Mutual Fund Database, provided by the Center
for Research in Security Prices, University of Chicago.
Certain types of equity and fixed income funds were excluded
from the performance study. For equities, sector funds and
funds with a narrow investment focus, such as real estate and
gold, were excluded. Money market funds, municipal bond
funds, and asset-backed security funds were excluded from
fixed income.
Funds are identified using Lipper fund classification codes
and are matched to their respective benchmarks at the
beginning of the 10-year sample period. Winner funds are
those whose cumulative return over the period exceeded that
of their respective benchmark. Loser funds are funds that did
not survive the period or whose cumulative return did not
exceed their respective benchmark. Non-survivors include
funds that were either liquidated or merged.

Benchmark data provided by Barclays, MSCI, and Russell.

Barclays data provided by Barclays Bank PLC. MSCI data
copyright MSCI 2016, all rights reserved. Russell data ©
Russell Investment Group 1995−2016, all rights reserved.
Benchmark indices are not available for direct investment.
Their performance does not reflect the expenses associated
with the management of an actual portfolio.
Mutual fund investment values will fluctuate, and
shares, when redeemed, may be worth more or less
than original cost. Diversification neither assures a profit
nor guarantees against a loss in a declining market.
Past performance is no guarantee of future results.

