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A famous American football coach once said, “You don’t rise to the occasion, you sink to
the level of your training.”1 The implication is that, in times of great stress, the most
reliable recipe for success is sticking to a set of fundamental principles.

From February 20 to March 20, the S&P 500 Index returned –37.4%, with daily returns
ranging from –12.0% to +9.4%. A drop of nearly 40% in the stock market combined with a
spike in volatility can make many investors reconsider their investment approach. Some
might suddenly find stock-picking approaches more alluring. After all, who has not heard
the claim that a volatile market is precisely the environment in which many traditional
active managers thrive? But is there any truth to this claim?

To explore this issue, we looked at the performance of active US mutual fund managers
over the past two decades. We considered two different ways of measuring stock market
stress: market volatility (or how much stocks rise or fall in a given month) and return
dispersion (or the range of returns across all US stocks). In each case, active managers
underperformed their index benchmarks.
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Exhibit 1
Average Excess
Monthly Returns for
Active US Equity
Mutual Funds
1/1999—12/2019

Sample of active managers consists of mutual funds categorized as active US equity by Morningstar. Fund returns are
average returns computed each month, with individual fund observations weighted in proportion to their assets under
management (AUM). Index benchmarks are those assigned by Morningstar based on the fund’s Morningstar category.
Benchmark returns used in the excess return calculation are averages computed each month by weighting in proportion to
each fund’s AUM. The sample period is split into two groups: months with standard deviation of daily returns in the top
half and bottom half (left panel) and months with cross-sectional stock return dispersion in the top and bottom half (right
panel). Daily returns used for standard deviation calculation are from the Fama/French Total US Market Research Index.
Cross-sectional dispersion computed across all US common stocks. Details on the index can be found on Ken French’s
website: http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html

Another way some investors might react to a falling market is jumping ship and selling
out of stocks. The intuition may be that sitting out of the market for a period of time can
help avoid further losses. However, the data suggest this type of market timing may
instead reduce investors’ gains over time. Exhibit 2 illustrates this point using
hypothetical timing strategies that switch from US stocks into US Treasury bills after
market downturns of various magnitude and switch back to US stocks following different
lengths of time out of the market. Compared to the market’s long-term annualized return
of 9.57%, nearly all of the timing strategies underperform the simple buy-and-hold
strategy.
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Exhibit 2
Hypothetical Timing
Strategies
Withdrawing from US
Stocks After
Downturns
US Stocks, 7/1926—
12/2019

Performance shown is hypothetical and for illustrative purposes only. The performance was
achieved with the retroactive application of a model designed with the benefit of hindsight; it
does not represent actual performance and it does not take into account any individual
investor circumstances. Hypothetical performance does not reflect trading in an actual
portfolio and may not reflect the impact that economic and market factors may have had on
trading decisions.
Market represented by Fama/French Total US Market Research Index. Details on the index can be found on Ken French’s
website: http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html. Downturns are defined as
the first instance of a cumulative return meeting the -10%, -20%, or -30% threshold following a day when the index has
reach’s a new all-time high level. Timing strategies switch from the US stock market (represented by the Fama/French
Total US Market Research Index) to One-Month US Treasury Bills (represented by the IA SBBI US 30 Day TBill TR USD
provided by Ibbotson Associates via Morningstar Direct) following each downturn and switch back to the market following
the number of trading days denoted. Past performance is not a guarantee of future results. No costs included.

Should these results be surprising? One of the challenges with trying to outguess
markets is the unpredictable nature of outcomes. For example, how many pundits would
have expected the equity market in China, ground zero for the COVID-19 outbreak, to
outpace global equities2 by over 10% year to date, as of March 31?

Financial downturns are unpleasant for all market participants. Investors can reduce
exacerbating the experience by adhering to core principles. Two such principles
supported by a long history of research are broad diversification and maintaining a
consistent asset allocation. Investors who deviate from these principles by pursuing stock
picking or market timing may undermine their ability to achieve their investment goals.

1.
2.

www.phillymag.com/birds247/2014/10/10/inside-voices-practice-versus-training/
China equities represented by MSCI China IMI Index (net div., USD). Global equities represented by MSCI All Country World IMI
Index (net div., USD).

GLOSSARY
Return Volatility: A statistical measure of the variability of returns for a given security or portfolio. Volatility is often measured using
standard deviation.
Cross-Sectional Return Dispersion: A statistical measure of the variability of individual stocks’ returns..
Standard Deviation: A measure of the variation of a set of data points. Standard deviations are often used to quantify the historical return
volatility of a security or portfolio.
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Market Downturn Threshold: Magnitude of the US stock market’s decline used to determine when to switch from US stocks to US
Treasury bills.
Days Out of Market: Number of days during which the hypothetical strategy is invested in US Treasury bills instead of US stocks.
Fama/French Total US Market Research Index: The value-weighed US market index is constructed every month, using all issues listed on
the NYSE, AMEX, or Nasdaq with available outstanding shares and valid prices for that month and the month before. Exclusions: American
Depositary Receipts. Sources: CRSP for value-weighted US market return. Rebalancing: Monthly. Dividends: Reinvested in the paying
company until the portfolio is rebalanced.

The hypothetical performance was achieved with the retroactive application of a model designed with the benefit of hindsight; it does not
represent actual investment performance. Backtested model performance is hypothetical (it does not reflect trading in actual accounts) and is
provided for informational purposes only. Past performance, including hypothetical performance is not an indicator of future or actual
results.
The information in this document is provided in good faith without any warranty and is intended for the recipient’s background information
only. It does not constitute investment advice, recommendation, or an offer of any services or products for sale and is not intended to provide
a sufficient basis on which to make an investment decision. It is the responsibility of any persons wishing to make a purchase to inform
themselves of and observe all applicable laws and regulations. Unauthorized copying, reproducing, duplicating, or transmitting of this
document are strictly prohibited. Dimensional accepts no responsibility for loss arising from the use of the information contained herein.
“Dimensional” refers to the Dimensional separate but affiliated entities generally, rather than to one particular entity. These entities are
Dimensional Fund Advisors LP, Dimensional Fund Advisors Ltd., Dimensional Ireland Limited, DFA Australia Limited, Dimensional Fund
Advisors Canada ULC, Dimensional Fund Advisors Pte. Ltd, Dimensional Japan Ltd., and Dimensional Hong Kong Limited. Dimensional Hong
Kong Limited is licensed by the Securities and Futures Commission to conduct Type 1 (dealing in securities) regulated activities only and
does not provide asset management services.
UNITED STATES: Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.
CANADA: These materials have been prepared by Dimensional Fund Advisors Canada ULC. Commissions, trailing commissions, management
fees, and expenses all may be associated with mutual fund investments. Unless otherwise noted, any indicated total rates of return reflect the
historical annual compounded total returns, including changes in share or unit value and reinvestment of all dividends or other
distributions, and do not take into account sales, redemption, distribution, or optional charges or income taxes payable by any security
holder that would have reduced returns. Please read the prospectus before investing. Mutual funds are not guaranteed, their values change
frequently, and past performance may not be repeated.
AUSTRALIA: This material is issued by DFA Australia Limited (AFS License No. 238093, ABN 46 065 937 671). This material is provided for
information only. No account has been taken of the objectives, financial situation or needs of any particular person. Accordingly, to the extent
this material constitutes general financial product advice, investors should, before acting on the advice, consider the appropriateness of the
advice, having regard to the investor’s objectives, financial situation and needs. Any opinions expressed in this material reflect our
judgement at the date of publication and are subject to change.
Neither Dimensional Ireland Limited (DIL) nor Dimensional Fund Advisors Ltd. (DFAL), as applicable (each an “Issuing Entity,” as the context
requires), give financial advice. You are responsible for deciding whether an investment is suitable for your personal circumstances, and we
recommend that a financial adviser helps you with that decision.
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WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED
Issued by Dimensional Ireland Limited (DIL), with registered office 10 Earlsfort Terrace, Dublin 2, D02 T380, Ireland. DIL is regulated by the
Central Bank of Ireland (Registration No. C185067). Information and opinions presented in this material have been obtained or derived from
sources believed by DIL to be reliable, and DIL has reasonable grounds to believe that all factual information herein is true as at the date of
this document.
DIL issues information and materials in English and may also issue information and materials in certain other languages. The recipient’s
continued acceptance of information and materials from DIL will constitute the recipient’s consent to be provided with such information and
materials, where relevant, in more than one language.
WHERE ISSUED BY DIMENSIONAL FUND ADVISORS LTD.
Issued by Dimensional Fund Advisors Ltd. (DFAL), 20 Triton Street, Regent’s Place, London, NW1 3BF. DFAL is authorised and regulated by the
Financial Conduct Authority (FCA). Information and opinions presented in this material have been obtained or derived from sources believed
by DFAL to be reliable, and DFAL has reasonable grounds to believe that all factual information herein is true as at the date of this document.
DFAL issues information and materials in English and may also issue information and materials in certain other languages. The recipient’s
continued acceptance of information and materials from DFAL will constitute the recipient’s consent to be provided with such information
and materials, where relevant, in more than one language.
NOTICE TO INVESTORS IN SWITZERLAND: This is an advertising document.
RISKS
Investments involve risks. The investment return and principal value of an investment may fluctuate so that an investor’s shares, when
redeemed, may be worth more or less than their original value. Past performance is not a guarantee of future results. There is no guarantee
strategies will be successful.
Diversification neither assures a profit nor guarantees against loss in a declining market.
JAPAN: Provided for institutional investors only. This document is deemed to be issued by Dimensional Japan Ltd., which is regulated by the
Financial Services Agency of Japan and is registered as a Financial Instruments Firm conducting Investment Management Business and
Investment Advisory and Agency Business. This material is solely for informational purposes only and shall not constitute an offer to sell or
the solicitation to buy securities or enter into investment advisory contracts. The material in this article and any content contained herein may
not be reproduced, copied, modified, transferred, disclosed, or used in any way not expressly permitted by Dimensional Japan Ltd. in writing.
All expressions of opinion are subject to change without notice.
Dimensional Japan Ltd.
Director of Kanto Local Financial Bureau (FIBO) No. 2683
Membership: Japan Investment Advisers Association
FOR PROFESSIONAL INVESTORS IN HONG KONG.
This document is deemed to be issued by Dimensional Hong Kong Limited (CE No. BJE760) (“Dimensional Hong Kong”), which is licensed by
the Securities and Futures Commission to conduct Type 1 (dealing in securities) regulated activities only and does not provide asset
management services.
This document should only be provided to “professional investors” (as defined in the Securities and Futures Ordinance [Chapter 571 of the
Laws of Hong Kong] and its subsidiary legislation) and is not for use with the public. This document is not directed to any person in any
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jurisdiction where (by reason of that person’s nationality, residence, or otherwise) the publication or availability of this document are
prohibited or which would subject Dimensional Hong Kong (including its affiliates) or any of Dimensional Hong Kong’s products or services
to any registration, licensing, or other such legal requirements within such jurisdiction or country. When provided to prospective investors,
this document forms part of, and must be provided together with, applicable fund offering materials. This document must not be provided to
prospective investors on a standalone basis. Before acting on any information in this document, you should consider whether it is suitable for
your particular circumstances and, if appropriate, seek professional advice.
Unauthorized copying, reproducing, duplicating, or transmitting of this material are prohibited. This document and the distribution of this
document are not intended to constitute and do not constitute an offer or an invitation to offer to the Hong Kong public to acquire, dispose
of, subscribe for, or underwrite any securities, structured products, or related financial products or instruments nor investment advice thereto.
Any opinions and views expressed herein are subject to change. Neither Dimensional Hong Kong nor its affiliates shall be responsible or
held responsible for any content prepared by financial advisors. Financial advisors in Hong Kong shall not actively market the services of
Dimensional Hong Kong or its affiliates to the Hong Kong public.
SINGAPORE
This document is deemed to be issued by Dimensional Fund Advisors Pte. Ltd., which is regulated by the Monetary Authority of Singapore
and holds a capital markets services license for fund management.
This advertisement has not been reviewed by the Monetary Authority of Singapore. This information should not be considered investment
advice or an offer of any security for sale. All information is given in good faith without any warranty and is not intended to provide
professional, investment, or any other type of advice or recommendation and does not take into account the particular investment objectives,
financial situation, or needs of individual recipients. Before acting on any information in this document, you should consider whether it is
suitable for your particular circumstances and, if appropriate, seek professional advice. Dimensional Fund Advisors Pte. Ltd. does not accept
any responsibility and cannot be held liable for any person’s use of or reliance on the information and opinions contained herein. Neither
Dimensional Fund Advisors Pte. Ltd. nor its affiliates shall be responsible or held responsible for any content prepared by financial advisors.
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