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A recent flurry of return spikes for a handful of US stocks has captivated investors and
noninvestors alike. Wall Street news trending on social media even amid an NFL playoff
season is indeed an unusual event.
So, what should investors make of these dramatic price movements? A good place to
start is with prices themselves. Prices reflect discount rates applied to the expected
future cash flows of companies. One can interpret these discount rates as the expected
return demanded in aggregate by market participants to hold shares of a company.
Discount rates for a stock incorporate a potentially massive number of viewpoints about
the company. Equity markets processed over $653.4 billion worth of trades on an
average day in 2020. The result of such activity is prices reacting to a vast amount of
information relevant to discount rates.
The link between prices and expected future cash flows through discount rates gives us a
framework for interpreting changes in prices. If a stock’s price goes up, either
expectations of cash flows have gone up or the discount rate went down. In the case of
the latter, a stock price moving higher means lower expected returns.
Aggregate demand for securities, and therefore discount rates, can be driven by many
variables. Investors may assess a company’s exposure to myriad risks, such as sensitivity
to macroeconomic variables (inflation, interest rate changes, GDP growth, etc.), its
volatility, and susceptibility to regulatory changes, just to name a few. The riskier the
investment, the higher the discount rate.
But investor tastes and preferences also play a role in setting discount rates for
securities. If market participants prefer one company over another, the rate of return
demanded to hold that company’s stock may be lower than another stock for that reason
alone. This effect is analogous to color preferences of car buyers; if enough shoppers are
averse to primary colors, you may be able to get a relative discount on that new, brightyellow car!
Nearly a century of empirical data tells us that we can use market prices to systematically
identify stocks with higher expected returns. This approach is indifferent to the specific
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considerations driving differences in discount rates. And the evidence for relying on
market prices spans a history of different economic environments, market infrastructure
evolution, and regulatory changes.
What hasn’t generally benefited investors is attempting to outguess markets and identify
mispriced securities. The degree of difficulty in anticipating market movements more
quickly and effectively than the millions of other market participants is consistent with the
paucity of professional investment managers that have been able to outperform passive
benchmarks. For investors, this means time is probably better spent scrolling past the
news on stock price spikes and going back to arguing about who will win the Super Bowl.
LEARN MORE
Tesla’s Charge Reveals Weak Points of Indexing
Market Review 2020: Looking Back on an Unprecedented Year
The Seductive Nature of Fat Tail Distributions

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.
WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED OR DIMENSIONAL FUND ADVISORS LTD.
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.
NOTICE TO INVESTORS IN SWITZERLAND: This is an advertising document.
WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED

3

Dimensional Fund Advisors
Please see the end of this document for important disclosures.

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.
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.
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 Finance Bureau (FIBO) No. 2683
Membership: Japan Investment Advisers Association
FOR PROFESSIONAL INVESTORS IN HONG KONG.
This material 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 material 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 material is not directed to any person in any
jurisdiction where (by reason of that person’s nationality, residence, or otherwise) the publication or availability of this material are
prohibited or which would subject Dimensional Hong Kong (including its affiliates) or any of Dimensional Hong Kong’s products or services

4

Dimensional Fund Advisors
Please see the end of this document for important disclosures.

to any registration, licensing, or other such legal requirements within such jurisdiction or country. When provided to prospective investors,
this material forms part of, and must be provided together with, applicable fund offering materials. This material must not be provided to
prospective investors on a standalone basis. Before acting on any information in this material, 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 material and the distribution of this
material 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 material 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 material, 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.

dimensional.com

https://www.mydimensional.com/gauging-market-expectations?_cldee=c3VzYW5AYXNpd2VhbHRob
cb473d34a87ae61180ddc4346bac0934-295d5822b6434c00984d742c1a03ec79&utm_source=ClickDimensions&utm_
%20Weekly%20Digest

