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The Importance of Long‐Term Discipline

The S&P data are provided by Standard & Poor’s Index Services Group. One-Month US Treasury Bills data © Stocks, Bonds, Bills, and Inflation 
Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and Rex A. Sinquefield).
For illustrative purposes only. Indexes 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. Values change frequently and past performance may not be 
repeated. There is always the risk that an investor may lose money. 
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Annualized Compound Returns (%) 1926‐2009 1965‐1981 1982‐2009

S&P 500 Index 9.81 6.33 11.17

One‐Month US Treasury Bills 3.66 6.66 4.98

Presenter
Presentation Notes
Talking Points:
Equities can reward investors who maintain a long-term outlook. But inconsistent short-term performance may test one’s commitment to a long-term strategy. 

This slide reveals how such temptations may arise—and the dangers of yielding to them. Since 1926, the S&P 500 Index has offered an annualized compound return far above the return on one-month Treasury bills. This long-term effect confirms the higher returns offered by equities. 

During the seventeen-year sub-period between 1965 and 1981, T-bills slightly outperformed stocks, illustrating that the equity premium is not reliably positive. 



The Stock Market’s Reaction
As Measured by the Dow Jones Industrial Average

Dow Jones data provided by Dow Jones Indexes.
Past performance is not a guarantee of future results. Values change frequently and past performance may not be repeated. 
There is always the risk that an investor may lose money. 
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Date Event

First Trading Session Response Subsequent Market Behavior

Prior    
Day Close

  
Close Change

Percent 
Change

One 
Month

Six 
Months

One 
Year

September 11, 2001 World Trade Center towers destroyed 9,605.51 8,920.70 -684.81 -7.13% -3.66% 11.12% -8.71%

January 16, 1991 US launches bombing attack on Iraq 2,508.91 2,623.51 114.60 4.57% 16.97% 18.93% 29.52%

August 2, 1990 Iraq invades Kuwait 2,899.26 2,864.60 -34.66 -1.20% -8.74% -4.67% 4.95%

March 30, 1981 President Reagan shot by John Hinckley Jr. 994.78 992.16 -2.62 -0.26% 1.95% -14.33% -16.90%

August 9, 1974 President Nixon resigns 784.89 777.30 -7.59 -0.97% -14.71% -8.87% 5.98%

November 22, 1963 President Kennedy assassinated in Dallas 732.64 711.48 -21.16 -2.89% 6.57% 15.37% 24.99%

October 22, 1962 Cuban missile crisis 568.60 558.06 -10.54 -1.85% 15.55% 27.41% 33.89%

September 24, 1955 President Eisenhower heart attack 487.44 455.55 -31.89 -6.54% 0.04% 12.48% 5.72%

June 25, 1950 North Korea invades South Korea 224.30 213.90 -10.40 -4.64% -4.49% 7.34% 15.13%

December 7, 1941 Japan attacks Pearl Harbor, Hawaii 115.90 112.52 -3.38 -2.92% -0.86% -6.19% 2.88%

Presenter
Presentation Notes
Talking Points:
Challenges to investment discipline also come in the form of political turmoil. 

This slide lists a few major bad news events of the last sixty years, tracking movement of the Dow Jones Industrial Average in the first trading day following the event—and over the following year. One obvious lesson is that the Dow did not always move as one might expect, especially in subsequent periods.

The market is a complex mechanism that factors all relevant information and expectations into securities prices. Major events do not always drive the market in predictable ways.



Performance of the S&P 500 Index
Daily: January 1, 1970‐December 31, 2009
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Performance data for January 1970-August 2008 provided by CRSP; performance data for September 2008-December 2009 provided by Bloomberg. 
The S&P data are 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). 
Indexes are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Dimensional 
Fund Advisors is an investment advisor registered with the Securities and Exchange Commission. Information contained herein is compiled from sources believed to be 
reliable and current, but accuracy should be placed in the context of underlying assumptions. This publication is distributed for educational purposes and should not be 
considered investment advice or an offer of any security for sale. Past performance is not a guarantee of future results. Unauthorized copying, reproducing, duplicating, 
or transmitting of this material is prohibited. 
Date of first use: June 1, 2006.

Total Period Missed 1 
Best Day

Missed 5 Best 
Single Days

Missed 15 Best 
Single Days

Missed 25 Best 
Single Days

One-Month 
US T-Bills

Annualized 
Compound Return 9.87% 9.57% 8.69% 7.22% 6.01% 5.70%
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Presenter
Presentation Notes
The harsh reality of market efficiency has not stopped speculators and other traders from attempting to read the future. On paper, market timing offers a seductive prospect: By predicting market direction ahead of time, a trader might capture only the best-performing days and avoid the worst. 

This slide tells the other side of that story. Large gains may come in quick, unpredictable surges. A trader who misinterprets events may leave the market at the wrong time. Missing only a small fraction of days—especially the best days—can defeat a timer’s strategy.

For example, since 1970, missing the best 25 trading days would have significantly cut S&P 500 Index annualized compound return.

Trying to forecast which days or weeks will yield good or bad returns is a guessing game that can prove costly for investors.




Day Month 3 Months 
Ending

6 Months 
Ending

12 Months 
Ending

• The best single day was October 13, 
2008.

• The best one‐month return, October 
1974, happened immediately after the 
second worst one‐year period.

• The occurrence of strongly positive 
returns has been especially 
unpredictable. Investors attempting to 
wait out an apparent downturn ran a 
high risk of missing these best periods.

• Twelve of the top 25 days occurred 
between September 2008 and March 
2009, during which time the S&P 
dropped 36.7%.

10/13/08 10/74 10/82 6/75 6/83

10/19/87 10/87 11/08 2/09 2/09 Worst Periods and 
the Return If Missed

Best Periods and 
the Return If 
Missed

Best/Worst Missed Period

Total Period
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Time periods greater than one month are based on monthly rolling periods, and dates indicated are end of period.
The S&P data are provided by Standard & Poor’s Index Services Group. 
Indexes are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. 
Dimensional Fund Advisors is an investment advisor registered with the Securities and Exchange Commission. Information contained herein is compiled 
from sources believed to be reliable and current, but accuracy should be placed in the context of underlying assumptions. This publication is distributed for 
educational purposes and should not be considered investment advice or an offer of any security for sale. Past performance is not a guarantee of future 
results. Unauthorized copying, reproducing, duplicating, or transmitting of this material is prohibited. 
Date of first use: June 1, 2006.
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Performance of the S&P 500 Index
Daily: January 1, 1970‐December 31, 2009

Presenter
Presentation Notes
This analysis offers further insight into the potential consequences of both successful and failed market timing. 

The graph plots the S&P 500’s annualized compound return since 1970. The green bar (far left) shows what a buy-and-hold investor would have earned in annualized return for the entire period. The bars to the right show the incremental return impact if an investor had missed the best or worst day, month, quarter, or longer sequence during the period. 

For example, the worst market day since 1970 occurred on October 19, 1987. An investor who avoided the worst day would have earned a 10.46% annualized return, but missing the best day would have reduced the return to 9.57%.

If daily market returns are random, market timing is a flip of the coin. Investors who attempt to predict market drops are just as likely to avoid them as to miss out on strong return periods.



Value Stocks vs. Large Stocks
Monthly: July 1926‐December 2009

US Large Value Index is Fama/French US Large Value Index (ex utilities), provided by Fama/French. The S&P data are provided by Standard & Poor’s Index Services 
Group. Indexes 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. Values change frequently and past performance may not be repeated. There is always the risk that an investor 
may lose money. Even a long-term investment approach cannot guarantee a profit. Economic, political, and issuer-specific events will cause the value of securities, 
and the portfolios that own them, to rise or fall. Because the value of your investment in a portfolio will fluctuate, there is a risk that you will lose money. Indexes are 
referred to for comparative purposes only and do not represent similar asset classes in terms of components or risk exposure; thus, their returns may vary significantly. 
The S&P 500 Index measures the performance of large cap US stocks. US Large Value Index measures the performance of US stocks with lower price-to-book ratios.
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Percentage of All Rolling Periods Where US Large Value Index Outperformed S&P 500 Index

Rolling Time Periods 1 Year 3 Years 5 Years 10 Years 15 Years 20 Years 30 Years 40 Years

Total Number of Periods 991 967 943 883 823 763 643 523

Number of Periods 
US Large Value Index 
Outperformed S&P 500 Index

578 599 601 627 655 609 579 511

62% 64%
71%

80% 80%

90%
98%

58%

Presenter
Presentation Notes
Talking Points:
The following three slides underscore the importance of maintaining a long-term perspective in a structured portfolio and committing to one’s asset allocation.

The first slide documents that the value effect grows stronger over longer holding periods. The chart calculates the frequency that value stocks have outperformed large cap stocks since July 1926. This performance is calculated according to rolling time periods—from one year to forty years.

The bars in each column indicate the percentage of the time that the US Large Value Index outperformed the S&P 500 Index for each rolling period. For example, between July 1926 and December 2009, there were 991 one-year periods (e.g., July 1926 through June 1927), 823 fifteen-year periods, and 523 forty-year periods. In these holding periods, value outperformed the S&P 500 Index 58%, 80%, and 98% of the time, respectively.

Although value stocks have higher expected returns than growth stocks, investors should recognize that the record of realized returns does not assure a similar pattern in the future. The timing and magnitude of the value premium will always be uncertain. 



Small Stocks vs. Large Stocks
Monthly: July 1926‐December 2009

The S&P data are provided by Standard & Poor’s Index Services Group. CRSP data provided by the Center for Research in Security Prices, University of 
Chicago. Indexes 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. Values change frequently and past performance may not be repeated. There is always the risk that an 
investor may lose money. Even a long-term investment approach cannot guarantee a profit. Economic, political, and issuer-specific events will cause the value of 
securities, and the portfolios that own them, to rise or fall. Because the value of your investment in a portfolio will fluctuate, there is a risk that you will lose money. 
Securities of small companies are often less liquid than those of large companies. As a result, small company stocks may fluctuate relatively more in price. 
Indexes are referred to for comparative purposes only and do not represent similar asset classes in terms of components or risk exposure; thus, their returns may 
vary significantly. The S&P 500 Index measures the performance of large cap US stocks. The CRSP 6-10 Index measures the performance of US small cap 
stocks, those in the five smallest deciles of the US market.
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51%
56%

63%

71%

81%

91%

100%

53%

Percentage of All Rolling Periods Where US Small Cap Index Outperformed S&P 500 Index

Rolling Time Periods 1 Year 3 Years 5 Years 10 Years 15 Years 20 Years 30 Years 40 Years

Total Number of Periods 997 973 949 889 829 769 649 529

Number of Periods 
US Small Cap Index 
Outperformed S&P 500 Index

529 500 534 558 586 622 593 529

Presenter
Presentation Notes
Talking Points:
The size effect also proves itself over longer holding periods. The chart applies the same format to illustrate that risk factor compensation is also working in the small cap arena.

The bars in each column indicate the percentage of the time that the CRSP 6-10 Index (i.e., stocks in the five smallest deciles of the US market) outperformed the S&P 500 Index for each rolling period. For example, between January 1926 and December 2009, there were 997 one-year holding periods, 829 fifteen-year periods, and 529 forty-year periods. In these holding periods, small cap outperformed the S&P 500 Index 53%, 71%, and 100% of the time, respectively.

Although small company stocks have higher expected returns than large company stocks, investors should recognize that the record of realized returns does not assure a similar pattern in the future. The timing and magnitude of the size premium will always be uncertain.  



75% 76%
84%

95%
100% 100% 100%

68%

The S&P data are provided by Standard & Poor’s Index Services Group. One-Month Treasury Bills © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, 
Chicago (annually updated work by Roger G. Ibbotson and Rex A. Sinquefield). Indexes 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. Values change 
frequently and past performance may not be repeated. There is always the risk that an investor may lose money. Even a long-term investment approach 
cannot guarantee a profit. Economic, political, and issuer-specific events will cause the value of securities, and the portfolios that own them, to rise or fall. 
Because the value of your investment in a portfolio will fluctuate, there is a risk that you will lose money. Indexes are referred to for comparative purposes 
only and do not represent similar asset classes in terms of components or risk exposure; thus, their returns may vary significantly. The S&P 500 Index 
measures the performance of large cap US stocks. One-Month T-Bills measure the performance of US government-issued Treasury bills.
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Percentage of All Rolling Periods Where S&P 500 Index Outperformed One-Month T-Bills 

Rolling Time Periods 1 Year 3 Years 5 Years 10 Years 15 Years 20 Years 30 Years 40 Years

Total Number of Periods 997 973 949 889 829 769 649 529

Number of Periods 
S&P 500 Index
Outperformed One-Month T-Bills 

674 731 723 751 785 769 649 529

Large Stocks vs. Fixed Income
Monthly: January 1926‐December 2009

Presenter
Presentation Notes
Talking Points:
The third slide in this format compares the performance of short-term fixed income instruments to the S&P 500 Index. 

The bars indicate the percentage of the time that one-month T-bills outperformed the S&P 500 Index for each rolling period. For example, the S&P 500 Index beat T-bills in 68% of the one-year periods, in 76% of the five-year periods, and in 95% of the fifteen-year periods. Equally revealing, the S&P 500 outperformed Tbills 100# of the time in twenty-, thirty-, and forty-year holding periods.

Although the S&P 500 Index has outperformed Treasury bills for every twenty-year period since 1926, investors should not conclude that stocks are guaranteed to outperform over every twenty-year period in the future. There is no time period over which investors can be assured of a positive equity premium—that is the nature of risk. 

In summary, long-term success in the capital markets requires a long-term exposure to the risk factors that reward investors with appropriate compensation. 



Bull and Bear Markets
S&P 500 Index (USD)
Daily Returns: January 1, 1926‐March 31, 2010

Indices are not available for direct investment; its performance does not reflect the expenses associated with the management of an actual portfolio.  Past 
performance is no guarantee of future results. The S&P data are provided by CRSP (January 1, 1926-August 31, 2008) and Bloomberg (September 1, 2008-March 
31, 2010). Returns include reinvested dividends. 
Bull and bear markets are defined in hindsight using cumulative daily returns. A bear market (1) begins with a negative daily return, (2) must achieve a cumulative 
return less than or equal to -10%, and (3) ends at the most negative cumulative return prior to achieving a positive cumulative return. All data points which are not 
considered part of a bear market are designated as a bull market. Performance data represents past performance and does not predict future performance.
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Presenter
Presentation Notes
This graph documents bull and bear market periods in the S&P 500 Index from January 1, 1926 to March 2010. 

The market cycles are identified in hindsight using historical cumulative daily returns. All observations are performed after the fact. A bear market is identified in hindsight when the market experiences a negative daily return followed by a cumulative loss of at least 10%. The bear market ends at its low point, which is defined as the day of the greatest negative cumulative return before the reversal. A bull market is defined by data points not considered part of a bear market.�
The rising trend lines in blue designate the bull markets occurring since 1926, and the falling trend lines in red document the bear markets. The bars that frame the trend lines help to describe the length and intensity of the gains and losses. The numbers above or below the bars indicate the duration (in calendar days) and cumulative return percentage of the bull or bear market. 

Keep in mind that this graph does not show total compounded returns or growth of wealth since 1926. Once the cycle is established in retrospect, the first day of that cycle resets the performance baseline to zero. 

Investors may draw a number of lessons from this graph. First, since 1926, bull markets in the S&P 500 Index have lasted longer than bear markets and delivered price gains that are disproportionately greater than the bear market losses. 

Second, fluctuating performance within each trend illustrates that volatility and uncertainty occur even within established market cycles: bull markets may have short-term dips, and bear markets may have short-term advances. The immediate trend is not readily apparent to market observers, and in fact, may become clear only in hindsight. This illustrates the difficulty of accurately predicting and timing market cycles. 

Finally, the graph suggests the importance of maintaining a disciplined investment approach that views market events and trends from a long-term perspective. Investors who react emotionally to short-term movements are at risk of making ill-timed decisions that compromise long-term performance.



10

Months = Duration of Bull/Bear Market 
% = Total Return for the Bull/Bear Market

Indices are not available for direct investment; its performance does not reflect the expenses associated with the management of an actual portfolio.  Past 
performance is no guarantee of future results. The S&P data are provided by Standard & Poor’s Index Services Group. Bull and bear markets are defined in 
hindsight using cumulative monthly returns. A bear market (1) begins with a negative monthly return, (2) must achieve a cumulative return less than or equal to -
10%, and (3) ends at the most negative cumulative return prior to achieving a positive cumulative return. All data points which are not considered part of a bear 
market are designated as a bull market.
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Bull and Bear Markets
S&P 500 Index (USD)
Monthly Returns: January 1926‐March 2010

Average Duration
Bull Market:    32 Months
Bear Market:  12 Months

March 2010
-20%
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Presenter
Presentation Notes
This graph documents bull and bear market periods in the S&P 500 Index from January 1926 to March 2010. 
 
The market cycles are identified in hindsight, applying the same methodology as the other slides in the “Bull and Bear Markets” series. Monthly index returns are total returns, which include reinvestment of dividends. 



Russell data copyright © Russell Investment Group 1995-2010, all rights reserved. 
Bull and bear markets are defined in hindsight using cumulative monthly returns. A bear market (1) begins with a negative monthly return, (2) must achieve a 
cumulative return less than or equal to -10%, and (3) ends at the most negative cumulative return prior to achieving a positive cumulative return. All data points 
which are not considered part of a bear market are designated as a bull market. 

1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2010

Average Duration:
Bull Market: 19 Months
Bear Market: 10 Months

Months = Duration of Bull/Bear Market 
% = Total Return for the Bull/Bear Market
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Monthly Returns: January 1979‐March 2010

March 2010
-16%

Presenter
Presentation Notes
Talking Points:
This graph documents bull and bear market periods in the Russell 2000 Index from January 1979 to March 2010. 
 
The market cycles are identified in hindsight, applying the same methodology as the other slides in the “Bull and Bear Markets” series. Monthly index returns are total returns, which include reinvestment of dividends.



MSCI data copyright MSCI 2010, all rights reserved. 
Bull and bear markets are defined in hindsight using cumulative monthly returns. A bear market (1) begins with a negative monthly return, (2) must achieve a 
cumulative return less than or equal to -10%, and (3) ends at the most negative cumulative return prior to achieving a positive cumulative return. All data points 
which are not considered part of a bear market are designated as a bull market. 

Average Duration:
Bull Market: 24 Months
Bear Market: 12 Months

Months = Duration of Bull/Bear Market 
% = Total Return for the Bull/Bear Market
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Monthly Returns: January 1970-March 2010
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Presenter
Presentation Notes
Talking Points:
This graph documents bull and bear market periods in the MSCI EAFE Index from January 1970 to March 2010. 

The market cycles are identified in hindsight using historical cumulative monthly returns. These returns consider the reinvestment of dividends, net of foreign government withholding taxes. All monthly observations are performed after the fact. A bear market is identified in hindsight when the market experiences a negative monthly return followed by a cumulative loss of at least 10%. The bear market ends at its low point, which is defined as the month of the greatest negative cumulative return before the reversal. A bull market is defined by data points not considered part of a bear market.

The rising trend lines in blue designate the bull markets occurring since 1970, and the falling trend lines in red document the bear markets. The bars that frame the trend lines help to describe the length and intensity of the gains and losses. The numbers above or below the bars indicate the duration (in months) and cumulative return percentage of the bull or bear market. 

Keep in mind that this graph does not show total compounded returns or growth of wealth since 1970. Once the cycle is established in retrospect, the first month of that cycle resets the performance baseline to zero. 

Investors may draw a number of lessons from this graph. First, since 1970, bull markets in the MSCI EAFE Index have lasted longer than bear markets and delivered gains that are disproportionately greater than the bear market losses. Keep in mind, however, that this time series is relatively short.

Second, fluctuating performance within each trend illustrates that volatility and uncertainty occur even within established market cycles: bull markets may have short-term dips, and bear markets may have short-term advances. The immediate trend is not readily apparent to market observers, and in fact, may become clear only in hindsight. This illustrates the difficulty of accurately predicting and timing market cycles. 

Finally, the graph suggests the importance of maintaining a disciplined investment approach that views market events and trends from a long-term perspective. Investors who react emotionally to short-term movements are at risk of making ill-timed decisions that compromise long-term performance.
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MSCI data copyright MSCI 2010, all rights reserved. 
Bull and bear markets are defined in hindsight using cumulative monthly returns. A bear market (1) begins with a negative monthly return, (2) must achieve a cumulative 
return less than or equal to -10%, and (3) ends at the most negative cumulative return prior to achieving a positive cumulative return. All data points which are not considered 
part of a bear market are designated as a bull market. 

Average Duration:
Bull Market: 15 Months
Bear Market: 8 Months

Months = Duration of Bull/Bear Market 
% = Total Return for the Bull/Bear Market
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Bull and Bear Markets
MSCI Emerging Markets Index, Gross Dividends (USD)
Monthly Returns: January 1988‐March 2010
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-61%

Presenter
Presentation Notes
Talking Points:
This graph documents bull and bear market periods in the MSCI Emerging Markets Index from January 1988 to March 2010. 

The market cycles are identified in hindsight, applying the same methodology as the other slides in the “Bull and Bear Markets” series. Monthly index returns include the reinvestment of gross dividends. 
 
The graph demonstrates the same principles as the previous data:
 
-In the data since 1988, which is a relatively short time series, bull markets in the MSCI Emerging Markets Index have lasted longer than bear markets and delivered gains that are disproportionately greater than the bear market losses. 
-Index performance fluctuates, even within established market cycles.
-Investors who maintain a disciplined investment approach may avoid making ill-timed decisions amidst the market volatility.
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Normal Balanced Strategy: 42% US equity indexes, 18% non-US equity indexes, 40% fixed income indexes. 
The S&P data are provided by Standard & Poor’s Index Services Group. Fama/French data provided by Fama/French. Dow Jones Wilshire data provided by Dow Jones 
Indexes. MSCI data copyright MSCI 2010, all rights reserved. International Small Cap Index and International Small Cap Value 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%; value includes the upper 30% book-to-market range; rebalanced semiannually. The Merrill Lynch Indices are used with permission; copyright 2010 
Merrill Lynch, Pierce, Fenner & Smith Incorporated; all rights reserved. Barclays Capital data, formerly Lehman Brothers, provided by Barclays Bank PLC. Citigroup bond 
indexes copyright 2010 by Citigroup. Indexes 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. 

October 1987:
Stock Market Crash

August 1989:
US Savings and 

Loan Crisis

September 1998:
Asian Contagion
Russian Crisis

Long-Term Capital 
Management Collapse

March 2000:
Dot-Com Crash

September 2001:
Terrorist Attack

After One Year

After Three Years

After Five Years

Annualized Return:

October 1973:
OPEC Oil 
Embargo
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The Market’s Response to Crisis
Performance of a Normal Balanced Strategy: 60% Stocks, 40% Bonds

Presenter
Presentation Notes
Talking Points: 
This slide shows performance of a balanced investment strategy following a few historical crises. Each crisis is labeled with the month and year that it occurred or peaked. The subsequent one-, three-, and five-year annualized returns start from the first day of the month following each crisis. 

Although a global investment strategy would have suffered losses immediately following most events, the financial markets recovered over time, as indicated by the positive three- and five-year annualized returns. 
Negative events such as these may tempt investors to flee the financial markets. But diversification and a long-term perspective can help investors apply discipline to ride out the storm.

Composition of the Normal Balanced Strategy:
Index				Percent
S&P 500 Index 				12%
Fama/French US Large Cap Value Index 		12%
Fama/French US Small Cap Index 			6%
Fama/French US Small Cap Value Index 		6%
Dow Jones Wilshire REIT Index 			6%
Fama/French International Value Index 		6%
International Small Cap Index 			3%
International Small Cap Value Index 		3%
MSCI Emerging Markets Index 			1.8%
Fama/French Emerging Markets Value Index 		1.8%
Fama/French Emerging Markets Small Cap Index 		2.4%
Merrill Lynch One-Year US Treasury Note Index 		10%
Citigroup World Government Bond Index 1-3 Years (hedged) 	10%
Lehman Brothers Treasury Bond Index 1-5 Years 		10%
Citigroup World Government Bond Index 1-5 Years (hedged) 	10%



The S&P data are provided by Standard & Poor’s Index Services Group. US long-term bonds, bills, inflation, and fixed income factor data © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson 
Associates, Chicago (annually updated work by Roger G. Ibbotson and Rex A. Sinquefield). 
Indexes 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. 

The S&P 500 has Beaten Treasury Bills in 84% of all Ten‐Year Periods
Rolling 120‐Month Annualized Returns (889 Total Periods)

January 1926–December 2009

Annualized Return

S&P 500 Index:  9.8%

One‐Month Treasury Bills: 3.7%

A
nn

ua
liz

ed
 R

et
ur

ns

S1387.3 

-6%

-4%

-2%

0%

2%

4%

6%

8%

10%

12%

14%

16%

18%

20%

22%

Jan 26 Jan 34 Jan 42 Jan 50 Jan 58 Jan 66 Jan 74 Jan 82 Jan 90 Jan 98

S&P 500 Index

One-Month Treasury Bills

Rolling 120-Month Periods Beginning at Date Shown

Stocks vs. the Risk‐Free Rate 
January 1926–December 2009
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Talking Points

The chart shows rolling 120-month annualized returns, 889 periods in total. The left-most bars (S&P 500 Index in blue, One-Month US Treasury Bills in orange) show annualized return from January 1926-December 1935 (120 months or ten years). The next bars show February 1926-January 1936, and so on to the right-most bars showing the annualized return of the most recent ten-year period, from January 1999–December 2008. The chart shows that for all ten-year periods in the past. 

The S&P beat T-bills in 747 of 889 total periods, or 84% of the time. In many of those periods the S&P return was substantially higher than T-bills. Stocks have generally rewarded investors with higher returns for their higher risk. Investors seeking the safety of T-bills could miss the opportunity to capture the higher returns of stocks.



S&P 500
$2,048

Stocks vs. the Risk‐Free Rate 
January 1926–December 2009
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The S&P data are provided by Standard & Poor's Index Services Group. Indexes are not available for direct investment. Index 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.  

April 1999 Daily Returns
Total Month of April Return: 3.9%

During this month, the S&P 500 
had 10 days of negative returns 
out of 21 trading days.

1999 Monthly Returns
Total Annual Return: 21%

During this year, the S&P 500 
had 5 out of 12 months with 
negative returns.

• Even during periods of positive stock returns, 
investors may experience substantial volatility.

• Short‐term volatility is a typical characteristic of stock market investing.

• Long‐term returns are the sum of short‐term volatility.

J    F    M    A    M    J    J     A    S    O    N    D

1                                  15                                   30

-2.24%

-0.49%

-3.11% -2.36% -3.12% -2.74%

21.04%

Presenter
Presentation Notes
Talking Points:
Equities offer a higher expected return than fixed income assets over the long term. However, this return premium comes with higher risk, which is manifested in short-term volatility.
 
This slide illustrates that short-term losses are often embedded in longer-term gains. The graph shows the growth of $1 invested in the S&P 500 Index in 1926 until the present, and details the index’s performance during a single year (1999). The first bubble plots monthly returns and the adjacent bubble shows daily returns for a single month (April 1999). Although the S&P 500 Index delivered a strong 21.04% return in 1999, five of the months had negative returns. The market delivered a 3.9% total return during April, even though it closed with losses on many days.
 
Investors who want to capture the higher returns of stocks must accept the possibility of experiencing daily, monthly, and yearly losses along the way. Disciplined investors must focus on the big picture while knowing that short-term volatility will often test their resolve.




Domestic 
Large Cap

Domestic
Small Cap International Emerging

Fund Equivalent Index
S&P 500 

Index
CRSP 6-10 

Index
MSCI EAFE 

Index
MSCI Emerging 

Markets Index
Start Date January 1926 January 1926 January 1970 January 1988
End Date December 2009 December 2009 December 2009 December 2009
Threshold -7% -7% -7% -7%
Months at or below Threshold 61 105 29 33
Months in Sample 1,008 1,008 480 264
Percentage of Months below Threshold 6.1% 10.4% 6.0% 12.5%

Annualized Average Compound Return over 
Subsequent Periods (starting the next month)
1 Year 7.3% 19.8% 7.1% 7.5%
3 Years 9.1% 16.3% 12.4% 12.5%
5 Years 9.9% 16.2% 12.8% 13.7%
10 Years 8.9% 14.2% 12.3% 10.3%

• Individual asset class volatility 
and negative returns have 
occurred in the past.

• Despite these downturns, 
investors who remained 
disciplined were rewarded in 
the long run.

• Use balanced diversified 
portfolios and focus on long-
term results.

Sources: The S&P data are provided by Standard & Poor's Index Services Group; CRSP Index returns from the Center for Research in Security Prices, 
University of Chicago; MSCI data copyright MSCI 2010, all rights reserved. MSCI EAFE Index is net of foreign withholding taxes on dividends. MSCI Emerging 
Markets Index is gross of foreign withholding taxes on dividends. Annualized average compound return over subsequent periods is calculated as the compound 
growth rate required to produce the average total return over the same time period. Performance for periods greater than one year are annualized. Indices are 
not available for direct investment; therefore, their performance does not reflect expenses associated with management of an actual portfolio. Past performance 
is not a guarantee of future results and there is always the risk that an investor may lose money. The material in this publication is provided solely as background 
information for registered investment advisors and institutional investors and is not intended for public use.
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Market Downturns—A Historical Perspective
Individual Index Monthly Downturns
As of December 31, 2009

Presenter
Presentation Notes
Talking Points:
This table offers a perspective on the frequency of severe negative volatility experienced by the domestic large cap, domestic small cap, international developed markets, and emerging markets equity asset classes. These classes are represented by the S&P 500 Index, CRSP 6-10 Index,  MSCI EAFE Index, and MSCI Emerging Markets Index, respectively.
 
In this analysis, a downturn is defined as a 7% or greater decline in monthly value.
 
Note that performance for the S&P 500 and CRSP 6-10 dates back to 1926, while MSCI EAFE and MSCI Emerging Markets index are more recent (1970 and 1988).
 
Referring to the first column, the domestic large cap asset class, as represented by the S&P 500 Index, lost 7% or more of its market value in 61 of 1,008 total months from January 1926 to December 2009. The losing months represent only 6.1% of the total. In the months following each 7% decline, the S&P 500 Index experienced an average annualized return of 7.3% over the next year, 9.1% over three years, 9.9% over five years, and 8.9% over 10 years.
 
The percentage of months at or below the -7% threshold are greatest for the domestic small cap and emerging markets asset groups, which reflects higher risk.
 
The data offer several important lessons:
Although extreme negative performance, as defined by the -7% threshold, is not unusual for any of these asset classes, neither is it commonplace over this time period. 
On an average annualized basis, the asset classes logged positive performance in the one, three, five, and ten-year periods that began in the month following the -7% or lower return. 
Investors who remained disciplined were rewarded over the long term.



Domestic 
Large Cap

Domestic
Small Cap International Emerging

Fund Equivalent Index
S&P 500 

Index
CRSP 6-10 

Index
MSCI EAFE 

Index
MSCI Emerging 

Markets Index
Start Date January 1970 January 1970 January 1970 January 1988
End Date December 2009 December 2009 December 2009 December 2009
Threshold -7% -7% -7% -7%

Historical Simultaneous Index 
Monthly Downturns (7% threshold)
April 1970 -8.9% -16.9% -8.4% –
November 1973 -10.8% -18.9% -14.4% –
August 1974 -8.3% -8.2% -10.4% –
September 1974 -11.7% -8.4% -7.4% –
March 1980 -9.9% -17.5% -10.7% –
October 1987 -21.5% -28.7% -14.0% –
August 1990 -9.0% -12.6% -9.7% -12.8%
August 1998 -14.5% -20.6% -12.4% -28.9%
February 2001 -9.1% -10.0% -7.5% -7.8%
September 2001 -8.1% -14.9% -10.1% -15.5%
July 2002 -7.8% -14.8% -9.9% -7.6%
September 2002 -10.9% -7.3% -10.7% -10.8%
June 2008 -8.4% -9.4% -8.2% -10.0%
September 2008 -8.9% -8.8% -14.5% -17.5%
October 2008 -16.8% -21.3% -20.2% -27.4%
Average -11.0% -14.6% -11.2% -15.4%

Annualized Average Compound Return over 
Subsequent Periods (starting the next month)
1 Year 11.7% 24.5% 7.2% 25.2%
3 Years 11.8% 21.5% 10.5% 24.0%
5 Years 10.5% 19.4% 11.7% 25.6%
10 Years 13.3% 19.0% 10.8% 13.4%
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• Simultaneous asset class 
volatility and negative returns 
have occurred in the past.

• Despite these downturns, 
investors who remained 
disciplined were rewarded in 
the long run.

• Use balanced diversified 
portfolios and focus on long-
term results.

Sources: The S&P data are provided by Standard & Poor's Index Services Group; CRSP Index returns from the Center for Research in Security Prices, 
University of Chicago; MSCI data copyright MSCI 2010, all rights reserved. MSCI EAFE Index is net of foreign withholding taxes on dividends. MSCI 
Emerging Markets Index is gross of foreign withholding taxes on dividends. Annualized average compound return over subsequent periods is calculated 
as the compound growth rate required to produce the average total return over the same time period. Performance for periods greater than one year are 
annualized. Indices are not available for direct investment; therefore, their performance does not reflect expenses associated with management of an 
actual portfolio. Past performance is not a guarantee of future results and there is always the risk that an investor may lose money. The material in this 
publication is provided solely as background information for registered investment advisors and institutional investors and is not intended for public use.

Market Downturns—A Historical Perspective
Simultaneous Index Monthly Downturns
As of December 31, 2009

Presenter
Presentation Notes
Talking Points:
This chart lists the months in which all asset classes simultaneously experienced a downturn, which is again defined as a 7% or greater drop in monthly market value. All performance periods are from 1970 to December 2009.
 
For example, April 1970 was the first month in this time period in which the S&P 500, CRSP 6-10, and MSCI EAFE indexes all experienced a monthly downturn (-7% or greater) simultaneously. It is interesting to note that all three indexes experienced simultaneous negative performance in only 15 months since 1970 (480 months)—or only about 3% of the time. Since 1988, which is the earliest available time period for the MSCI Emerging Markets Index, all four indexes have fallen below the -7% threshold in only nine of 264 months—or about 3.4% of the time. The first month was in August 1990. 
 
Although asset class correlations may tend to rise during periods of extreme negative performance, this chart shows that these four major asset classes have rarely experienced severe monthly downturns together. This fact highlights the importance of global diversification in a portfolio.
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Returns shown are for the S&P 500 Index. The S&P data are provided by Standard & Poor’s Index Services Group. 
Indexes 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. 

January 2, 1926‐December 31, 2009

Total trading days: 22,276

Days within one standard deviation: 82% (18,170)

Days within two standard deviations: 95% (21,220)

1926 1936 1946 1956 1966 1976 1986 1996 2009
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Long‐Term Market Stability 
84 Years of Daily Returns: 1926‐2009

Two Standard Deviations

Two Standard Deviations

Average Daily Return: 0.04%
One Standard Deviation: 1.15%

One Standard Deviation

Presenter
Presentation Notes
Talking Points:
The chart shows the dispersion of daily returns for the S&P 500 Index from 1926 through 2009. The long-term average of these daily returns is 0.04%. The red lines on the chart indicate one standard deviation (1.19%) above or below the average daily return; the black lines indicate daily returns that are two standard deviations (2.38%) above or below the average.

There were 22,276 total trading days during the 84-year period from 1926 through 2009. Approximately 95% of the days had returns within two standard deviations of the 0.04% average daily return, as illustrated by the dense concentration of blue points inside the black lines. This area indicates a daily return range from +2.42% to -2.34%. Returns for the remaining 5% of the total days indicate more extreme daily gains and losses, which lie outside the black lines.

This chart helps give context to the high stock market volatility experienced in 2008 and 2009. The frequent and wide dispersion of points above and below the black lines over the last two years indicates that recent daily volatility is not the historical norm. Moreover, the low volatility and positive average daily performance documented over this long period suggest a favorable long-term outlook for stocks. 



Growth of Wealth
Monthly: January 1926‐December 2009

CRSP data provided by the Center for Research in Security Prices, University of Chicago. The S&P data are provided by Standard & Poor's Index Services 
Group. US long-term bonds, bills, inflation, and fixed income factor data © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, Chicago 
(annually updated work by Roger G. Ibbotson and Rex A. Sinquefield).
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2009

Presenter
Presentation Notes
Markets throughout the world have a history of rewarding investors for the capital they supply. Their expected returns offer compensation for bearing systematic risk—or risk that cannot be diversified away.
 
An efficient market or equilibrium view assumes that competition in the marketplace quickly drives securities prices to fair value, ensuring that investors can only expect greater average returns by taking greater systematic risk in their portfolios. This graph documents compounded performance of fixed income and equity asset classes from 1926 to 2009, based upon growth of a dollar. It shows that US equities have offered higher compounded returns than fixed income investments. Within the equity asset classes, small cap stocks have outperformed large cap stocks, resulting in higher returns and greater wealth accumulation.
 
Capital markets reward investors based on the risk they assume. Rather than trying to outguess the markets, investors should identify the risks they are willing to take, then position their portfolios to capture these risks through broad diversification in the capital markets.
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Returns are from market-close to market-close. Indices are not available for direct investment; their performance does not reflect the expenses associated with the 
management of an actual portfolio. The S&P data are provided by Standard & Poor’s Index Services Group. Dow Jones data provided by Dow Jones Indexes. 
Russell data copyright © Russell Investment Group 1995-2010 all rights reserved. Mutual fund universe statistical data and non-Dimensional money managers’ 
fund data provided by Morningstar, Inc. Nasdaq Composite Index data provided by The Nasdaq Stock Market, Inc. KBW Bank Index data provided by Keefe, 
Bruyette & Woods, Inc. (KBW). Past performance is not a guarantee of future results.

► March 9 was the low closing date for four of the 
five featured indices year‐to‐date. 

► The Dow Jones Industrial Average rose 5.8% 
on March 10, 2009.

► Looking at daily returns, it’s difficult to tell
if a recovery is occurring.

Q1 2009 Returns
1/1-3/31

-12.4%
-11.0%

-14.9%

-2.7%

-35.8%

Negative Return Period
1/1-3/9

-24.7% -24.6%

-31.0%

-19.3%

-55.3%

Return excluding 
March 10, 2009

Positive Return Period
3/10-3/31

16.4% 18.1%

23.4%
20.5%

43.8%

Dow Jones Industrial Average

Russell 2000 Index
Nasdaq Composite Index
KBW Bank Index

S&P 500 Index

Perils of Market Timing
A Case Study of Q1 2009
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Presentation Notes
Talking Points:
Investors who flee the stock market for the safety of cash may experience temporary relief from market volatility. But after leaving stocks, their anxiety may shift to concern over missing a stock market rebound while sitting in cash.

The above performance data offer a recent example of the unpredictability of stocks and the hazard of attempting to avoid losses through market timing. The first graph shows returns for the entire quarter. The second and third graphs show returns over two distinct periods during the quarter—a negative return period from January 1 to March 9, and a subsequent positive return period from March 10 to quarter end. The shaded areas in the bars of the third graph indicate the return excluding March 10, which marked the first day of the rebound. Although returns for the quarter were negative, the rebound substantially reduced the magnitude of losses. 

This is the nature of stock investing. Gains typically come in powerful upsurges against a backdrop of discouraging financial and economic news. As the March 2009 rally demonstrated, a surprise rebound may frustrate investors who are waiting for a clear signal to return to the market. Of course, a brief period like this may not signal the start of a new bull market. But recent history does serve as a reminder of how suddenly a major turnaround can begin.

An investor’s job is not to predict bull and bear markets, but to be positioned to capture positive performance when it occurs. This is best achieved by holding a broadly diversified portfolio that reflects one’s risk tolerance and investment time horizon. 



• Strong performance among a few 
stocks accounts for much of the 
market’s return each year.

• There is no evidence that 
managers can identify these stocks 
in advance—and attempting to 
pick them may result in missed 
opportunity.

• Investors should diversify broadly 
and stay fully invested to capture 
expected returns.

9.6%

6.2%

-0.6%

All US Stocks Excluding the Top 10% 
of Performers
Each Year

Excluding the Top 25%
of Performers
Each Year

Compound Average Annual Returns: 1926‐2009
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Results based on the CRSP 1-10 Index. CRSP data provided by the Center for Research in Security Prices, University of Chicago.

Missing Opportunity
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Talking Points:

This graph shows that a few outperforming stocks may account for a disproportionately large share of the US market’s return in a given year. From 1926 to 2009, the US stock market, as measured by the CRSP 1-10 Index, provided a 9.6% compound average annual return. If the top-performing decile of stocks were excluded each year, the market’s return would drop to 6.2% annualized. Excluding the top quartile of performers each year would reduce the market’s average annual return to a negative 0.6%.
 
Since it is impossible to reliably identify winners before the fact, the most prudent approach is to maintain broad diversification and consistent exposure within a particular asset class. This improves the likelihood that a portfolio will capture outperformance—wherever it may occur.



Past performance is not a guarantee of future results and there is always the risk that an investor will lose money. 

• The last four recessions have looked different in terms of length, stock market performance, 
unemployment rates, and subsequent recovery. 

• In each of the last four recessions prior to 2007, unemployment rates peaked after the 
recession ended. 

• Stock markets tend to be a leading indicator of economic prosperity, and in each case, the 
S&P 500 Index started to rebound before the end of the recession was announced. 
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Recessionary Periods
Observations

Presenter
Presentation Notes
Talking Points:
Investors may closely watch economic data to divine the state of the business cycle. While the data may prove useful in some respects, it does not offer much insight into the potential length of a recession or the timing of a potential stock market rebound.
 
The following slides graph the S&P 500 Index’s total return over the past four recessions and in the current downturn. Although each recession was unique, they all share certain traits. For instance, each was not recognized until many months after it started. Meanwhile, the stock market began to rebound even though many indicators, including employment, were still in decline and did not show an uptick until well after the recessions were over.
 
According to the National Bureau of Economic Research (NBER), a recession is a significant decline in economic activity spread across the economy, lasting more than a few months, normally visible in production, employment, real income, and other indicators. A recession begins when the economy reaches a peak of activity and ends when the economy reaches its trough. Between trough and peak, the economy is in an expansion.
 
It is the nature of economic data to look at the past, while stock markets look forward. This is why investors should not let current business sentiment in any cycle affect their long-term investment decisions.




Prior to 1979, there were no formal announcements of business cycle turning points.
Indices are not available for direct investment; their performance does not reflect the expenses associated with the management of an actual portfolio. For illustrative purposes 
only. Past performance is not a guarantee of future results and there is always the risk that an investor will lose money. Source: National Bureau of Economic Research (NBER) 
for economic expansions and recessions data; the S&P data are provided by Standard & Poor’s Index Services Group; US Bureau of Labor Statistics for unemployment data.  

Recession Begins
November 1973

Recession Ends
March 1975

Unemployment 
Peaks at 9.0%
May 1975

Recession
17 months

Recession Begins
July 1981

Recession Announced
January 6, 1982

Unemployment 
Peaks at 10.8%
Nov/Dec 1982

Recession
17 months

Recession Ends
November 1982

Recession End Announced
July 8, 1983

Recessionary Periods
Mid 1970s and Early 1980s
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Presentation Notes
Talking Points: 
The recessions during the mid 1970s and early 1980s each lasted 17 months. There was no formal announcement of the 1973-75 recession because the National Bureau of Economic Research (NBER) did not announce business cycles prior to 1979. However, the NBER announced the 1981-82 recession 6 months after it began, and announced the recession’s end 8 months into the next recovery.
 
In both recessions, unemployment peaked after the US economy had rebounded. Although the stock market declined early in both down cycles, stocks had begun to recover before the onset of each business upturn.




Indices are not available for direct investment; their performance does not reflect the expenses associated with the management of an actual portfolio. For illustrative purposes 
only. Past performance is not a guarantee of future results and there is always the risk that an investor will lose money. Source: National Bureau of Economic Research (NBER) 
for economic expansions and recessions data; the S&P data are provided by Standard & Poor’s Index Services Group; US Bureau of Labor Statistics for unemployment data.  
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Talking Points:
In both the early 1990s and 2000, the recessions lasted nine months each, but were not announced until after they were over. Moreover, the NBER did not announce each recession’s end until almost two years later. Unemployment also peaked in the months prior to the official end.
 
In the 1990s recession, the market began its recovery before the end, while the market languished for two years before rebounding after the 2001 downturn. This provides additional evidence that the stock market does not behave predictably through business cycles. 
 



For illustrative purposes only. 
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 and there is always the risk that an investor will lose money. Source: National Bureau of Economic Research (NBER) for economic 
expansions and recessions data; the S&P data are provided by Standard & Poor’s Index Services Group; US Bureau of Labor Statistics for unemployment data.  
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Talking Points:
The current economic downturn began in December 2007, although it was not officially announced until a year later, in December 2008. Economists and financial experts are forecasting when this recession will end and what data and events will confirm a turnaround.
 
Of course, no one can offer a reliable forecast. As the previous slides suggest, a recovery will only be identified many months after the fact and the market may recover long before unemployment peaks or the NBER announces an economic expansion. 
 
With this in mind, investors should concentrate on maintaining discipline throughout business cycles rather than attempting to time them. There is no reliable way to identify when stocks are poised for recovery, and past business activity does not offer any insight. The stock market looks to the future and incorporates information into prices more quickly and efficiently than experts can collect business data and analyze it.
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