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 KEY TAKEAWAYS 

Reacting to down markets is a good way to derail progress made toward reaching 
your financial goals.

Over the past century, US stocks have averaged positive returns over one-year, 
three-year, and five-year periods following a steep decline.

One of the best ways to avoid succumbing to emotion at the expense of your 
portfolio is to partner with an advisor and make a plan.

Investors can always expect uncertainty. While volatile periods like the one we’re 
experiencing now can be intense, investors who learn to embrace uncertainty may often 
triumph in the long run. Reacting to down markets is a good way to derail progress made 
toward reaching your financial goals.

Here are three lessons to keep in mind during periods of volatility that can help you stick 
to your well-built plan. And if you don’t have a plan, there’s a suggestion for that too.

1. A RECESSION IS NOT A REASON TO SELL

Are we headed into a recession? A century of economic cycles teaches us we may well be 
in one before economists make that call.

But one of the best predictors of the economy is the stock market itself. Markets tend to 
fall in advance of recessions and start climbing earlier than the economy does. As the 
chart below shows, returns have often been positive while in a recession.
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Past performance is no guarantee of future results.

In US dollars. Recessions shaded in green. Stock returns represented by Fama/French Total US Market Research Index, 
provided by Ken French and available at mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html. 
This 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. Growth of wealth shows the growth of a hypothetical investment of $100 in the 
securities in the Fama/French US Total Market Research Index from July 1926 through December 2021.

All the dots in the upper left quadrant in the chart below are years where the US 
economy contracted but US stocks still outperformed less-risky Treasury bills. It’s a great 
illustration of the forward-looking nature of markets. If you’re worried, other investors are 
too, and that uncertainty is reflected in stock prices.
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Past performance is no guarantee of future results.

Indices are not available for direct investment. Their performance does not reflect the expenses associated with the 
management of an actual portfolio. In USD. Annual GDP growth rates obtained from the US Bureau of Economic Analysis. 
GDP growth numbers are adjusted to 2012 USD terms to remove the effects of inflation. Data provided by Fama/French. 
Eugene Fama and Ken French are members of the Board of Directors of the general partner of and provide consulting 
services to, Dimensional Fund Advisors LP. Please see “Appendix Descriptions” for a description of the Fama/French 
index data.

Results shown during periods prior to each index’s index inception date do not represent actual returns of the respective 
index. Other periods selected may have different results, including losses. Backtested index performance is hypothetical 
and is provided for informational purposes only to indicate historical performance had the index been calculated over the 
relevant time periods. Backtested performance results assume the reinvestment of dividends and capital gains. 

Whether accompanied by recessions or not, market downturns can be unsettling. But 
over the past century, US stocks have averaged positive returns over one-year, three-year, 
and five-year periods following a steep decline.

A year after the S&P 500 crossed into bear market territory (a 20% fall from the market’s 
previous peak), it rebounded by about 20% on average. And after five years, the S&P 500 
averaged returns over 70%.1 
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Past performance is no guarantee of future results.

Market declines or downturns are defined as periods in which the cumulative return from a peak is -10%, -20%, or -30% or 
lower. Returns are calculated for the 1-, 3-, and 5-year look-ahead periods beginning the day after the respective downturn 
thresholds of -10%, -20%, or -30% are exceeded. The bar chart shows the average returns for the 1-, 3-, and 5-year periods 
following the 10%, 20%, and 30% thresholds. For the 10% threshold, there are 29 observations for 1-year look-ahead, 28 
observations for 3-year look-ahead, and 27 observations for 5-year look-ahead. For the 20% threshold, there are 15 
observations for 1-year look-ahead, 14 observations for 3-year look-ahead, and 13 observations for 5-year look-ahead. For 
the 30% threshold, there are 7 observations for 1-year look-ahead, 6 observations for 3-year look-ahead, and 6 observations 
for 5-year look-ahead. Peak is a new all-time high prior to a downturn. Data provided by Fama/French and available at 
mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html. Fama/French Total US Market Research 
Index: 1926–present: Fama/French Total US Market Research Factor and One-Month US Treasury Bills. Source: Ken 
French website.

We believe that staying invested puts you in the best position to capture the recovery. If 
you take risk out of your portfolio, it should be a strategic, not tactical, choice. We 
believe the only good reason to sell out of a stock portfolio now—so long as it’s 
diversified and low-cost—is because you learned something about your risk tolerance or 
your investment goals have changed.
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2. TIME THE MARKET AT YOUR PERIL

When stocks have declined, it might be tempting to sell to stem further losses. You 
might think, “I’ll sit out until things get a bit better.” But by the time markets are less 
volatile, you’ll have often missed part of the recovery. Yes, it stings to watch your 
portfolio shrink, but imagine how you’ll feel when it’s stuck while the market rebounds.

Big return days are hard to predict, and you really don't want to miss them. If you 
invested $1,000 in the S&P 500 continuously from the beginning of 1990 through the end 
of 2020, you would have $20,451. If you missed the single best day, you’d only have 
$18,329—and only $12,917 if you missed the best five days.2 

History shows the stock market tends to rebound quickly. The same can’t be said for 
individual stocks or even entire sectors. (How many railroad stocks do you own?) So, 
while investing means taking on some risk for expected reward, investors should mitigate 
risks where they can. Diversification is a top risk mitigation tool, along with investing in 
fixed income and having a financial plan.

3. IT MAY BE A GOOD TIME TO REASSESS YOUR PORTFOLIO AND YOUR 
PLAN

We saw many fads crop up through the pandemic, from baking to puppy adoption. Did 
you experiment with one of the pandemic investment fads—FAANGs or meme stocks or 
dogecoin? If so, it may be time to put those fads in the rearview.

Do you know the names of all the stocks you own? Then you probably own too few. How 
much of your portfolio sits outside the US? Because about half the global market is 
comprised of foreign stocks. If you only invest in the S&P 500, you’re missing half of the 
investment opportunity set. A market-cap-weighted global portfolio is a better starting 
point than chasing segments of the market that have outperformed in the past few years.

And if you want to outperform the market, allow decades of academic research to light 
the way. Portfolios focused on small caps, value stocks, and more profitable companies 
have had higher returns over the long run. The portfolio I use is invested across more 
than 10,000 global equities in over 40 countries.

Beyond a well-designed portfolio, one of the best ways to deal with volatile markets and 
disappointing returns is to have planned for them. A financial advisor can help you 
develop a plan that bakes in the chances you’ll experience some market lows. And they 
can help you find the confidence to weather the current storm and get to the other side.

A sound approach to investing—through a plan, a well-designed portfolio, and an 
advisor—is the ultimate self-care during these rough markets. Your future self will thank 
you.

 
This piece first appeared in MarketWatch with the title “Follow these 3 crucial lessons for 
weathering the stock market’s storm.”
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1. S&P data © 2022 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. Indices are not available for direct 
investment.

2. Past performance, including hypothetical performance, is no guarantee of future results.
Growth of $1,000 is hypothetical and assumes reinvestment of income and no transaction costs or taxes. The analysis is for illustrative 
purposes only and is not indicative of any investment. S&P data © 2022 S&P Dow Jones Indices LLC, a division of S&P Global. All 
rights reserved. Indices are not available for direct investment.

Index Description:

Fama/French Total US Market Research Index: July 1926–present: Fama/French Total US Market Research Factor + One-Month US Treasury 

Bills. Source: Ken French Website.

Diversification neither assures a profit nor guarantees against loss in a declining market. Past performance is not a guarantee of future 

results.

The information in this material is intended for the recipient’s background information and use only. It is provided in good faith and without 
any warranty or representation as to accuracy or completeness. Information and opinions presented in this material have been obtained or 
derived from sources believed by Dimensional to be reliable and Dimensional has reasonable grounds to believe that all factual information 
herein is true as at the date of this material. 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. 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. It is the 
responsibility of any persons wishing to make a purchase to inform themselves of and observe all applicable laws and regulations. 
Unauthorized reproduction or transmitting of this material is strictly prohibited. Dimensional accepts no responsibility for loss arising from 
the use of the information contained herein.

This material is not directed at any person in any jurisdiction where the availability of this material is prohibited or would subject 
Dimensional or its products or services to any registration, licensing or other such legal requirements within the jurisdiction.

“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.

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.

UNITED STATES 

Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.
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Investment products: • Not FDIC Insured • Not Bank Guaranteed • May Lose Value
Dimensional Fund Advisors does not have any bank affiliates.

CANADA

These materials have been prepared by Dimensional Fund Advisors Canada ULC. The other Dimensional entities referenced herein are not 
registered resident investment fund managers or portfolio managers in Canada.

This material is not intended for Quebec residents.

Commissions, trailing commissions, management fees, and expenses all may be associated with mutual fund investments. Please read the 
prospectus before investing. 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. Mutual funds 
are not guaranteed, their values change frequently, and past performance may not be repeated.

AUSTRALIA and NEW ZEALAND

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. Investors should also consider the Product Disclosure 
Statement (PDS) and the target market determination (TMD) that has been made for each financial product either issued or distributed by 
DFA Australia Limited prior to acquiring or continuing to hold any investment. Go to au.dimensional.com/funds to access a copy of the PDS or 
the relevant TMD. Any opinions expressed in this material reflect our judgement at the date of publication and are subject to change.

WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED

Issued by Dimensional Ireland Limited (Dimensional Ireland), with registered office 10 Earlsfort Terrace, Dublin 2, D02 T380, Ireland. 
Dimensional Ireland is regulated by the Central Bank of Ireland (Registration No. C185067).

WHERE ISSUED BY DIMENSIONAL FUND ADVISORS LTD.

Issued by Dimensional Fund Advisors Ltd. (Dimensional UK), 20 Triton Street, Regent’s Place, London, NW1 3BF. Dimensional UK is 
authorised and regulated by the Financial Conduct Authority (FCA) - Firm Reference No. 150100.

Dimensional UK and Dimensional Ireland do not 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.

Dimensional UK and Dimensional Ireland issue 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 Dimensional UK and Dimensional Ireland 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 advertising material.

JAPAN

For Institutional Investors and Registered Financial Instruments Intermediary Service Providers.

This material is deemed to be issued by Dimensional Japan Ltd., which is regulated by the Financial Services Agency of Japan and is 
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registered as a Financial Instruments Firm conducting Investment Management Business and Investment Advisory and Agency Business.

Dimensional Japan Ltd.
Director of Kanto Local Finance Bureau (FIBO) No. 2683
Membership: Japan Investment Advisers Association

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, and should not be shown to prospective retail investors.

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 intended to constitute and does not 
constitute marketing of the services of Dimensional Hong Kong or its affiliates to the public of Hong Kong. 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.

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.

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

dimensional.com

06/22/2022
https://my.dimensional.com/three-crucial-lessons-for-weathering-the-stock-markets-storm?

_cldee=Zf9vcYRrmNJKzUGnF3EJP0l7p56dlUb55r19WOEUVh1aBh1XrOu4J92ebaPvU2mJugucEgm5VQL7XStE083YDQ&recipientid=contact-
b22c1b3da27ae61180defc15b4281ce0-

f3cfe6d0a14047e596df5b844f77c4e0&utm_source=ClickDimensions&utm_medium=email&utm_campaign=US%20Weekly%20Digest%202022&esid=6b4263b8-7ef1-
ec11-bb3d-000d3a349d80


