
“Oil falls on middle-east uncertainty.”

When financial markets are volatile, you often hear 
that “uncertainty” is the cause. This suggests that 
uncertainty comes and goes, but because financial 
markets are forward looking, and because the future 
is unpredictable, investors must cope with uncertainty 
all the time.

That can be hard, especially in volatile periods 
when the value of your investments is fluctuating 
from day to day. How can investors learn to cope 
with pervasive uncertainty?

PRICING-IN UNCERTAINTY
It is important to remember that the market is a very 
effective information processing machine. This means 
that millions of market participants around the world 
are continually assessing information and its expected 
effect on future cash flows and that prices change as 
participants act on this. It is therefore reasonable for 
you to work on the assumption that today’s market 
level has priced in current uncertainty.

BENEFITS OF HINDSIGHT
Investors can also take comfort from remembering 
that a globally-diversified portfolio has recovered from 
many periods of uncertainty and crisis. 

For example, in 2008 the stock market dropped in 
value by almost half. It was a period of uncertainty 
so acute that the viability of global money markets 
as we know them came into question. Headlines 
such as “Worst Crisis Since ’30s, With No End Yet 

in Sight,”1 “Markets in Disarray as Lending Locks Up,”2 
and “For Stocks, Worst Single-Day Drop in Two Decades”3 
were elevated from the business page to the front page.

Every political or economic crisis poses different 
challenges and affects the market in different ways, 
but the experience of past events can help investors 
maintain perspective. 

The temptation to react to events can be strong but 
reacting is not always the best thing to do. In the heat of 
the moment in the financial crisis, some people decided 
to sell out of stocks. Those that stayed the course and 
stuck to their approach have long since recovered from 
the crisis and benefited from the subsequent rebound 
in markets.

There have been many periods of substantial volatility 
in the past. Exhibit 1 helps illustrate this point. The 
exhibit shows the simulated performance of a balanced 
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Exhibit 1: The Market’s Response to Crisis  
Simulated Performance of a Balanced Strategy: 60% Stocks, 40% Bonds (Cumulative Total Return)

September 1998:
Asian Contagion/Russian 

Crisis/LTCM Collapse

March 2000:
Dot-Com Crash

September 2001:
Terrorist Attack

September 2008:
Bankruptcy of  

Lehman Brothers

2%

25%

91%
96%

57%

23%27%

16%

71%

34%

14%
23%

54%

129%

−9% −6%

 After 1 Year  After 3 Years  After 5 Years  After 10 Years

Exhibit 2: Performance as at 30 September 2018

Cumulative Returns (%) 1 Year 2 Years 3 Years 4 Years 5 Years

Balanced Strategy 60/40 (GBP) 5.68 16.16 38.63 39.64 48.71

The performance was achieved with the retroactive application of a model designed with the benefit of hindsight; it does not represent 
actual investment performance. Back-tested model performance is hypothetical (it does not reflect trading in actual accounts) and is 
provided for informational purposes only. The securities held in the model may differ significantly from those held in client accounts. 
Simulated performance may not reflect the impact that economic and market factors might have had on the adviser’s decision making 
if the adviser were actually managing client money. This strategy was not available for investment in the time periods depicted. Actual 
management of this type of simulated strategy may result in lower returns than the back-tested results achieved with the benefit 
of hindsight.
Past performance (including hypothetical past performance) does not guarantee future or actual results. Performance may increase or 
decrease as a result of currency fluctuations. The simulated performance shown is “gross performance,” which includes the reinvestment 
of dividends but does not reflect the deduction of investment advisory fees and other expenses. A client’s investment returns will be 
reduced by the advisory fees and other expenses it may incur in the management of its advisory account.
Returns in GBP. Balanced strategy is composed of 60% Dimensional All Country World Core 2 Index and 40% FTSE World Government Bond Index 1-5 Year (hedged 
to GBP), rebalanced monthly. Returns for a given crisis begin the period following the crisis date shown and are not annualised (i.e. returns following the September 2008 
crisis begin with the October monthly return). This is not a strategy managed by Dimensional Fund Advisors Ltd. or any of its affiliates. See the appendix for a description 
of the Dimensional index. FTSE fixed income indices copyright 2018 FTSE Fixed Income LLC. All rights reserved.

investment strategy following several crises, including 
the bankruptcy of Lehman Brothers in September of 2008, 
which took place in the middle of the financial crisis. Each 
event is labeled with the month and year that it occurred 
or peaked.

Although a globally diversified balanced investment 
strategy invested at the time of each event would have 
suffered losses immediately following most of these 

events, financial markets did recover, as can be seen by 
the three-, five- and ten-year cumulative returns shown 
in the exhibit. In advance of such periods of discomfort, 
having a long-term perspective, appropriate diversification, 
and an asset allocation that aligns with their risk tolerance 
and goals can help investors remain disciplined enough 
to ride out the storm. A financial adviser can play a critical 
role in helping to work through these issues and in 
counseling investors when things look their darkest.
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CONCLUSION
As we know, predicting future events correctly, or 
how the market will react to future events, is difficult. 
The good news is that being a successful investor does 
not rely on making accurate predictions. It is important 
to understand that market volatility is a part of investing 
and to enjoy the benefit of higher potential returns, 
investors must be willing to accept increased uncertainty. 
Accurately predicting the future is not a prerequisite to 
be a successful investor.

A key part of a good long-term investment experience 
is being able to stay with your investment philosophy, 
even during tough times. A well-thought-out, transparent 
investment approach can help people be better prepared 
to face uncertainty and may improve their ability to stick 
with their plan and ultimately capture the long-term 
returns of capital markets.

APPENDIX
Balanced Strategy 60/40: The model’s performance does not reflect advisory fees or other expenses associated with the management of an actual portfolio. 
There are limitations inherent in model allocations. In particular, model performance may not reflect the impact that economic and market factors may 
have had on the adviser’s decision making if the adviser were actually managing client money. The balanced strategies are not recommendations for an 
actual allocation.

Dimensional All Country World Core 2 Index: Compiled by Dimensional from Bloomberg securities data. The index targets all the securities in the eligible 
markets with an emphasis on companies with smaller capitalisation, lower relative price, and higher profitability. Profitability is measured as operating income 
before depreciation and amortisation minus interest expense scaled by book. Exclusions: REITs and investment companies. The index has been retroactively 
calculated by Dimensional Fund Advisors and did not exist prior to April 2008. The calculation methodology was amended in January 2014 to include 
profitability as a factor in selecting securities for inclusion in the index.

The Dimensional and Fama/French Indices reflected above are not “financial indices” for the purpose of the EU Markets in Financial Instruments Directive 
(MiFID). Rather, they represent academic concepts that may be relevant or informative about portfolio construction and are not available for direct investment 
or for use as a benchmark. Their performance does not reflect the expenses associated with the management of an actual portfolio. Index returns are not 
representative of actual portfolios and do not reflect costs and fees associated with an actual investment. Actual returns may be lower. See the appendix for 
descriptions of the Dimensional and Fama/French indexes.

The Dimensional Indices have been retrospectively calculated by an affiliate of Dimensional Fund Advisors Ltd. and did not exist prior to their index inceptions 
dates. Accordingly, results shown during the periods prior to each Index’s index inception date do not represent actual returns of the 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.
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IF YOU ARE A RETAIL INVESTOR IN THE UK, IRELAND, GERMANY OR THE NETHERLANDS, THIS DOCUMENT HAS BEEN PROVIDED TO YOU BY 
YOUR FINANCIAL ADVISER, WHO CAN HELP EXPLAIN ITS CONTENTS.

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).

DFAL does 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.

This document is provided for information purposes and intended for your use only. It does not constitute an invitation or offer to subscribe for or 
purchase any of the products or services mentioned. It is the responsibility of any persons wishing to make a purchase to inform themselves of and 
observe all applicable laws and regulations. Any entity responsible for forwarding this material to other parties takes responsibility for ensuring 
compliance with all financial promotion laws, rules and regulations. It is not intended to provide a sufficient basis on which to make an investment 
decision. Information and opinions presented in this material have been obtained or derived from sources believed by DFAL to be reliable, but DFAL 
makes no representation as to their accuracy or completeness. DFAL has reasonable grounds to believe that all factual information herein is true as 
at the date of this document. DFAL accepts no liability for loss arising from the use of this material.

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.

“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., 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. Diversification neither assures a profit nor guarantees against loss in a declining market.


