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KEY TAKEAWAYS

= Stocks had their worst year since 2008, and bond prices also fell as inflation
reached a four-decade high.

= Value stocks served as bright spot, outperforming growth by the largest margin
since 2000.

= Markets may have been down, but history suggests that's no time to panic.

It was an up-and-down year for markets—in the end, one with more down than up. The
world gave financial markets a lot to process. The coronavirus pandemic eased but
remained a global concern, as did the supply-chain issues that accompanied its arrival.
Inflation reached a 40-year high in the US," and the Federal Reserve pursued a series of
interest rate increases to combat rising prices, actions similar to those taken by other
nations’ central banks. Russia’s invasion of Ukraine in February brought uncertainty about
political stability and energy prices, among other worries. A midterm US election shifted
more power to Republicans but left Democrats in a stronger position than some had
expected. Against this backdrop, equity and bond markets fell for the year, despite
several rallies.

Inflation was front and center all year long. The US experienced the highest price
increases in four decades, and the Fed lifted rates in a bid to reduce inflation from above
9% to the long-term target of 2%. Price increases showed signs of peaking late in the
year, with inflation easing to 7.1% in the US in November, although a slow retreat from
multidecade highs could keep it a concern for central banks well into 2023. Supply-chain
issues related to the pandemic and to Russia’s war in Ukraine also eased, and food and
fuel costs declined.

The midterm elections in the US left a split Congress, with Democrats narrowly
controlling the Senate and Republicans taking back the House, which could affect the
legislative agenda and items like tax increases and spending packages. But investors
may be wise to avoid focusing much on the outcome of elections, as markets have
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tended to reward those who stayed invested regardless of the outcome. And elections
are just one of many factors influencing returns.

The S&P 500 Index’ fell to a two-year low in September; at one point, the index had
given back 50% of its post-pandemic rally. After the sharp drop in the first half of the
year, led by technology stocks, the stock market rebounded somewhat. That came as the
political situation became clearer and with investors pricing in prospects of smaller Fed
rate hikes going forward as inflation cooled. Despite the rally, the S&P 500 fell 18.1% for
the year, its worst annual return since the financial crisis in 2008. Likewise, global stock
markets ended with their largest declines since the financial crisis. Global equities, as
measured by the MSCI All Country World Index,® fell 18.4% (see Exhibit 1). Developed
international stocks, as represented by the MSCI World ex USA Index, lost 14.3%, while
emerging markets declined even further, with the MSCI Emerging Markets Index down
20.1%.
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Past performance is no guarantee of future results.

In USD. MSCI All Country World Index, net dividends. MSCI data © MSCI 2023, all rights reserved. Indices are not
available for direct investment; therefore, their performance does not reflect the expenses associated with the management
of an actual portfolio. Headlines are sourced from various publicly available news outlets and are provided for context, not
to explain the market’s behavior.

While markets were down as a whole, value stocks were a bright spot for investors. Value
shares have prices that are low relative to a measure like a company’s book value, and
these stocks outperformed pricier growth stocks by the largest margin since 2000, at the
end of the initial dot-com craze: The MSCI All Country World Value Index fell 7.5% vs. a
28.6% decline for the MSCI All Country World Growth Index. That recent turnaround has
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rewarded investors who remained disciplined following a three-year slump for value,
which ended in June 2020. Since then, value has beaten growth by 10.1 percentage
points, annualized. Small capitalization stocks held their own with large cap stocks. The
MSCI All Country World Small Cap Index declined 18.7% vs. the 18.4% fall for the MSCI
All Country World Index. Historically, small cap stocks have outperformed large cap
stocks.

SILVER LININGS FOR BATTERED BONDS

Some may view fixed income as a safe haven for investors, expecting bonds to rise in
value when stocks fall. However, this was not the case in 2022. The tandem decline for
equities and fixed income was relatively rare. Benchmark US Treasuries posted their
worst annual returns in decades, with 10-year Treasury notes losing 16.3%,” a second
straight annual loss. The last time investors saw back-to-back losses was in the late 1950s.
The yield curve, which charts the difference in yield between long-dated and short-dated
bonds, was inverted at year's end. The 10-year yield ended just below 3.9%, while the 2-
year yield was just above 4.4%,° reflecting the higher short-term rates.

Higher interest rates can bring short-term pain as bond prices fall, but they can be
beneficial in the long term and present new opportunities for fixed income investors.
Some investors may be hesitant to take advantage of higher yields, perhaps because of
concerns about the potential for even higher yields to come. They may even consider
reducing their bond exposure. But if yields keep rising, investors seeking higher
expected returns may still be better off maintaining the duration of their fixed income
allocation. Rising yields affect fixed income portfolios in several ways. Longer-duration
portfolios may experience larger immediate declines in value relative to shorter-duration
portfolios as yields increase. But higher yields may lead to higher expected returns.
Similarly, investors who have seen equity prices fall may be tempted to sell. But lower
stock prices can be indicative of higher expected returns.’

A RESET FOR CRYPTO AND FAANG STOCKS

If the market decline of 2022 taught investors anything, it's that what goes up might also
come down. Some of the most hyped investments of the past two years did just that.
Cryptocurrencies® and FAANG stocks’ were all hit hard, with bitcoin falling below
$17,000, about 75% lower than its high of nearly $68,000 in November 2021."° As
investors have learned by now, cryptocurrencies can be extremely volatile. From a
distance, bitcoin might appear to have enjoyed a steady climb through much of its
existence. There were, however, major slumps: On three occasions since 2017, bitcoin
has fallen by more than 50%, including the decline that extended into 2022.

The FAANGS also saw notable declines in 2022 (see Exhibit 2). The group of tech stocks
lost a combined $3.2 trillion in market value—one might say the market was de-
FAANGed. Facebook parent Meta Platforms, Amazon, Apple, Netflix, and Google parent
Alphabet all lagged the broad US market, with Facebook and Netflix suffering
particularly sharp losses. The group collectively underperformed the Russell 3000 Index'’

by more than 20 percentage points.'” The slump came on the heels of a stellar decade—
the FAANGS returned 28% per year from 2012 to 2021.
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Past performance is no guarantee of future results.

In USD. Cumulative returns, January 1, 2022—-December 31, 2022. FAANG stock data source: Refinitiv. Facebook and
Google now known as Meta and Alphabet, respectively. Frank Russell Company is the source and owner of the trademarks,
service marks, and copyrights related to the Russell Indexes. Indices are not available for direct investment; therefore, their
performance does not reflect the expenses associated with the management of an actual portfolio.

That reversal is a reminder that investors should be cautious about assuming past returns
will continue. Even if a company with a track record of strong stock returns remains
broadly successful, that may not translate to spectacular future returns. Excellence may
now be what investors are counting on and not the basis for above-market returns. This
point is borne out by looking back at stocks as they grew to become among the top 10
largest by market cap. On average, their performance lagged the performance of the
broader market within a few years of entering the top 10.

TAKING A BALANCED VIEW OF THE 60/40 PORTFOLIO

With both fixed income and equities declining on the year, the traditional 60% stock/40%
bond portfolio had a hard time offering much support in either asset category, leading
some to question the utility of this approach. Although 2022 was the worst year in history
for many bond indices, the performance of the 60/40 portfolio™ didn’t crack the top five
peak-to-trough drawdowns in close to a century’s worth of data. The drawdown that
reached 19% at its nadir was painful, but it's only two-thirds of the 30% peak-to-trough
drawdown investors' endured through a particularly difficult period from 2007-2009.
And the portfolio saw some recovery late in the year, ending down 14% for 2022.

During rocky markets, it is especially important for investors to focus not solely on where
returns have been but also on where they could be going. Looking at the performance of
a 60/40 portfolio following a decline of 10% or more since 1926, returns on average have
been strong in the subsequent one-, three-, and five-year periods (see Exhibit 3).
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A Case for Optimism
Performance of a 60/40
portfolio (60% S&P 500
Index/40% 5-year US
Treasury notes) following a
decline of 10% or more:
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Past performance is not a guarantee of future results.

In USD. Drawdowns include all periods where the 60/40 portfolio declined by 10% or more from the prior peak. Peaks are
defined as months where the 60/40 portfolio’s cumulative return exceeds all prior monthly observations. Returns are
calculated for the one-, three-, and five-year look-ahead periods beginning the month after the 10% decline threshold is
exceeded. The bar chart shows the average cumulative returns for the one-, three-, and five-year periods post-decline.
There are 10, nine, and nine observations for the one-, three-, and five-year look-ahead periods, respectively. Source:
Morningstar Direct as of December 31, 2022. Five-year US Treasury notes data provided by Morningstar. S&P data ©
2023 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. Indices are not available for direct
investment; therefore, their performance does not reflect the expenses associated with the management of an actual
portfolio.

STICKING WITH A PLAN

There's no way to know where markets may be headed, and it can be hard to imagine an
upturn when prices have fallen or when there is consternation about the direction of the
economy. But history argues for persistence and patience. With the yield curve inverted,
some economists are saying a recession is inevitable, if one hasn't already begun. But
history shows that across the two years that follow a recession’s onset, equities have a
track record of positive performance, on average. This is an important lesson on the
forward-looking nature of markets, highlighting how current prices reflect market
participants’ collective expectations for the future. Likewise, US equity returns following
sharp declines have, on average, been positive over one-year, three-year, and five-year
periods.

A look back at recent history makes a case for sticking with a plan. Handsome rebounds
after steep declines can help put investors in position to capture the long-term benefits
the markets offer. Those who sold their stockholdings during the dot-com crash in the
early 2000s wouldn’t have been in position to enjoy the equity recovery that eventually
followed. Similarly, those abandoning a plan early in the 2008-09 financial crisis, or in
March of 2020 as COVID fears spread, wouldn't have benefited from the subsequent
rallies. As we look at prices that in some cases are well off their highs, it's helpful to keep
history in mind entering 2023. That's the definition of thinking of investing for the long
term.


https://my.dimensional.com/long-term-investors-dont-let-a-recession-faze-you
https://my.dimensional.com/long-term-investors-dont-let-a-recession-faze-you
https://my.dimensional.com/long-term-investors-dont-let-a-recession-faze-you
https://my.dimensional.com/long-term-investors-dont-let-a-recession-faze-you
https://my.dimensional.com/long-term-investors-dont-let-a-recession-faze-you
https://my.dimensional.com/long-term-investors-dont-let-a-recession-faze-you
https://my.dimensional.com/long-term-investors-dont-let-a-recession-faze-you
https://my.dimensional.com/long-term-investors-dont-let-a-recession-faze-you
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines
https://my.dimensional.com/history-shows-that-stock-gains-can-add-up-after-big-declines

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

Inflation data as defined by the Consumer Price Index (CPI) from the US Bureau of Labor Statistics.

S&P data © 2023 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved.

MSCI data © MSCI 2023, all rights reserved.

The MSCI All Country World Small Cap Index has outperformed the MSCI All Country World Index by 2.7 percentage points,

annualized, since 1999, the first year for which data is available.

10-year Treasury notes represented by Bloomberg US Treasury 10-Year Bond Index. Data provided by Bloomberg.

Source: US Treasury.

Eugene F. Fama and Kenneth R. French, “The Cross-Section of Expected Stock Returns,” Journal of Finance 47 (1992): 427-65.

As of the date of this material, Dimensional does not offer investment in cryptocurrency. This material is not to be construed as

investment advice or a recommendation to buy or sell any security or currency.

9. The FAANG stocks are Facebook (Meta Platforms), Amazon, Apple, Netflix, and Google (Alphabet).

10.  Source: Bloomberg and Refinitiv.

1. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes.
Indices are not available for direct investment; therefore, their performance does not reflect the expenses associated with the
management of an actual portfolio. Index has been included for comparative purposes only.

12. FAANG stock returns are computed as the average of Facebook (Meta), Apple, Amazon, Netflix, and Google (Alphabet share classes
A and C) weighted by market capitalization at beginning of month. This information is intended for educational purposes and should
not be considered a recommendation to buy or sell a particular security. Named securities may be held in accounts managed by
Dimensional.

13. The 60/40 portfolio consists of the S&P 500 Index (60%) and five-year US Treasury notes (40%). Five-year US Treasury notes data
provided by Morningstar. S&P data © 2023 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved.

14.  Peak-to-trough drawdowns include all periods where the 60/40 portfolio declined by 10% or more from the prior peak. Peaks are

defined as months where the 60/40 portfolio’s cumulative return exceeds all prior monthly observations. Troughs are defined as the

months where the 60/40 portfolio’s cumulative return losses from the prior peak are the largest.
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This information is intended for educational purposes and should not be considered
a recommendation to buy or sell a particular security. Named securities may be held
in accounts managed by Dimensional.

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, a 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 appropriate 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 transmission 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
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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.

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
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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

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 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.

NEW ZEALAND

This material is issued by DFA Australia Limited (incorporated in Australia, AFS License No. 238093, ABN 46 065 937 671). This material is
provided for information only. This material does not give any recommendation or opinion to acquire any financial product or any financial
advice product, and is not financial advice to you or any other person. No account has been taken of the objectives, financial situation or
needs of any particular person. Accordingly, 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
for the Dimensional Wholesale Trusts the target market determination (TMD) that has been made for each financial product or financial
advice product either issued or distributed by DFA Australia Limited prior to acquiring or continuing to hold any investment. Go to
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 3 Dublin Landings, North Wall Quay, Dublin 1, Ireland.
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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
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
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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) requlated activities only and does not provide asset
management services.
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investors, this material forms part of, and must be provided together with, applicable fund offering materials. This material must not be
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