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o matter how familiar we are
N with investing, we’ve all navigat-

ed uncertainty, weighed risks and
rewards, and made carefully considered
tradeoffs to make decisions. Just by
being human, we’ve been compelled to
tackle the central challenges of life—
which also happen to be the central
challenges of investing.

At Dimensional, we believe that
having a good investment experience is
about more than returns. What matters
just as much is how someone feels along
their financial journey. And that’s really
what the investment business should be
about: helping people live better, more
tulfilling lives.

Investing better means living better.
Not just because it can lead to having
more money, but because many of the
habits that serve us well as investors
serve us well in life, too. By integrating
our life and investment philosophies,
we can see money as a tool that empow-
ers our plans rather than a goal in and of
itself. Here are six principles that can
help you in life and in investing.

Uncertainty Creates
Opportunity

Uncertainty can be uncomfortable,
but we often forget that, without it,
there would be no opportunity. When
we decide to move to a new city or
change career paths, we don’t know ex-
actly what will happen. There’s always
a risk that things won’t work out the
way we had hoped, yet these experi-
ences help us grow and can change our
lives in amazing ways.

When you invest, returns are com-
pensation for taking on uncertainty.
Without risk, there would be no reward.
But there’s also risk in choosing not to
invest, because if your money doesn’t

grow over time, it won’t go as far in the
future. Cash hidden under a mattress
can’t keep up with inflation.

As investors, it’s easy to get caught
up in worrying when financial markets
drop. But when we realize that investing
means getting
paid for accepting risk, we can start to
see uncertainty as a source of
opportunity, even during times of mar-
ket volatility.

Embracing uncertainty rather than
trying to avoid it can help us live better.
This approach to life and investing
guides us through uncertain times and
helps refocus our attention on the op-

portunities ahead.

Plan, Don’t Predict

We've all tried to predict what will
happen in life, only to be disappointed
when it didn’t turn out the way we an-
ticipated. But human beings develop
strategies to deal with the fact that none
of us has a crystal ball. We apply to a list
of possible colleges, not just our first
choice. We interview a series of job can-
didates even when there’s a clear fron-
trunner. We take a life jacket on a boat
even though we know how to swim.

Investing is just like life: For maxi-
Continued on page 2
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A;anticipated, the Federal

eserve governors voted
unanimously to keep the bench-
mark federal funds rate at 5.25%
to 5.50% at its December meet-
ing. This is the highest it has
been since March 2021. This rate
hold suggests the Fed may very
well be done with interest rate
hikes in this cycle and may
lower rates in 2024. The US
equity markets responded posi-
tively to the news and finished
up nicely for 2023.

The updated inflation fore-
casts for 2024 also showed con-
tinued lower numbers, with esti-
mates for Core Inflation to be
2.4% by year-end. The Fed also
estimated slightly lower eco-
nomic growth, but unemploy-
ment numbers remained the
same. Some had hoped for the
possibility of a rate cut in the

first quarter of 2024. Chairman
Powell said, “It would be prema-
ture to conclude with confidence
that we have achieved a suffi-
ciently restrictive stance, or to
speculate on when policy might
case !

However, others have sug-
gested the possibility of interest
rates being lowered by a total of
three-quarters of a percent by
year-end if inflation data keeps
trending towards the Fed’s goal
of 2.0%. Could achieving this
targeted inflation rate help pro-
vide a “soft landing” and keep
the US economy from a reces-
sion? With everything that is
happening in this ever-changing
world, there are no guarantees.
But as we like to say, stay invest-
ed and you will be glad you did.
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mum peace of mind, we make plans
that account for a broad range of possi-
ble outcomes. This way, you can feel
empowered by the unknown instead
of paralyzed by it.

Research has shown that stock
pickers consistently underperform
their benchmarks.! But you don’t need
to be able to predict winners to have a
good investment experience. Over the
past century, markets have returned,
on average, about 10% a year.2

So don’t try to predict or outguess
markets—go with them, even when
that means tolerating and being pre-
pared to live through some short-term
disappointments. Odds are you'll have
a better investment experience in the
long run.

Flexibility Adds Value

When you're in the market for a
new car, you probably know exactly
what you want, down to the color of
the interior trim. But it can be hard to
locate the precise model and features
you're after, and once you do find the
car you want, you may have to pay a
premium for it.

If you're willing to be flexible
about your choices—maybe going
with black instead of gray or sacrific-
ing a sunroof— you can get that new
car faster, and at a better price. Life re-
wards flexibility over rigidity.

Flexibility adds value in investing,
too. Staying flexible around what
stocks to hold and when to trade can
give you an advantage. While index
funds can be a solid, low-cost solution
for many investors, they can be forced
to trade on certain days to track their
index. The funds may not get the best
prices on the securities they hold, re-
sulting in investors leaving returns on
the table.

In life, as in investing, decisions
are often grounded in research and im-
plemented with flexibility.
Harness the Power of
Compounding

Even the small, seemingly inconse-
quential decisions we make every day
can have a big impact over time.
Whether we're trying to run a faster
mile or master a foreign language, the
best way to stay motivated is to keep re-
minding ourselves of the rewards that
come from patience and commitment.

Just a little bit of time every day
can add up to a lot of progress. The
same is true of investing. A 10% return
on your investment each year—similar
to the stock market’s historical annual-
ized average—would double your
money every seven years. Having a lot
of time can help an investor make up
for not having a lot of money.

In both life and investing, com-
pounding is a powerful force. You
might say that the life equivalent of
compound interest is wisdom. Learn-
ing from the past can help us make
better decisions in the future, and
those lessons build on one another
over time.

Control What You Can
Control

So much in life—good and bad—is
out of our control. Sudden storms can
pummel us in the middle of summer-
time. A sports team that seemed des-
tined for a disappointing season can
come out of nowhere to win a champi-
onship. While we can’t control every-
thing that happens, we can take charge
of how we prepare for and react to
life’s curveballs.

As human beings and investors, all
we can do is try to make the best possi-
ble decisions with the information
available, plan for a range of outcomes,
and relax knowing we’ve taken a sen-
sible approach.

In investing, you can’t control the
ups and downs of the market. What
you can control is how much you save,
the risk you take on, and the guidance
you seek in putting together an invest-
ment plan that’s right for you.

The future is uncertain, but the
quality of your decisions doesn’t have
to be. When you make informed choic-
es, you have the satisfaction of know-
ing you did everything within your

control, even if things didn’t work out
exactly the way you’d hoped.

Tune Out the Noise

When you focus on an important
goal, other people’s opinions can be
distracting, even derailing. Who cares
if a friend doesn’t agree with your new
exercise plan, as long as it's working
for you? Once you've done the research
and come up with a road map for suc-
cess, rally your supporters and turn
down the volume on your detractors.

This mindset can also be key to
being a successful longterm investor.
Many of us are exposed to a barrage of
investment commentary—for example,
TV pundits handing out stock tips and
friends touting the “next big invest-
ment.” As tempting as the ideas may
sound, they’re potentially harmful dis-
tractions. Things that seem too good to
be true usually are—and yielding to
your “fear of missing out” can exact a
deep price in the form of lower returns
over a lifetime.

We know that markets rise and
fall—so we can be disappointed by
downturns, but we shouldn’t be sur-
prised by them. Reacting emotionally
to recent market volatility may be
more detrimental to your portfolio per-
formance than the drawdown itself.

How do you tune out the noise?
Working with a financial advisor, like
working with a trainer or coach, can
help you see past the headlines to cul-
tivate discipline and the sense of secu-
rity that comes from knowing you
have a well-thought-out plan. OO0

1. In US dollars. Based on S&P 500 index an-
nual returns, 1926-2022. 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; there-
fore, their performance does not reflect the
expenses associated with the management of
an actual portfolio.

2. Eugene F. Fama and Kenneth R. French,
“Luck versus Skill in the Cross-Section of
Mutual Fund Returns,” Journal of Finance
65, no. 5 (2010): 1915-1947. Eugene Fama
and Ken French are members of the Board of
Directors of the general partner of, and pro-
vide consulting services to, Dimensional
Fund Advisors LP.
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Your 401(k) Plan When Changing Jobs

jobs, make sure you fully

understand the impact it may
have on your retirement plan. If
you are not aware of your employ-
er’s retirement plan rules, you
could lose thousands of dollars in
matching funds, taxes, and poten-

tially a large penalty.

lf you are considering changing

Here is what you need to know
about your 401(k) plan if you are
thinking of changing jobs.

Your Vesting Schedule
and Status

Assuming your company offers
an employer match to your 401(k),
it can significantly increase the size
of your retirement account. The
money you contribute to the
account is always yours, even if
you leave the company. The money
your employer contributes to the
account, however, will have a vest-
ing schedule that defines when
those contributions legally become
yours.

Companies can have an imme-
diate vesting schedule, a cliff
schedule, or a gradual vesting
schedule. Sometimes, staying an
extra month or a year can make a
big difference in what you get to
take with you when you leave the
company. If you leave the compa-
ny before you are completely vest-
ed, you are aware that you will
lose a portion of the matching
funds, but the timing could make a
big difference.

Your Retirement Account
Options

Once you have decided to
change jobs, you will need to
decide what to do with your
401(k). When you leave your
employer, you have four options
for your 401(k), which are cashing

it out, leaving the money in the
plan, rolling the money over to
your new employer’s qualified
retirement plan, or rolling it over
to an IRA.

Cashing Out Your 401(k)

If you plan on rolling over the
funds into another retirement
account, but you have the money
directly paid to you, you have 60
days to put the money into a quali-
fied retirement account or you will
have to pay income taxes and a
penalty. If you intend on putting
the money into a retirement
account, it is better to set up a
direct rollover to the new plan
administrator to avoid this.

If your intention is to cash out
the account and keep the money,
you need to understand the finan-
cial impact. For example, let’s say
you have $50,000 in your 401(k)
account. The plan administrator is
required by law to take out 20% for
taxes; now your account is valued
at $40,000. If you are under the age
of 59%, you'll also have to pay a
10% penalty on the original
amount in the account, which is
another $5,000. Now you have
$35,000.

It doesn’t end there. The
$50,000 distribution will most like-
ly put you in a higher tax bracket
than the 20% that your administra-
tor withheld. Let’s say you are in a
31% tax bracket; you will have to
come up with the difference, which
is an additional 11% or $5,500.
Your original $50,000 in retirement
savings is now down to $29,500.
Now you have to deduct any state
and local taxes, which could take
another $5,000 or so depending on
where you live. You could be giv-
ing up almost half of your retire-
ment savings in income taxes and

penalties.

Leave the Money in
the Plan

If you have at least $5,000 in
your 401(k) plan, most employers
will allow you to leave the funds
in their plan. This can be a good

option if your new employer does-
n't offer a 401(k) plan.

Rollover to the New
Employer’s Plan

Most employers will allow
rollovers from other qualified
retirement plans. You will want to
understand when you will be eligi-
ble to participate in your new
employer’s plan, because there is
typically a waiting period for par-
ticipation. You should consider
leaving the money in your old
employer’s plan until you are eligi-
ble to participate in the new plan.

To ensure you will not have to
pay any taxes or a penalty, the
rollover should be a trustee-to-
trustee transfer, so make sure the
rollover check is made out to the
new plan administrator and not to
you. If it is not a direct rollover,
you could be in jeopardy of having
to pay the taxes as well as the

penalty.
Rollover the 401(k) to
an IRA

You can open a rollover indi-
vidual retirement account (IRA) at
most financial institutions. Rolling
your 401(k) into an IRA is a great
option because you will have more
investment options. Most employ-
er retirement plans offer limited
investment options to keep down
costs; however, they often have
higher administrative fees that
impact the value of your account.
00O
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Review Life Insurance at Retirement

s retirement age approaches, it’s
Ausually a good time to reassess

your life insurance policies to see
if your needs have changed. Before
making changes, however, make sure

there aren’t other uses for your life
insurance policy, such as:

To leave a legacy to heirs — Even

if the money isn't needed for your
children’s support after your death,
many people like the thought of leaving
a large inheritance to their children or
grandchildren.

To pay your grandchildren’s col-

lege expenses — With the rapidly
increasing costs of college making it
more and more difficult for parents to
cover this cost, you might want to use
an insurance policy as a college fund
for your grandchildren.
VTO support adult children —

There are a variety of reasons why
you might want to provide financial
help to an adult child. Perhaps your
child is a doctor, but has significant
debt from college. Or your child might
work at a job that doesn’t pay a signifi-
cant amount of money.

To provide a large charitable con-

tribution — A life insurance policy
can serve a couple of purposes when
making a large charitable contribution.

You can name the charity as the benefi-
ciary of the policy. Or you can leave
other assets to the charity that would
have been included in your estate and
possibly subject to estate taxes. The
proceeds of the life insurance policy, if
properly structured, can then be paid to
your heirs estate- and income- tax free.

To help deal with long-term-care

costs — Many individuals don’t
purchase long-term-care insurance,
believing their spouse will take care of
them. However, when one spouse dies,
there may not be anyone to take care of
the surviving spouse. The proceeds of a
life insurance policy can be used to pro-
vide long-term care for the surviving
spouse.
MTO optimize pension benefits —

When retiring, irrevocable deci-
sions about pension plan benefit pay-
ments must typically be made. An indi-
vidual life income option will pay high-
er benefits than a joint and survivor
benefit, but then your spouse will not
have pension benefits if you predecease
him /her. You could use the proceeds
from a life insurance policy as a source
of income to help support your spouse
after your death.

Please call to discuss your own situ-

ation. OOO

i
i
i
i
i
i
i
i
i
i
i
i
i
i

Encourage
Estate Planning

ven when your children are
Egrown, there will probably be

lessons you'll want to teach them,
such as the need for estate planning.
Some items to include in that lesson are:

Explain why estate planning is

important. Your role is not to dic-
tate what they should do with their
estate, just to emphasize the need for
estate planning. When your children
encounter major life events, such as mar-
riage, divorce, or a child’s birth, remind
them to review their estate plans.

Make sure all important estate-

planning documents are in place.
At a minimum, every adult should
have a will, a durable power of attor-
ney, and a health care proxy. A durable
power of attorney designates an indi-
vidual to control financial affairs if one
becomes incapacitated, while a health
care proxy delegates health care deci-
sions to a third person when one is
unable to make those decisions.

Coordinate estate planning across

generations. If you have a sub-
stantial estate, you may want to coordi-
nate your estate planning efforts with
those of your children. A coordinated

effort can help minimize estate taxes.
000

Benefits of Low-Correlated Assets

orrelation is a statistical measure

of how one asset class performs

in relation to another asset class.
Correlations can range from +1 to 1.
A correlation of +1 means the two
assets move very closely together in the
same direction. Combining assets with
a high positive correlation will not pro-
vide much risk reduction. A correla-
tion of —1 indicates the assets move in
opposite directions, a rare event in the
investment world. A correlation close
to 0 means no relationship exists in the
price movements of the two assets.

Combining assets with consistently

high correlations to each other does lit-
tle to reduce risk. The greatest combi-
nation benefit to a portfolio seems to
be achieved by combining assets with
consistently low correlations, which
results in consistently reduced risk.

When selecting investments for
your portfolio, don’t just look at their
risk and return characteristics. Also
consider the diversification aspects for
your overall portfolio. While correla-
tions change over time, general obser-
vations include:

“Stocks tend to have a low positive

correlation with corporate and

government bonds.

Short-term bonds tend to have a

low correlation with long-term
bonds.

Stock markets around the world

are all positively correlated to
some degree. In general, European
stock markets are more closely corre-
lated to each other and the U.S. than to
markets in Japan or Asia. Correlations
between developed countries tend to
be higher than correlations between
developing and emerging countries.

Real estate tends to have a low

correlation with stocks and
bonds. OOO
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