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Humans Are Not Wired for 
Disciplined Investing
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When people follow their 
natural instincts, they tend 
to apply faulty reasoning 
to investing.



Many Investors Follow Their Emotions
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People may struggle to separate their emotions 
from their investment decisions. 

Following a reactive cycle of excessive optimism and 
fear may lead to poor decisions at the worst times. 
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In US dollars. For illustrative purposes. The missed best day(s) examples assume that the hypothetical portfolio fully divested its holdings at the end of the day before the missed best day(s), held cash for the missed best day(s), and 
reinvested the entire portfolio in the S&P 500 at the end of the missed best day(s). Annualized returns for the missed best day(s) were calculated by substituting actual returns for the missed best day(s) with zero. 
S&P data copyright 2018 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. “One-Month US T- Bills” is the IA SBBI US 30 Day TBill TR USD, provided by Ibbotson Associates via Morningstar Direct. Data is 
calculated off rounded daily index values. 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.

Reacting Can Hurt Performance
Performance of the S&P 500 Index, 1990–2017
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Missing only a few days 
of strong returns can 
drastically impact 
overall performance.
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In US dollars. MSCI data © MSCI 2018, all rights reserved. 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 no guarantee of future results. 

Markets Have Rewarded Discipline
Growth of a dollar—MSCI World Index (net dividends), 1970–2017
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A disciplined investor looks beyond the 
concerns of today to the long-term growth 
potential of markets.
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Focus on What You Can Control

31Diversification neither ensures a profit nor guarantees against loss in a declining market.

No one can reliably forecast 
the market’s direction or predict 
which stock or investment 
manager will outperform. 

A financial advisor can help 
you create a plan and focus 
on actions that add value.

Creating an 
investment plan to fit

your needs and risk tolerance

Structuring a portfolio around 
dimensions of returns

Diversifying broadly

Reducing expenses and turnover

Minimizing taxes
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The Mutual Fund Landscape study is conducted by Dimensional Fund Advisors LP.

US-domiciled open-end mutual fund data is from Morningstar and Center for Research in Security Prices (CRSP) from the University of Chicago.

Equity fund sample includes the Morningstar historical categories: Diversified Emerging Markets, Europe Stock, Foreign Large Blend, Foreign Large Growth, 
Foreign Large Value, Foreign Small/Mid Blend, Foreign Small/Mid Growth, Foreign Small/Mid Value, Japan Stock, Large Blend, Large Growth, Large Value, 
Mid-Cap Blend, Mid-Cap Growth, Mid-Cap Value, Miscellaneous Region, Pacific/Asia ex-Japan Stock, Small Blend, Small Growth, Small Value, and World 
Stock. For additional information regarding the Morningstar historical categories, please see “The Morningstar Category Classifications” at 
morningstardirect.morningstar.com/clientcomm/Morningstar_Categories_US_April_2016.pdf.

Fixed income fund sample includes the Morningstar historical categories: Corporate Bond, High Yield Bond, Inflation-Protected Bond, Intermediate 
Government, Intermediate-Term Bond, Muni California Intermediate, Muni California Long, Muni Massachusetts, Muni Minnesota, Muni National Intermediate, 
Muni National Long, Muni National Short, Muni New Jersey, Muni New York Intermediate, Muni New York Long, Muni Ohio, Muni Pennsylvania, Muni Single 
State Intermediate, Muni Single State Long, Muni Single State Short, Short Government, Short-Term Bond, Ultrashort Bond, and World Bond. For additional 
information regarding the Morningstar historical categories, please see “The Morningstar Category Classifications” at 
morningstardirect.morningstar.com/clientcomm/Morningstar_Categories_US_April_2016.pdf.

Index funds and fund-of-funds are excluded from the sample. Net assets for funds with multiple share classes or feeder funds are a sum of the individual share 
class total net assets. The return, expense ratio, and turnover for funds with multiple share classes are taken as the asset-weighted average of the individual 
share class observations. Fund share classes are aggregated at the strategy level using Morningstar FundID and CRSP portfolio number.

Each fund is evaluated relative to the Morningstar benchmark assigned to the fund’s category at the start of the evaluation period. So, if, for example, a fund 
changes from Large Value to Large Growth during the evaluation period, then its return will still be compared to the Large Value category index. Surviving 
funds are those with return observations for every month of the sample period. Winner funds are those that survived and whose cumulative net return over the 
period exceeded that of their respective Morningstar category index. Loser funds are funds that did not survive the period or whose cumulative net return did 
not exceed their respective Morningstar category index. 

Index data provided by Bloomberg Barclays, MSCI, Russell, FTSE Fixed Income LLC, and S&P Dow Jones Indices. Bloomberg Barclays data provided by 
Bloomberg. MSCI data © MSCI 2018, all rights reserved. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights 
related to the Russell Indexes. FTSE fixed income indices © 2018 FTSE Fixed Income LLC, all rights reserved. S&P and Dow Jones data © 2018 S&P Dow 
Jones Indices LLC, a division of S&P Global.

Indices are not available for direct investment. Their performance does not reflect the expenses associated with management of an actual portfolio.

Mutual fund investment values will fluctuate, and shares, when redeemed, may be worth more or less than original cost. Diversification neither 
assures a profit nor guarantees against a loss in a declining market. There is no guarantee investment strategies will be successful. Past 
performance is no guarantee of future results.


