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Stocks Maintain Momentum at
Year's Halfway Point

The beginning of 2024 started out a lot like the end
of 2023, with markets rising amid talk of a potential
decrease in US inflation and interest rate cuts from the
Federal Reserve that could follow. But much like last
year, those expectations remained unfulfilled, as core
inflation fell slightly but held above 3% and the Fed stood
pat on interest rates.! US stocks as measured by the S&P
500 rose to a series of record highs in the year's first
half, and the benchmark 10-year US Treasury bond yield
approached 5% in the spring before retreating.?

The Fed held a key measure, the federalfunds rate, steady
through June at 5.25%, the highest level in more than two
decades, with officials citing an effort to cool persistently
high inflation.®> Meanwhile, the European Central Bank
cut rates for the first time since 2019, as did the Bank of
Canada.* US core inflation was 3.4% in May, a multiyear
low but still well above the Fed's 2% target. However, it
has moved in the direction policymakers have said they'd
like to see it go—lower—though they indicated at their
meeting in June that they expect just one rate cut before
the end of the year?®

Against this backdrop, US stocks extended a bull market
that began in late 2022, with the S&P 500 index gaining
14.6% through June 14 and notching new all-time highs.
Record levels may lead some investors to wonder
whether it's a good time to sell, but historical data can
help allay such concerns. Periodic record setting should
be expected for an asset class with positive expected
returns. As Exhibit 1 shows, the average return for weeks
following these new highs was 0.26%—very close to

the average return of 0.22% across all weeks. As long
as investors demand positive returns in exchange for
holding stocks, a new market high doesn't mean the
market is going to tumble.

The strong rally in the technology sector in 2023
continued into the new year. The tech-heavy Nasdagq,
after gaining 44.6% last year, has risen 18.1% this year, vs.
the S&P 500's 14.6% gain. Nvidia remained the biggest
driver of gains in the tech sector through the end of May,
as demand remained strong for chips used to power
cutting-edge Al applications.® But expecting Nvidia and
the rest of the so-called Magnificent 7 tech stocks to
outperform the broader market is to bet on them further
exceeding the market's expectations.” Simply meeting
expectations may result in returns more in line with the
market, consistent with the history of top US stocks.

Global stock markets reached multiyear highs, with the
MSCI All Country World Index rising 10.6% through mid-
June.® Developed international stocks, as represented by
the MSCI World ex USA Index, added 4.4%, and emerging
markets stocks, as represented by the MSCI Emerging
Markets Index, were up 6.4%.

US Treasuries were little changed for the year, with the 10-
year Treasury bond falling 1.0%. However, yields (which
rise when prices fall) remained higher than they have
been for most of the past decade. The 10-year Treasury
yield touched 4.7% in April, after nearly reaching 5% last
October for the first time since 2007, before pulling back
to 4.2% as of June 14.°
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PUTTING PREMIUMS IN PERSPECTIVE

As the broader market gained, value stocks and the stocks
of companies with small market capitalizations were
unable to keep up with their historical outperformance.
The MSCI All Country World Value Index rose 5.3%, about
athird of the 15.7% increase for the MSCI All Country World
Growth Index. Without help from the US tech sector, the
MSCI All Country World ex USA Growth Index only rose
6.4%, still ahead of the 3.5% increase for the MSCI All
Country World ex USA Value Index. Small cap companies
underperformed large cap stocks globally: The MSCI All
Country World Small Cap Index returned 1.3% vs. 10.6% for
the larger-cap MSCI All Country World Index. But history
suggests giving up on small cap value after prolonged
stretches of underperformance in the past would have
been a mistake.

And premiums don't always move in lockstep, as stocks
of companies with high profitability have recently
outperformed the stocks of companies with low
profitability. That has held true in both developed and
emerging markets this year. The Fama/French Developed
High Profitability Index rose 10.7% as of May 31, vs. 6.8%
for its low-profitability counterpart. The Fama/French
Emerging Markets High Profitability Index rose 5.4%, while
its low-profitability counterpart rose 0.7% as of May 31. It's
a reminder that investors who pursue multiple premiums
can increase their chances of long-term success.®

(2% Exhibit 1

Setting the Records
Straight

Weekly returns for the
Fama/French Total US
Market Research index, July
1926-March 2024

Past performance is no
guarantee of future results.
Indices are not available for
direct investment.
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THE BENEFITS OF A FLEXIBLE APPROACH

Pursuing historical premiums is one way of seeking
to outperform benchmark returns. Implementation—
including portfolio design, daily management, and
trading—is another. Every June, an event helps put this
into focus. That's when Russell US indices undergo their
“reconstitution,” when the benchmarks add and drop
stocks. As time goes by, however, stock prices willchange;
what was once a small cap might become a large cap.
Revising holdings annually means those stocks are stuck
in the index, regardless of their characteristics, until the
following June.

As Exhibit 2 shows, from December 2009 to May 2024,
the small cap Russell 2000 Index had unsteady exposure
to small caps. The percentage made up of large caps
tended to rise through the year and peak before the index
was reconstituted. That exposure to large caps came at
the expense of a more consistent focus on small caps. In
other words, investors may not have been getting what
they came for. An investment process with the flexibility
to evaluate and adjust holdings daily can provide a
more consistent focus over time, potentially capturing
premiums more reliably.
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Investors who diversify, focus on the premiums, and 1. Inflation data as defined by the Consumer Price Index (CPI) from the US Bureau
of Labor Statistics; the "Consumer Price Index for All Urban Consumers: All

embrace a flexible investing approaCh will still confront ltems Less Food & Energy" is an aggregate of prices paid by urban consumers
uncertainties in the year‘s second half. But uncertainty is for a typ|c?t basket ?f go_ods, excluding food arjd energy. This measurement,
known as “Core CPI," is widely used by economists because food and energy

unavoidable, and it accounts for the risk that can lead to have very volatile prices. Source: Federal Reserve Bank of St. Louis.

positive returns. How [ong can the bull market endure, 2. S&P data © 2024 S&P Dow Jones Indices LLC, a division of S&P Global. All
rights reserved; Caroline Valetkevitch, "Nasdaqg, S&P 500 post all-time closing

and which way will inflation, and interest rates, go? Will highs for 4th day as tech boosts,” Reuters, June 13, 2024,

the surge for Al-associated companies continue? Will 3. The federal funds rate is the overnight interest rate at which one depository
institution (like a bank) lends to another institution some of its funds that

glObal hostilities in the Middle East and Ukraine ease or are held at the Federal Reserve; "Federal Reserve issues FOMC statement,”
increase? Will the US election bring a big November stock Pederal Reserve, June 2024

FAAD T ! , 4. Jenni Reid, "European Central Bank cuts interest rates for the first time since
SWINg: <Sp0”‘er' It usual‘l‘y hasn't). We'll find out eventua“‘y’ 2019," CNBC, June 6, 2024; "Bank of Canada reduces policy rate by 25 basis
by the time the answers are also incorporated in market points,” Bank of Canada, June 2024.

prices. Until then, 2024 —like every year—is a good one 5. "Federal Reserve Board and Federal Open Market Committee release
' economic projections from the June 11-12 FOMC meeting.” Federal Reserve,

for having a long-term plan and sticking with it. June 2024
6. Asa Fitch, "Nvidia's Sales Triple, Signaling Al Boom's Staying Power," Wall Street
RISKS Journal, May 23, 2024
7. The Magnificent 7 stocks include Alphabet, Amazon, Apple, Meta, Microsoft,
Investments involve risks. The investment return and Nvidia, and Tesla. This information is intended for educational purposes and
' should not be considered a recommendation to buy or sell a particular security.
principalvalue of an investment may fluctuate so that an Named securities may be held in accounts managed by Dimensional

investor’s shares, when redeemed, may be worth more 8 MSCldata © MSCI 2024, all rights reserved.

or less than their Original Value. Past performance is 9. Return based on the Bloomberg US Treasury Bond Index. Bloomberg data
£ . provided by Bloomberg Finance LP. Source for US Treasuries: US Treasury.

not a guarantee of future results. There is no guarantee 10.Wei Dai and Namiko Saito, "Pursuing Multiple Premiums: Combination vs.

strategies will be successful. Integration” (white paper, Dimensional Fund Advisors, February 2021).

Results shown during periods prior to each index’s 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. Profitability is measured as operating income before depreciation and amortization minus interest expense scaled by book. 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.

Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. MSCI data copyright MSCI 2024, all rights reserved. S&P data copyright
2024 S&P Dow Jones Indiices LLC, a division of S&P Global. All rights reserved. Indlices are not available for direct investment, therefore their performance does not reflect the expenses associated with the
management of an actual fund.
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