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“Successful investing is not about being a hero. It’s about managing risk and delivering  
good long-term results to provide a great client experience.” 

— David Butler, CEO, Dimensional Fund Advisors 

This is part of a series exploring integrity in professional wealth planning

Key takeaways:
 n The expected return and the realized returns of a portfolio differ every year.

 n Realized returns investors see are the result of unpredictable, unexpected events.

 n Investors should plan based on expected returns rather than project from realized returns. 

 n Data fallacies explain why investors often confuse realized returns with expected returns.

The portfolio return you see on your account statements is not your expected 
return. “Expected return” used for planning purposes is developed from specially 
adjusted historical data. Portfolio “realized returns” will always differ from what we 
expected for our planning models. The future is uncertain. Price volatility is used as a 
proxy for uncertainty. Investors are rewarded for their willingness to accept uncertain-
ties of investing based on their risk preferences and capacity for risk.
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Price is our planning hero. Prices, determined by legions of 
people independently trading for profit within a competitive 
marketplace, can be interpreted as predictions, or forecasts 
of the future. Consequently, we trust them for unbiased real-
time information. Prices can provide us the returns people 
require to hold investments. If information can be extracted 
efficiently from prices, and used effectively, risk can be 
managed better and expected returns increased by knowing 
which stocks or bonds people are requiring a high return to 
hold and those which only a low return is required.

While market prices are volatile, U.S. market prices have 
moved mostly upward. 2022’s downturn was not unusual 
and not surprising. But investors with less experience and 
fewer resources suffer a fear of missing out. Get-rich-quick 
media stories of easy money motivate many who think 
they are planning for their future to become traders. Their 
goal becomes getting the returns they read about.

Professional Financial sets sensible expectations for 
returns when planning essential goals. Client progress 
is benchmarked from customized investment policies 
against expected returns. Yet every year, at least one client 
will decide that is not enough, and their goal should be 
maximizing returns.

Reviewing Recent Past Returns
The global MSCI All Country World IMI Index was marked 
by a surprising 21.6% return in 2023. That’s 2.5 times the 
annualized compound return of our all-equity 30-year 
benchmark.1 Reviewing year-end client reports indicates 
that realized expectations, adjusted by each household’s 
preferred asset allocation target, were strongly exceeded. 
Think about all that happened last year: a U.S. banking crisis, 
major geopolitical conflicts, countries with deteriorating fis-
cal health, and yet, on balance, market outcomes turned out 
much better than predicted by media and commentators. 
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Whatever forecasts may be for 2024, good or bad stock 
prices are set by the market for positive expected returns. 
The U.S. stock market has returned about 10% annualized 
going back a century and for fifty years using a globally 
weighted index. Balanced clients with fixed income alloca-
tions have results proportionally less. Exhibit 2 from our 
current investment policy returns summary shows that 
for an all-equity allocation index an 8.8% 30-year return. 
Rolling returns from a 59% high to a -47% low all washed 
out over three decades. Strong 2023 returns offsetting 
2022’s poor returns changed rolling 30-year return annual-
ized returns only about one-tenth of 1 percent.2

Chance Dominates Realized Returns
Realized all-equity returns of 15- and 25-year periods, 
11.6% and 7.0% annualized, are omitted in Exhibit 2. 
Those returns strongly differ from periods before and after. 
Yet the expected return of the allocation strategies over 
those periods do not substantially change. The 3.6% period 
difference is simply chance, explained by the happenstance 
of starting and ending points.

One year, five year and even ten years realized returns can 
differ substantially at times from 30- or 40-year historical 
outcomes. What matters most is both the time horizon 
we are planning for and how much expected return of 
the client’s structured allocation portfolio strategy may 
have changed. Impatience for results matching those of 
colleagues causes some people to make a switch. Overcon-
fident in their conclusion and confused in understanding, 
those people fall victim to a data fallacy. 

Data Fallacies to Avoid
Investor data fallacies negatively impact their perception 
of realized returns relative to expected returns they plan. 
Their understanding of how well they are progressing 
becomes confused:3

 n Cherry Picking—Selecting results that fit a claim and 
exclude those that don’t. You brag about the investing 
decisions that made money but are silent about the 
ones that blew up.

 n Sampling Bias—Drawing conclusions from a set of 
data not representative of the population set you’re 
trying to understand. Selecting those time periods that 
support your argument.

 n Survivorship Bias—Drawing conclusions from 
an incomplete set of data, because that data has 
“survived” some selection criteria. Using Morningstar 
to select mutual funds with ten good years of returns 
omits the very large number of funds those that closed 
in that time.4

 n Gambler’s Fallacy—Mistakenly believing that because 
something has happened more frequently than usual, 
it’s more likely to continue in the future (and vice 
versa). Investors bet on fast rising stocks or sectors, 
believing chasing winners is a less risky way to invest.

Are Happy Days Really Here?
U.S. stock indexes recently hit record highs.5 The vener-
able Wall Street Journal observed back in mid-2023, “Tech 
Stocks, Meme Stocks, Crypto: Investors are feeling Bold 
Again.”6 Suffering from big 2022 losses, many “investors” 

Exhibit 1: Expected vs. Realized Return for Stocks 
January 2023-December 2023

Source: Dimensional Fund Advisors. Past performance is not a guarantee 
of future results. Growth of a dollar shown for MSCI All Country World IMI 
Index (net dividends). Dollar results presented in the chart are hypothetical 
and assume reinvestment of income and no transaction costs or taxes. 
The chart is for illustrative purposes only and is not indicative of any 
investment. Indices are not available for direct investment. Index has been 
included for comparative purposes only. 

Exhibit 2: Extract from Annual Investment Policy 
Returns Summary
January 1994 - December 2023

Source: Morningstar Direct. Performance data shown represents past 
performance and is no guarantee of future results.  Current performance 
may be higher or lower than the performance shown. The investment 
return and principal value of an investment will fluctuate so that an inves-
tor’s shares, when redeemed, may be worth more or less than their original 
cost. Performance includes reinvestment of dividends and other earnings. 
Indexes are not available for direct investment; therefore their perfor-
mance does not reflect the expenses associated with the management of 
an actual portfolio. For educational purposes only.

Annualized Returns 

Equity 100 Balanced 50 Preservation 
Fixed

1-Year Total Return 22.6% 14.0% 6.7%

10-Year Total Return 9.3% 6.0% 2.2%

20-Year Total Return 8.4% 6.1% 3.1%

30-Year Total Return 8.8% 6.9% 4.2%

Lowest 1-year Return -46.8% -24.6% -10.1%

Highest 1-Year Return 58.6% 30.4% 15.9%
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(WSJ’s euphemism for traders) were anxious to recoup 
their large losses. The long high performing “FAANG” 
tech stocks7 were reorganized and rebranded by industry 
marketers in early 2023 as “The Magnificent 7” (Apple, 
Microsoft, Alphabet, Amazon, NVDIA, Meta, and Tesla). 
The boldness of the salesmanship was brazen.

U.S. stocks fitfully rose during 2023, realizing a final 26% 
gain. Equity markets outside the U.S. gained 15.6%, that 
made them look poor by comparison, although those 
returns also were above expectations. The Mag 7 made it 
seem smarter to concentrate in U.S. equity markets. But 
planning does not look at a single year in isolation. The 
sources of realized returns and risks within the U.S. equity 
market need to be examined more carefully to avoid the 
allure of cherry-picking.

Cutting through a fog of sampling bias, the 2023 weighted 
cap return of Mag 7 stocks was an astonishing 105.0%! 
Exhibit 3 shows that without the Mags, U.S. indices would 
have gained only 15.7%, almost identical to global markets 
outside the U.S. Risk, however, is not the same. The Mag 7 
stocks comprise 24% of the U.S. Russell 3000 Index while 
only 15% of the MSCI All Country World Index of stocks. 
A Dimensional global strategy reduces equity concentra-
tion to about 11%. Notably, the price-to-book valuation 
ratio of the Mag 7 is 12.7%, while the US S&P 500 is only 

4.2%. The 30-year U.S. stock market average is much less, 
about 3.0%. High valuation ratios imply an extended 
period of very low expected U.S. growth stocks returns. 

Exhibit 4 expands the Mag 7 data sample to year 2022 as 
well as for an uncertain 2023. We pretend for this study 
that an investor tightly held all their FAANG stocks from 
January 1st 2022, and also had the foresight to buy NVDIA. 
Assuming our superhuman investor held tight all year, 
Mag stocks would have declined -45.2%. By comparison, 
the US Russell 3000 stock declined only -19.2% last year. 
Incidentally, without Mag stocks as part of the index, 
Russell’s decline would have been only -13.1%.8 

Hypothetical Mag 7 investors enduring 2022’s horrific 
losses and ready to brave a poor 2023, have a much lower 
starting base for those stocks to demonstrate their magnifi-
cence. Well-diversified index alternatives had easier climbs 
out of a smaller hole. The S&P 500 U.S. market index 
ended up outperforming 3 of the 7 Mag stocks. An aggres-
sive, but diversified Dimensional small cap value index, 
with only a -3.5% loss in 2022, ended up outperforming 
six of seven Mag stocks. Investors of that fund would have 
found it much easier to stick around to realize 2023’s big 
returns. Mag 7 stocks as a group had a gain only due to the 
lucky addition of NVDIA. A FAANG believer keeping only 
the original group would have had seen a net loss. 

Source: Dimensional Fund Advisors. Past performance is not a guarantee of future results. Indices are not available for direct investment; therefore, 
their performance does not reflect the expenses associated with the management of an actual portfolio. US and global ex US markets represented by, 
respectively, the Russell 3000 Index and the MSCI All Country World ex USA Index (net div). Top seven contributors are the top return contributors specific 
to each index. Russell Company is the source of Russell Indexes. MSCI data provided by Morgan Stanley. The Magnificent Seven is defined as Amazon, 
Tesla, Apple, Alphabet, NVDIA, Meta Platforms, and Microsoft. This information is intended for educational purposes and should not be considered a 
recommendation to buy or sell a particular security. 

Exhibit 3: Magnificent 7 Stocks Big Impact on U.S. Market Performance  
Cumulative Returns, 1 year as of December 31, 2023
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Concentrating bets on a very small set of stocks does not 
make diversification your friend. NVDIA was a big winner, 
to be sure, but that mostly due to unpredictable lucky news 
involving artificial intelligence. To strike it rich, you must 
pick the right needle from the haystack before it goes up 
and then sell before a drawdown begins. Very few betting 
big portfolio stakes will ever repeat such luck more than a 
couple times in their lifetime. There are old pilots and bold 
pilots, as is said, but very few old, bold pilots.

Mega Company Market Domination
Today Mag 7 stocks comprise 24% of U.S. stock market 
cap weighted indexes. The top ten stocks comprise about 
30%. A breakdown of the largest US stocks by decade 
in Exhibit 5 shows some companies staying on top for 
decades. AT&T was among the largest two for six straight 
decades. General Motors and General Electric ranked 
in the top 10 for multiple decades. IBM and Exxon were 
mainstays in the second half of the 20th century. Hence, 
substantial stock market concentration in a few large 
companies is an old normal condition.

FAANG stocks extraordinary performance for over a decade 
make some believe their dominance will continue. Perhaps 
some will dominate top stock, but that does not mean high 
returns will continue. Any expectations about those firms’ 
future growth from operational performance is already 

reflected in its current price. While new 
developments exceeding current growth 
expectations may lead to further stock 
appreciation, those are not predictable.

Exhibit 6 illustrates how companies that 
grow to rank among the market’s “Top 
Stocks” show very impressive returns 
for over 10 years before they reach the 
top spots. For five years prior to joining 
the “Top Stocks,” they show more than 
20% annualized higher than the average 
market return. Following the year they 
joined the “Top Stock” list, however, 
shows market-like returns. Five years 
after joining the “Top Stock” list, they are 
underperforming the market by -0.5% 
yearly. By ten years after, market under-
performance is -1.5% yearly. 

Investors Realize a Return Gap
Realized returns are unpredictable 
because the timing of the arrival of new 

information is unpredictable. Traders immediately seize 
upon opportunities to make a profit or avoid a loss. While 
investors naturally prefer certainty, without uncertainty 
there would be no opportunity for market-like returns. 
Investors are compensated relative to their willingness to 
bear risk related to market uncertainties. For those unable 
to tolerate such risks, Treasury bills and CDs offer investors 
returns free of market risks.

Media noise such as news reports frequently causes many 
desiring to invest worry, fear and stress. A contingent of 
such investors with a preference for certainty believe they 
have the skills or resources to invest for market-like returns 
in stocks and bonds while mitigating market risk at the 
expense of all other participants in the same markets. They 
engage various “trading” schemes or hire “experts” who 
claim to be able. To succeed, such investors must get three 
decisions right which is nearly impossible to do.9

Morningstar provides an annual study of fund and ETF 
dollar-weighted investor returns in multiple categories. The 
studies provide insight regarding a persistent realized return 
gap of investors who engage in trading activities trying to 
enhance their investing outcomes with mutual funds or 
ETFs. Morningstar’s latest report in 2023 surveying 10-year 
U.S. fund returns summarized these findings:10 

Return Return Cumulative  
Return

2023 2022 2022 thru 2023

NVDIA Corp 239.0% -50.3% 68.6%

DFA US Small Value Index 18.9% -3.5% 14.7%

Microsoft Corp 58.2% -28.0% 13.9%

Apple Inc. 49.0% -26.4% 9.7%

Meta Platforms Inc. 194.1% -64.2% 5.2%

DFA US Core Equity Index 23.0% -15.0% 4.5%

S&P 500 Index 26.3% -18.1% 3.4%

NASDAQ Composite Index 44.6% -32.5% -2.4%

Alphabet Inc. 58.3% -39.1% -3.6%

Amazon.com Inc. 80.9% -49.6% -8.9%

Tesla Inc. 107.7% -65.0% -29.5%
Source: Morningstar Direct. Performance data shown represents past performance and is no 
guarantee of future results.  Current performance may be higher or lower than the performance 
shown. The investment return and principal value of an investment will fluctuate so that an 
investor’s shares, when redeemed, may be worth more or less than their original cost. To obtain 
performance data current to the most recent month-end, visit dimensional.com.  Performance 
includes reinvestment of dividends and other earnings. Indexes are not available for direct 
investment; therefore their performance does not reflect the expenses associated with the 
management of an actual portfolio.  For educational purposes only.

Exhibit 4: Two-year Return for Mag 7 Stocks Not So Magnificent
January 1, 2022 – December 31, 2023
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 n Fund investors earned a 6% investor return (which 
reflects the impact of cash inflows and outflows on 
the returns investors actually earn) over the 10 years 
ended Dec. 31, 2022, while their fund holdings gener-
ated a 7.7% annual total return over the same period. 
Thus, investors suffered a 1.7 percentage point annual 
return shortfall, or gap, stemming from mistimed 
purchases and sales over the years. 

 n This annual return gap is in line with the gaps 
Morningstar measured over the four previous 
rolling 10-year periods, which ranged from 1.5 to 1.7 
percentage points per year. 

The investor return gap is larger than Morningstar’s study 
would let us believe. Their study omits academic-level 
market indexes to compare with their categories. Morn-
ingstar, of course, sells research services supposedly giving 
subscribers an advantage over other investors. Accordingly, 
their study aggregates only weighted returns of investment 
vehicles they analyze by category from their database. 
Consequently, returns are reduced by normal management 
expenses which, on average, are not low. Also, Morningstar 
users include many professionals with more advanced 
versions than the retail public. Therefore, comparing 
survivorship-adjusted academic level U.S. equity and 
international indexes against those Morningstar categories 

Source: Dimensional Fund Advisors, using data from CRSP and Compustat. Includes all US common stocks. Largest stocks identified at the end of the 
calendar year preceding the respective decade by sorting eligible US stocks on market capitalization using data provided by the Center for Research in 
Security Prices, University of Chicago. Information is for educational purposes and not be considered a recommendation to buy or sell a particular security. 

Exhibit 5: Mega Stock Domination over 10 Decades 
Largest 10 U.S. companies by market capitalization beginning each decade

Source: Dimensional Fund Advisors. Past performance is not a guarantee of future results. Indices are not available for direct investment; therefore, 
their performance does not reflect the expenses associated with the management of an actual portfolio. US and global ex US markets represented by, 
respectively, the Russell 3000 Index and the MSCI All Country World ex USA Index (net div). Top seven contributors are the top return contributors specific 
to each index. Russell Company is the source of Russell Indexes. MSCI data provided by Morgan Stanley. The Magnificent Seven is defined as Amazon, 
Tesla, Apple, Alphabet, NVDIA, Meta Platforms, and Microsoft. This information is intended for educational purposes and should not be considered a 
recommendation to buy or sell a particular security. 

Exhibit 6: “Top Stock” Excess Returns Disappear Over Time  
Annualized return in excess of market returns for before and after listing as “10 largest” U.S. Stocks
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finds an additional gap of 0.76% and 0.47%, respectively. 
Combining both, a more complete realized return gap 
for investors is likely closer to 2% to 2.5% per year.11 

Closing the Investor Returns Gap
The realized return on stocks and bonds—even the strategies 
our firm uses—is always uncertain and changes widely year 
by year. During the last century using U.S. stock market 
indexes, 95% of returns were positive (at least more than 
zero) over twenty-year periods. The return range of the 20 
year worst- and best-case scenario was $1.45 to $28.62.12 
That wide dispersion of outcomes implies how uncertain 
even fully diversified stock-only investing is over any time 
horizon. Taking the Morningstar findings and our own 
observations into account, the investor challenge is huge. But 
informed clients whose goal is growing wealth wisely can 
stack investing odds strongly in their favor.

We plan, but don’t predict. We focus on planning for what 
can happen rather than trying to predict what will happen. 
Clients must be confident in assumptions underlying their 
financial planning modeling, especially those components 
related to returns. If conventional active management is 
used to implement planning decisions, then relying on 
return assumptions unadjusted by a returns gap for critical 
planning decisions is not prudent. Do-it-yourselfers with 
active management schemes are especially vulnerable, 
usually lacking a methodology to even identify whether a 
returns gap has occurred.

Conclusion
A globally structured and well-diversified strategy allocated 
between equities and fixed income, we believe, is the most 
rewarding choice for disciplined investors planning long-
term goals. Further, when flexibly implemented applying 
financial science, we believe expected returns can be 
increased. The “Dimensional vs. the Industry” chart13 shows 
how that firm has mitigated or avoided return gaps for 
decades. My personal investment strategy for many years has 
been similar to our firm’s clients, and I have no regrets.

NVDIA was up 239% in 2023. Anyone who stuck solely 
with FAANG stocks trusting their long past performance to 
continue would have would lost out. A small subset of stocks 
in a market accounts for an outsized portion of that market’s 
returns most of the time. Yet it remains impossible to predict 
systematically which groups of stocks or companies will 
outperform. That’s why our systematically structured plan-
ning holds the broad global market—biased toward stocks 
identified as having higher expected returns from informa-
tion extracted from real-time market prices.

Although money empowers your planning, your chief 
planning goal should not be about returns. Getting rich 
is not a sensible goal. A reliable planning outcome should 
help you and your loved ones live better, more fulfilling 
lives. The peace of mind working with the right CFP® 
professionals can provide your family with confidence to 
focus on what matters as well as offer an opportunity to 
choose a fulfilling purpose for your life.
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