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PERSPECTIVES

Taking Stock of Lump-Sum Investing vs. Dollar-Cost
Averaging

Aug 10, 2020 Some investors favor a dollar-cost averaging (DCA) approach to deploying their
investment capital. Unlike lump-sum investing, in which the full amount of available
capital is invested up front, DCA spreads out investment contributions using installments
over time. The appeal of DCA is the perception that it helps investors “diversify” the cost
of entry into the market, buying shares at prices that fall somewhere between the highs
and lows of a fluctuating market. So what are the implications of DCA for investors
aiming to generate long-term wealth?

ENTRY LEVEL

Let's take the hypothetical example of an investor with $12,000 in cash earmarked for
investment in stocks. Instead of buying $12,000 in stocks today, an investor going the
DCA route buys $1,000 worth of stocks each month for the next 12 months. If the market
increases in value each month during this period, the DCA investor will pay a higher price
on average than if investing all up front. If the market decreases steadily over the next 12
months, the opposite will be true.

While investors may focus on the prices paid for these installments, it's important to
remember that, unlike with the lump-sum approach, a meaningful portion of the
investor’s capital is remaining in cash rather than gaining exposure to the stock market.
During the process of capital deployment in this hypothetical example, half of the
investable assets on average are forfeiting the higher expected returns of the stock
market. For investors with the goal of accumulating wealth, this is potentially a big
opportunity cost.

Despite the drawbacks of dollar-cost averaging, some may be hesitant to plunk down all
their investable money at once. If markets have recently hit all-time highs, investors may
wonder whether they have already missed the best returns and so ought to wait for a
pullback before getting into the market. Conversely, if stocks have just fallen and news
reports suggest more declines could be on the way, some investors might take that as a
signal waiting to buy is the wiser course. Driving the similar reactions to these very
different scenarios is one fear: what if | make an investment today and the price goes
down tomorrow?

Exhibit 1 puts those fears in a broader context. It shows the average annualized
compound returns of the S&P 500 from 1926-2019. After the index has hit all-time highs,
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Exhibit 1

Highs and Lows
Average annualized
compound returns after
market highs and
declines, 1926-2019
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the subsequent one-, three-, and five-year returns are positive, on average. After the S&P
500 has fallen more than 10%, the subsequent one-, three-, and five-year returns are also
positive, on average. Both data sets show returns that outperform those of one-month
Treasury bills. Overall, the data do not support that recent market performance should
influence the timing of investing in stocks.

Forward Period

1 Year 3 Years 5 Years
S&P 500 13.9% 10.5% 9.9%
After New Market Highs
One-Month US Treasury Bill 3.9% 4.1% 4.1%
S&P 500 11.3% 10.2% 9.6%
After Market Decline of More than 10%
One-Month US Treasury Bill 1.9% 2.0% 2.0%

Past performance is not a guarantee of future results.

In US dollars. New market highs are defined as months ending with the market above all previous levels for the sample
period. Annualized compound returns are computed for the relevant time periods subsequent to new market highs and
averaged across all new market high observations. Declines are defined as months ending with the market below the
previous market high by at least 10%. Annualized compound returns are computed for the relevant time periods after each
decline observed and averaged across all declines for the cutoff. There were 1,127 observation months in the sample.
January 1990-present: S&P 500 Total Returns Index. S&P data © 2020 S&P Dow Jones Indices LLC, a division of S&P
Global. All rights reserved. January 1926—-December 1989; S&P 500 Total Return Index, Stocks, Bonds, Bills and Inflation
Yearbook™, Ibbotson Associates, Chicago. For illustrative purposes only. Index is not available for direct investment;
therefore, its performance does not reflect the expenses associated with the management of an actual portfolio. “One-
Month US Treasury Bills” is the IA SBBI US 30 Day TBill TR USD, provided by Morningstar. There is always a risk that
an investor may lose money.

DIFFERENT STROKES

Both theory and data suggest that lump-sum investing is the more efficient approach to
building wealth over time. But dollar-cost averaging may be a reasonable strategy for
investors who might otherwise decide to stay out of the market altogether due to fears
of a large downturn after investing a lump sum.

The stock market has offered a high average return historically, and it can be an
important ally in helping investors reach their goals. Getting capital into stocks, whether
gradually or all at once, puts the holder in position to reap the potential benefits. A
trusted financial advisor can help investors decide which approach—Ilump-sum investing
or dollar-cost averaging—is better for them. What's clear is that markets have rewarded
investors over time. Whichever method one pursues, the goal is the same: developing a
plan and sticking with it.
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The information in this document is provided in good faith without any warranty and is intended for the recipient’s background information
only. It does not constitute investment advice, 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. It is the responsibility of any persons wishing to make a purchase to inform
themselves of and observe all applicable laws and regulations. Unauthorized copying, reproducing, duplicating, or transmitting of this
document are strictly prohibited. Dimensional accepts no responsibility for loss arising from the use of the information contained herein.

"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.

UNITED STATES: Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.

CANADA: These materials have been prepared by Dimensional Fund Advisors Canada ULC. Commissions, trailing commissions, management
fees, and expenses all may be associated with mutual fund investments. Unless otherwise noted, any indicated total rates of return reflect the
historical annual compounded total returns, including changes in share or unit value and reinvestment of all dividends or other
distributions, and do not take into account sales, redemption, distribution, or optional charges or income taxes payable by any security
holder that would have reduced returns. Please read the prospectus before investing. Mutual funds are not guaranteed, their values change
frequently, and past performance may not be repeated.

AUSTRALIA and NEW ZEALAND: 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. 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 OR DIMENSIONAL FUND ADVISORS LTD.

Neither Dimensional Ireland Limited (DIL) nor Dimensional Fund Advisors Ltd. (DFAL), as applicable (each an “Issuing Entity," as the context
requires), 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.

NOTICE TO INVESTORS IN SWITZERLAND: This is an advertising document.
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Issued by Dimensional Ireland Limited (DIL), with registered office 10 Earlsfort Terrace, Dublin 2, D02 7380, Ireland. DIL s regulated by the
Central Bank of Ireland (Registration No. C185067). Information and opinions presented in this material have been obtained or derived from
sources believed by DILto be reliable, and DIL has reasonable grounds to believe that all factual information herein is true as at the date of
this document.

DILissues 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 DIL will constitute the recipient's consent to be provided with such information and
materials, where relevant, in more than one language.
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Issued by Dimensional Fund Advisors Ltd. (DFAL), 20 Triton Street, Regent's Place, London, NW1 3BF. DFALis authorised and regulated by the
Financial Conduct Authority (FCA). Information and opinions presented in this material have been obtained or derived from sources believed
by DFALto be reliable, and DFAL has reasonable grounds to believe that all factual information herein is true as at the date of this document.
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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 than their original value. Past performance is not a
guarantee of future results. There is no guarantee strategies will be successful.

JAPAN

Provided for institutional investors only. This document 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. This material is solely for informational purposes only and shall not constitute an offer to sell or
the solicitation to buy securities or enter into investment advisory contracts. The material in this article and any content contained herein may
not be reproduced, copied, modified, transferred, disclosed, or used in any way not expressly permitted by Dimensional Japan Ltd. in writing.
All expressions of opinion are subject to change without notice.
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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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