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Sometimes it is easy to distinguish luck from skill. Other times, maybe it's not so
straightforward.

Let's try a simple thought experiment designed to calibrate our appreciation of the
problem. Let's say someone calls 20 coin tosses in a row correctly; is that luck or skill? |
think we'd all agree it was luck. However, if a champion darts player hits 180, we'd
probably say it was attributable to their skill and countless hours of practice. Winning at
the roulette table? Luck. A professional player winning at poker? Skill, and some luck. Me
hitting a hole-in-one in my first, and only, game of golf? Pure fluke—as evidenced by the
rest of my scorecard. Tiger Woods getting a hole-in-one? Some luck, but he certainly has
the ability to get near the pin consistently, so skill definitely plays a major role as well.

What about fund management? If a fund manager is highly successful, is it because they
are skilful enough to zig when the rest of the world zags? Are they simply lucky with their
calls? Or some combination of both? Successful managers would certainly want to lay
claim to being skilful. Just like Tiger Woods getting on the green, it is, after all, what they
are aiming for. And, having enjoyed the financial rewards and elevated social status that
accrue from a successful track record, they are hardly going to be incentivised to admit
to their investors that, at the end of the day, they just got lucky.

The question of luck vs. skill has intrigued academics for decades, and unfortunately for
fund managers, the results of their studies find investment outperformance to be largely
attributable to luck rather than evidence of superior skill. Indeed, as far back as the
1960s, Michael Jensen (1968) produced one of the first empirical studies to challenge the
prevailing notion that professional fund managers could consistently outperform the
market through security selection and market timing. The main conclusion of his study
was that the average actively managed mutual fund was unable to outperform a
benchmark portfolio that was adjusted for risk, even before taking into account fund
expenses and fees.

In a more recent attempt to disentangle the question of luck vs. skill in mutual fund
performance, Fama and French (2010) drew a similar conclusion. Specifically, a small
fraction of the managers in their study did in fact appear to achieve returns that were not
merely due to luck after accounting for fees, expenses and risk exposure. However, there
were fewer of those managers than would be expected by random chance alone.
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But if, as the evidence appears to show, outperformance is more attributable to luck than
skill, why is it that some people still want to believe so fervently that it is otherwise?

The behavioural finance literature reveals the influence that psychological and emotional
factors can have on investment decisions, often leading investors to overestimate the
role of skill. This overconfidence can be partly explained by our innate desire for control
and our preference for narratives that attribute outcomes to human agency rather than to
random chance. For some, it's comforting to think that with enough knowledge,
expertise or information, one can consistently beat the market.

When you do experience success, it can prove to be a heady cocktail. | experienced this
myself when, a few years ago, the team went for a day at the races. By pure luck, and
much to my own astonishment, | managed to pick the winner of several races in a row.
Despite my strenuous efforts to convince them otherwise, my colleagues started to
suspect | had some secret knowledge or skill that would explain my mounting pile of
cash. Indeed, some of them started to offer to buy me drinks, or a share of the winnings,
if | would confide in them with them my picks for the remaining races.

Of course, my winning streak came to an end—and with it my reputation as a tipster. The
team realised what | had been telling them all along was true: | had just gotten lucky. But
when you are riding the wave of good fortune and enjoying its rich rewards, it takes some
measure of self-discipline to resist the thought that you might indeed have the Midas
touch. You start to experience why it might be so tempting to blur the lines.

Understanding the balance between luck and skill in fund management is crucial.
Investors and advisers alike should approach fund performance with a healthy degree of
scepticism. We believe the best approach is a systematic one that ensures you are not
paying for luck disguised as skill but, instead, making decisions informed by sound
theory, empirical evidence and a robust investment philosophy. Whilst it may lack the
drama and excitement of a day at the races—or the fund management equivalent—this
approach perhaps has a higher probability of delivering a successful, rather than a
stressful, investment experience.
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FOR PROFESSIONAL USE ONLY. NOT FOR USE WITH RETAIL INVESTORS OR THE PUBLIC.

The information in this material is intended for the recipient's background information and use only. It is provided in good faith and without
any warranty or representation as to accuracy or completeness. Information and opinions presented in this material have been obtained or
derived from sources believed by Dimensional to be reliable, and Dimensional has reasonable grounds to believe that all factual information
herein is true as at the date of this material. It does not constitute investment advice, a 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. Before acting on any information
in this document, you should consider whether it is appropriate for your particular circumstances and, if appropriate, seek professional
advice. Itis the responsibility of any persons wishing to make a purchase to inform themselves of and observe all applicable laws and
regulations. Unauthorized reproduction or transmission of this material is strictly prohibited. Dimensional accepts no responsibility for loss
arising from the use of the information contained herein.

This material is not directed at any person in any jurisdiction where the availability of this material is prohibited or would subject
Dimensional or its products or services to any registration, licensing, or other such legal requirements within the jurisdiction.

"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) requlated activities only and
does not provide asset management services.

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.

UNITED STATES

This information is provided for registered investment advisors and institutional investors and is not intended for public use. Dimensional
Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.

CANADA

This material is issued by Dimensional Fund Advisors Canada ULC for registered investment advisors, dealers, and institutional investors and
is notintended for public use. The other Dimensional entities referenced herein are not registered resident investment fund managers or
portfolio managers in Canada.

This material is not intended for Quebec residents.

Commissions, trailing commissions, management fees, and expenses all may be associated with mutual fund investments. Please read the
prospectus before investing. 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. Mutual funds
are not guaranteed, their values change frequently, and past performance may not be repeated.
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AUSTRALIA

In Australia, this material is provided by DFA Australia Limited (AFSL 238093, ABN 46 065 937 671). It is provided for financial advisors and
wholesale investors for information only and is not intended for public use. 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.

NEW ZEALAND

This material has been prepared and provided in New Zealand by DFA Australia Limited, (incorporated in Australia, AFS License N0.238093,
ABN 46 065 937 671). This material is provided for financial advisers only and is not intended for public use. All material that DFA Australia
Limited provides has been prepared for advisers, institutional investors and clients who are classified as Wholesale investors under the
Financial Markets Conduct Act 2013. This material does not give any recommendation or opinion to acquire any financial advice product, and
is not financial advice to you or any other person.

WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED

Issued by Dimensional Ireland Limited (Dimensional Ireland), with registered office 3 Dublin Landings, North Wall Quay, Dublin 1, Ireland.
Dimensional Ireland is requlated by the Central Bank of Ireland (Registration No. C185067).

Directed only at professional clients within the meaning of Markets in Financial Instruments Directive (MiFID) (2014/65/EU).
WHERE ISSUED BY DIMENSIONAL FUND ADVISORS LTD.

Issued by Dimensional Fund Advisors Ltd. (Dimensional UK), 20 Triton Street, Regent's Place, London, NW1 3BF. Dimensional UK is
authorised and regulated by the Financial Conduct Authority (FCA) - Firm Reference No. 150100.

Directed only at professional clients as defined by the rules of the FCA.

Dimensional UK and Dimensional Ireland issue 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 Dimensional UK and Dimensional Ireland will
constitute the recipient's consent to be provided with such information and materials, where relevant, in more than one language.

NOTICE TO INVESTORS IN SWITZERLAND: This is advertising material.

JAPAN

For Institutional Investors only.
This material 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.

Dimensional Japan Ltd.
Director of Kanto Local Finance Bureau (FIBO) No. 2683
Membership: Japan Investment Advisers Association
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FOR LICENSED OR EXEMPT FINANCIALADVISORS AND INSTITUTIONAL INVESTORS IN SINGAPORE

This material is deemed to be issued by Dimensional Fund Advisors Pte. Ltd., which is requlated by the Monetary Authority of Singapore and
holds a capital markets services license for fund management.

This material is not an advertisement, has not been reviewed by the Monetary Authority of Singapore, and should not be shown to
prospective retail investors.

For use by institutional investors and licensed or exempt financial advisors only in Singapore for internal training and educational purposes
and not for the purpose of inducing, or attempting to induce, such institutional investors or financial advisors to make an investment. Not for
use with the public.

FOR LICENSED FINANCIALADVISORS AND INSTITUTIONAL INVESTORS IN HONG KONG

This material is deemed to be issued by Dimensional Hong Kong Limited (CE No. BJE760), 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.

For use by licensed financial advisors and institutional investors who are "professional investors” (as defined in the Securities and Futures
Ordinance [Chapter 571 of the Laws of Hong Kong] and its subsidiary legislation) only in Hong Kong. This material is provided solely for
internal training and educational purposes and is not for the purpose of inducing, or attempting to induce, such financial advisors and
institutional investors to make an investment nor for the purpose of providing investment advice. Not for use with the public. This material is
notintended to constitute and does not constitute marketing of the services of Dimensional Hong Kong or its affiliates to the public of Hong
Kong.

Financial advisors in Hong Kong shall not actively market the services of Dimensional Hong Kong Limited or its affiliates to the Hong Kong
public.

dimensional.com

03/03/2024

IL> D i m e ns i 0 n a I https://my.dimensional.com/a-day-at-the-races


https://my.dimensional.com/a-day-at-the-races
https://my.dimensional.com/a-day-at-the-races
https://my.dimensional.com/a-day-at-the-races
https://my.dimensional.com/a-day-at-the-races
https://my.dimensional.com/a-day-at-the-races
https://my.dimensional.com/a-day-at-the-races
https://my.dimensional.com/a-day-at-the-races

