
Everyone loves market premiums.  

But not everyone can withstand the 

risks. There are two possible responses  

 – try to time the premiums or ride out 

the risk for the return on the other side. 

Which works better? Let’s look at history.

When markets are stormy, it’s natural to want to pull 
your portfolio into a safe harbour and wait for the 
weather to clear. Tactical asset allocation, as it is known, 
involves short-term adjustments to take advantage of 
market pricing.

The temptation to tinker is particularly strong for some 
people now given the poor recent performance of value 
stocks in Australia. A Dimensional Value index shows 
these low relative priced stocks have underperformed 
the broad market since 2010. That’s the longest stretch of 
value lagging since at least the early 1980s. 

It’s natural, then, that some investors (and their 
advisors) might ask ‘where is the advantage in targeting 
value stocks?’ 

The first response to that question is that periods 
when value has underperformed the market are not 
unprecedented. 

Yes, there has been a positive value premium in Australia 
over the long term, as there has been in other markets 
around the world (see chart over the page). But from year 
to year, realised premiums can be positive or negative. 
And there is no statistically reliable and proven way of 
timing this.
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The second response is to point out periods of large 
negative realised value premiums can be followed by 
large positive realised value premiums, but not in a 
predictable way.

In the early 1990s, for instance, two years of poor relative 
returns were followed by sizeable gains. More recently, 
the global financial crisis encouraged a lot of second 
guessing. By March 2009, the market had fallen nearly 
40% in a year, with value stocks falling by nearly as much. 
But in the subsequent year, the market came back with 
a vengeance, jumping nearly 38%. Value rose by almost 
50% in Australia.

Getting the timing right to this extent is fiendishly 
difficult. The expected value premium is never negative, 
but we have seen that realised premiums can be both 
positive and negative from year to year. When it kicks in, 
it can do so suddenly and dramatically. And research has 
found no reliable way of timing it.

Imagine you’ve spent a fortune on tickets to the soccer 
world cup final. You take your seat and decide to go back 
to the bar to buy beers. But the queue is long and you 
end up missing the only goal. Can you afford to be out of 
your seat?

Nothing that has happened in the Australian market 
changes that view. And keep in mind that while value has 
underperformed domestically, there has been a positive 
realised value premium in other developed markets in the 
past year. So the notion that there is no expected reward 
for targeting value any more really is just a rationalisation 
of how people are feeling the risk.

The great value an advisor brings to a client is not in 
picking the turn of the market or cycle or knowing when 
to get out and back in again. As we have seen, these are 
very hard decisions to finesse. Instead, the great value 
an advisor brings is keeping clients in their seats so they 
don’t miss the goals when they are scored.

It’s an old story, but a true story. And like most old and 
true stories, it’s one that needs retelling every few years, 
because people have a tendency to forget.
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This material may refer to Dimensional Australian Resident Trusts offered by DFA Australia Limited. These Trusts are only available to persons in 
Australia and New Zealand in accordance with a Product Disclosure Statement (PDS) for the Trusts. The PDS is available from DFA Australia Limited as 
the issuer of the PDS, (ABN 46 065 937 671, Australian financial services license no. 238093) or by download from www.dimensional.com.au. Investors 
should consider the current PDS in deciding whether to invest in the Trusts, or to continue to hold their investments in the Trusts. Nothing in this material 
is an offer of solicitation to invest in the Trusts or any other financial products or securities. All figures in this material are in Australian dollars unless 
otherwise stated. 

Dimensional Fund Advisors LP (“Dimensional”) is an investment advisor registered with the Securities and Exchange Commission.

All expressions of opinion reflect the author’s judgment at the date of publication and are subject to change without notice in reaction to shifting 
market conditions. This material is provided for informational purposes, and it is not to be construed as general financial product advice nor an offer, 
solicitation, recommendation or endorsement of any particular security, products, or services.

©2014 Dimensional Fund Advisors LP. All rights reserved. Unauthorised copying, reproducing, duplicating, or transmitting of this material is prohibited.

For more articles, visit Dimensional’s client site at my.dimensional.com/insight/outside_the_flags

‘‘ Outside the Flags’’ began as a weekly web column on Dimensional Fund Advisors’ website in 2006.  
The articles are designed to help fee-only advisors communicate with their clients about the principles  
of good investment—working with markets, understanding risk and return, broadly diversifying and  
focusing on elements within the investor’s control—including portfolio structure, fees, taxes, and discipline. 
Jim’s flags metaphor has been taken up and recognised by Australia’s corporate regulator in its own investor 
education program. 
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Australian Value Index
Australian Growth Index
S&P/ASX 300 Accumulation Index

EvidEncE of thE AustrAliAn vAluE PrEmium 

Annual returns: 1982 to 2013

Source: Dimensional Value and Growth indices; in AUD, indices are not 
available for direct investment. Their performance does not reflect the 
expenses associated with the management of an actual portfolio. Actual 
returns may be lower. See Data definitions for more details. S&P/ASX 
300 Accumulation Index. S&P/ASX data reproduced with the permission 
of S&P Index Services Australia. The S&P data are provided by Standard 
& Poor’s Index Services Group.


