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points as part of what the central bank said will be a series of rate increases to combat
soaring inflation in the US. Some investors may worry that rising interest rates will
decrease equity valuations and therefore lead to relatively poor equity market
performance. However, history offers good news: Equity returns in the US have been
positive on average following hikes in the fed funds rate.

We study the relation between US equity returns, measured by the Fama/French Total US
Market Research Index, and changes in the federal funds target rate from 1983 to 2021.
Over this period of 468 months, rates increased in 70 months and decreased in 67
months. Exhibit 1 presents the average monthly returns of US equities in months when
there is an increase, decrease, or no change in the target rate. On average, US equity
market returns are reliably positive in months with increases in target rates.” Moreover,
the average stock market return in those months is similar to the average return in
months with decreases or no changes in target rates.
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Exhibit 1

Reliably Rewarding

US equity market returns
and fed funds target
rate change, January
1983-December 2021
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Past performance is not a guarantee of future results.

Source: Monthly target federal funds rate data from Federal Reserve Bank of St. Louis. The monthly series reflects the
federal funds target rate from January 1983 through December 2008 and the federal funds target range—upper limit (ul)
from January 2009 through December 2021. Equity market returns computed using monthly return of the Fama,/French
Total US Market Research Index, available from Ken French Data Library. There are 70 months with a rate increase, 67
months with a rate decrease, and 331 months with no change.

What about the months after rate hikes? This question may be of particular interest when
the Fed is expected to increase the federal funds target rate multiple times. Exhibit 2
presents annualized US equity market returns over the one-, three-, and five-year periods
following one or two consecutive monthly increases in the fed funds target rate, as well
as following months with no increase. In reassuring news for investors concerned with the
current environment of increasing rates, the US equity market has delivered strong
longer-term performance on average regardless of activity at the Fed.



Exhibit 2

Keep On Keeping On
US equity market returns
following consecutive
fed funds rate hikes,
January 1983-December
2021
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Past performance is not a guarantee of future results.

Source: Monthly target federal funds rate data from Federal Reserve Bank of St. Louis. The monthly series reflects the
federal funds target rate from January 1983 through December 2008 and the federal funds target range—upper limit (ul)
from January 2009 through December 2021. Equity market returns computed using monthly return to the Fama/French
Total US Market Research Index, available from Ken French Data Library. There are 70 one-month rate hikes, 28 two-
month rate hikes, and 389 months without an increase. Average annualized returns following consecutive rate increases
starting at month end; performance time horizons can overlap.

With a number of Federal Open Market Committee meetings remaining in 2022, the
Fed's signals and actions will continue to be closely watched by the market. As the Fed
often signals its agenda in advance, we believe market participants are already
incorporating this information into market prices. While it's natural to wonder what the
Fed's actions mean for equity performance, our research indicates that US equity markets
offer positive returns on average following rate hikes. Thus, reducing equity allocations in
anticipation of, or in reaction to, fed funds rate increases is unlikely to lead to better
investment outcomes. Instead, investors who maintain a broadly diversified portfolio and
use information in market prices to systematically focus on higher expected returns may
be better positioned for long-term investment success.

Basis point: One basis point (bps) equals 0.01%.
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1. The federal funds rate is the interest rate at which depository institutions lend balances at the US Federal Reserve to other
depository institutions overnight.

2. The Federal Open Market Committee (FOMC) holds eight regularly scheduled meetings per year and may not change the target
rate at every meeting. The FOMC may also change the target rate multiple times within the same month; in such instances, we
aggregate all changes by month.

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.
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contained herein.
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Risks

Investments involve risks. The investment return and principal value of an investment may fluctuate so that an
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UNITED STATES

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

Investment products: ® Not FDIC Insured ® Not Bank Guaranteed ® May Lose Value
Dimensional Fund Advisors does not have any bank affiliates.

CANADA

These materials have been prepared by Dimensional Fund Advisors Canada ULC. The other Dimensional entities referenced herein are not
registered resident investment fund managers or portfolio managers in Canada.

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



Dimensional Fund Advisors
Please see the end of this document for important disclosures.

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.

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. Investors should also consider the Product Disclosure
Statement (PDS) and the target market determination (TMD) that has been made for each financial product either issued or distributed by
DFA Australia Limited prior to acquiring or continuing to hold any investment. Go to au.dimensional.com/funds to access a copy of the PDS or
the relevant TMD. 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

Issued by Dimensional Ireland Limited (Dimensional Ireland), with registered office 10 Earlsfort Terrace, Dublin 2, D02 7380, Ireland.
Dimensional Ireland is requlated by the Central Bank of Ireland (Registration No. C185067).

Dimensional Ireland does not 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.

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

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.

Dimensional UK does not 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.

Dimensional UK issues 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 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 and Registered Financial Instruments Intermediary Service Providers.

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


https://au.dimensional.com/funds
https://au.dimensional.com/funds

Dimensional Fund Advisors
Please see the end of this document for important disclosures.

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 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.

This material should only be provided to "professional investors” (as defined in the Securities and Futures Ordinance [Chapter 571 of the
Laws of Hong Kong] and its subsidiary legislation) and is not for use with the public. When provided to prospective investors, this material
forms part of, and must be provided together with, applicable fund offering materials. This material must not be provided to prospective
investors on a standalone basis. Before acting on any information in this material, you should consider whether it is suitable for your
particular circumstances and, if appropriate, seek professional advice.

Neither Dimensional Hong Kong nor its affiliates shall be responsible or held responsible for any content prepared by financial advisors.
Financial advisors in Hong Kong shall not actively market the services of Dimensional Hong Kong or its affiliates to the Hong Kong public.

dimensional.com

05/06/2022

IL> D i m e ns i 0 n a I https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate


https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate
https://my.dimensional.com/surprisingly-benign-how-stocks-respond-to-hikes-in-fed-funds-rate

