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When it comes to investing, a big obstacle many people face is the fear of catastrophe. If 
you invest in a stock, there’s always the possibility that the value may drop to zero. In 
fact, we used to have a wall in the office lunchroom that was covered with stock 
certificates from liquidated companies. Most of those businesses likely had good ideas 
and solid plans. After all, they had reached a level of success that allowed them to go 
public. And yet, eventually, each stock certificate was worth only the paper it was printed 
on. 

People have different ways of thinking about financial risk. Some refer to black swan 
events. The term, which was popularized by Nassim Nicholas Taleb’s 2007 book, refers to 
unforeseen events that have a big impact on things like stocks or the market. In 2023, to 
take one recent example, the stock of Silicon Valley Bank went from $284 to $0.90 in less 
than a month. If someone held only that stock, they might have called what they 
experienced a black swan.

I have a different definition for black swans that’s rooted in my 50 years of experience as 
an investor and my optimism for investing in public markets. In fact, I don’t think I’ve 
seen a true black swan event during my lifetime. Back in the early 1970s, markets were 
down more than 40%, but they have never gone to near-zero. And when they have gone 
down, they have eventually recovered. 

Of course, some people might think the stock market going down 20% would be 
catastrophic. Perhaps they are close to retirement and counting on every cent they’ve 
saved. That’s why people often hold less in stocks relative to bonds as they approach and 
enter retirement. Remember, investors can control the amount of risk they take by 
adjusting the percentage of stocks in their portfolios. If half of your portfolio is in stocks 
and the other half is in less-volatile bonds, a 20% decline in the stock market might 
reduce the overall value of your portfolio by only 10%. That’s one way of protecting 
yourself against a potential black swan. Indeed, this strategy has helped cushion the 
blow of many market downturns, making it easier for investors to stay the course and 
avoid the temptation to sell at the worst possible time.
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The fact that winners can gain more than losers can lose is 
one of the many reasons I’m so optimistic about investing in 
public markets.

Staying disciplined is one of the keys to capturing the market’s long-term returns. Over 
the past century, the stock market has returned on average about 10% a year, which 
makes sense when you consider the asymmetric nature of stock returns.1  Remember that 
while a stock can only fall to zero, losing 100% of its value, successful companies have the 
potential for gains far exceeding 100%. Take Nvidia, for example, whose stock price has 
increased by many multiples in recent years. This asymmetry—the fact that winners can 
gain more than losers can lose—is one of the many reasons I’m so optimistic about 
investing in public markets.

Because the protection against catastrophe that a diverse portfolio provides is quite 
different from other forms of risk we experience in life. When you buy the market of 
stocks, you are buying a little bit of thousands of companies. So it would be like 
spreading the risk of buying a house among thousands of homes all over the world. 
Imagine if instead of one job, you had a little bit of thousands of jobs in every sector of 
the economy. You’d never worry about losing your job.

. 

Holding a market portfolio isn’t just about reducing your risk from black swans, however 
you define them. When you start to feel that you have an investment plan that protects 
you against catastrophe, you can start to feel better. That’s why it’s important to have a 
process you trust, which means a process you understand. Of course, there are no 
guarantees when it comes to investing. But you can put yourself in a better position to 
pursue your goals and “win”—in investing and in life.

1 In US dollars. Based on S&P 500 Index annual returns, 1926–2023. S&P data © 2024 S&P Dow Jones Indices LLC, a division of S&P 
Global. All rights reserved. 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.

This information is intended for educational purposes and should not be considered a recommendation to buy or sell a particular security. 
Named securities may be held in accounts managed by Dimensional.

The information in this material is intended for the recipient’s background information and use only. It is provided in good faith and without 
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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) regulated 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

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.
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