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Yearly Observations of the US Size Premium =

Small Stocks minus Big Stocks
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Multifactor data provided by Fama/French.

Past performance is not a guarantee of future results. Values change frequently and past performance may not be repeated. There is always the risk that an
investor may lose money. Securities of small firms are often less liquid than those of large companies. As a result, small company stocks may fluctuate relatively
more in price. Even a long-term investment approach cannot guarantee a profit. Economic, political, and issuer-specific events will cause the value of securities,
and the funds that own them, to rise or fall. Because the value of investments will fluctuate, there is a risk that investors will lose money.
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Talking Points:�No one is certain why small cap stocks have offered an average return premium over large cap stocks. Many economists assume that markets rationally discount the price of such securities to reflect higher systematic risk. However, the size premium is neither consistent nor predictable, as this slide demonstrates.�

The green bars in the graph indicate the years in which US small cap beat US large cap (positive premium). The red bars indicate when small underperformed large (negative premium). The blue bars indicate the years when a positive small cap premium was within a 2% range of its long-term average (3.56%). �

The annual small cap premium varies widely and can experience extreme positive or negative performance swings relative to large cap. The premium has been within 2% of the average in only 9 of 82 years. But it has been positive in more years and has experienced a stronger upside than downside.
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Yearly Observations of the US Value Premium =
Value Stocks minus Growth Stocks
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Multifactor data provided by Fama/French.

Past performance is not a guarantee of future results. Values change frequently and past performance may not be repeated. There is always the risk that an
investor may lose money. Securities of small firms are often less liquid than those of large companies. As a result, small company stocks may fluctuate relatively
more in price. Even a long-term investment approach cannot guarantee a profit. Economic, political, and issuer-specific events will cause the value of securities,
and the funds that own them, to rise or fall. Because the value of investments will fluctuate, there is a risk that investors will lose money.


Presenter
Presentation Notes
Slide 2

Talking Points:

Value stocks have offered an average long-term return premium over growth stocks, which may reflect compensation for bearing higher systematic risk. However, short-term fluctuations in the value premium (relative to growth stocks) can be extreme.�

The green bars in the graph indicate the years in which US value outperformed US growth. The red bars indicate when value underperformed growth. The blue bars indicate the years when a positive value premium was within a 2% range of its long-term average (5.15%). �

The annual value premium varies widely and can experience extreme positive or negative performance swings relative to growth. The premium has been within 2% of the average in only 6 of 82 years. But it has been positive in more years and has experienced a stronger upside than downside.
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Yearly Observations of the US Market Premium
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Data provided by Fama/French. Total US Market Research Factor (total market minus one-month Treasury bills).

Past performance is not a guarantee of future results. Values change frequently and past performance may not be repeated. There is always the risk that an
investor may lose money. Securities of small firms are often less liquid than those of large companies. As a result, small company stocks may fluctuate relatively
more in price. Even a long-term investment approach cannot guarantee a profit. Economic, political, and issuer-specific events will cause the value of securities,
and the funds that own them, to rise or fall. Because the value of investments will fluctuate, there is a risk that investors will lose money.
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Talking Points:

The US stock market has a long history of offering a return premium over the “safe rate” of Treasury bills. This higher expected return is thought to reflect the higher risk of equities over Treasury securities. However, the market (or equity) premium does not appear in every year, and there are periods in history when US stocks have underperformed T-bills, as demonstrated in this slide.*



The green bars in the graph indicate the years in which the broad US market delivered an average return above T-bills (positive equity premium). The red bars indicate years in which the market underperformed T-bills. The blue bars indicate the years when a positive equity premium was within a 2% range of its long-term average, as indicated by the horizontal line (7.81%). 



The annual US market premium may vary widely and experience extreme positive or negative performance swings relative to T-bills. The premium has been within 2% of the annual average in only 5 of 82 years, but has been positive in more years (67%). On average, the annual US market premium has experienced a stronger upside than downside.



* The market (or equity) return premium is described by the Total US Market Research Factor (total market minus one-month Treasury bills). The total market is represented by the Value-Weighted US Market Index, which includes all issues listed on the NYSE, AMEX, and Nasdaq (excluding American Depository Receipts). This index is constructed every month, using available outstanding shares and valid prices for that month and the month before. Sources: CRSP for the Value-Weighted US Market Index and Ibbotson Associates for the one-month Treasury bill rate.




