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On June 23, citizens of the United Kingdom voted to 
leave the European Union. While there has been much 
speculation leading up to and since the vote, many of 
the longer-term implications of the referendum remain 
unclear, as the process for negotiating what a UK exit 
may look like are just the beginning. 

Dimensional has nearly 35 years of experience in 
managing portfolios, including during periods of 
uncertainty and heightened volatility. We monitor 
market events—including their impact on trading and 
trade settlement—very closely and consider the 
implications of new information as it comes to light. We 
are paying close attention to market mechanisms and 
they appear to be functioning well. Our investment 
philosophy and process have withstood many trying 
times and we remain committed. 

We urge caution in allowing market movements to 
impact long-term asset allocation. Long-term investors 
recognize that risk and uncertainty are ever present in 
markets. A drop in prices is generally due to lower 
expectations of cash flows, higher discount rates, or 
both. In some cases, a drop is also due to investors 
demanding liquidity. In the current situation, some 
investors and economists may expect lower cash flows 
due to possible trade barriers that may or may not be 
implemented. Higher discount rates may be occurring 
due to uncertainty about changes in the economic 

landscape and regulations. We have seen markets 
increase discount rates in times of uncertainty before, 
resulting in lower prices and increased expected 
returns. However, it is difficult to know when good 
outcomes will materialize in the future. By attempting 
to time the right moment to invest or redeem, one risks 
not enjoying the potential benefits of such 
materializations. Many of those who exit the markets 
miss the recoveries. What we have often seen in the 
past is that investors who remained in well-diversified 
portfolios were rewarded over time. 

The UK will have up to two years to negotiate a 
withdrawal, during which time it remains subject to EU 
treaties and laws. Any potential operational changes 
depend on what path the UK and EU decide to take. 
Leading up to and since the vote, we have worked with 
our counterparties, including custodians, brokers, and 
dealers, regarding potential operational implications 
resulting from the UK’s leaving the EU. 

Dimensional remains committed to helping our clients 
in the UK, other parts of Europe, and around the world 
have a good investment experience. 
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Savoring a vintage wine is one of life’s great pleasures. 
But often overlooked in the joy of consumption is the 
carefully calibrated journey from grape to glass. Similar 
levels of care are critical to good investment outcomes. 

A host of variables can determine whether a wine is 
great, good, mediocre, or undrinkable. These include 
the quality of grapes, soil, position of the vineyard, 
weather, irrigation, and timing of the harvest.  

And picking the grapes isn’t the end of it. The harvest 
must be sorted, the grapes crushed and pressed, then 
fermented, clarified, aged, and bottled. At any stage of 
the process, a lack of attention to detail can spoil the 
final outcome.  

As in winemaking, investment management requires 
attention to detail—researching and identifying the 
dimensions of expected returns, designing strategies 
to capture the desired premiums, building diversified 
portfolios, and implementing efficiently.  

Just as winemakers don’t have any say over the 
weather, investment managers can’t control the 
markets. Not every harvest will produce an excellent 
vintage, but expert professionals can still maximize 
their chances of success by putting their greatest 
efforts into the things they can influence. 

For winemakers, that may be taking extreme care in 
picking the grapes at a time that delivers the desired 
balance of acidity and sweetness. For investment 

managers, it can mean precisely targeting the desired 
premiums while ensuring sufficient diversification to 
lessen idiosyncratic risk in the portfolio. 

Winemaking is as much an art as a science. While 
fermentation comes naturally, the winemaker must still 
guide the process, using a variety of techniques to 
ensure the wine is as close as possible in style and 
flavor to what he is seeking to achieve.  

Similarly in investment, real world frictions mean that 
basing one’s approach purely on a theoretical model is 
unlikely to be successful. For instance, tradeoffs must 
continually be made between the expected benefits of 
buying particular securities and the expected costs of 
the transactions. Managing the effects of momentum 
and being mindful of tax considerations are among the 
other issues to be balanced.  

Just as in viticulture, investment outcomes can also be 
affected by any number of external events—such as 
the imposition of capital controls in an emerging 
market, or changes in regulation, a severe financial 
crisis, or a major geopolitical event.  

Dealing with uncertainty and navigating the “unknown 
unknowns” are part of the job. So investment 
managers must build into their processes a level of 
resilience—through diversification for instance—so 
they have sufficient flexibility to work around 
unforeseen events.  

Ultimately, the benefits of discipline and attention to 
detail are easy to overlook. Great ideas count for a lot, 
of course. But great ideas without efficient 
implementation can mean even the best grapes in the 
world go to waste

.

Anyone searching for 
investment advice is undoubtedly confronted with many choices of service 
providers operating under titles such as certified financial planner, financial 
consultant, registered investment advisor, stockbroker, and insurance agent. 

These titles can be confusing because on the surface it is not clear whether 
these professionals are legally required to have a client’s best interest in mind 
when making investment recommendations. 

Many investors may have read that the Department of Labor (DOL) 
announced a substantial overhaul in the regulation of financial advice given 
on retirement savings. Central to this discussion are two terms: fiduciary and 
suitability. What does it mean for an advisor to operate on a fiduciary standard, 
and how does this differ from a suitability standard?  

THE FIDUCIARY STANDARD 

The DOL has described a 
“fiduciary” as someone who is 
required to put their clients’ best 
interest before their own profits. 
Fiduciaries include registered 
investment advisors, advisors to 
mutual funds (like Dimensional), 
and others who hold themselves 
out to be fiduciaries (like trustees 
and certain retirement plan 
consultants). 

Fiduciaries are required to act 
impartially and provide advice that 
is in their clients’ best interest, and 
in doing so, must act with care, 
skill, prudence, and diligence that a 
prudent person would exercise 

What is Fiduciary Advice? 
 

The Wine Lovers’ Guide to 
Investing 
 
Jim Parker, Vice Present, Dimensional Fund Advisors 
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based on the current circumstances. A fiduciary must avoid misleading 
statements about fees and must avoid conflicts of interest. 

Fiduciaries are typically compensated by payment of a fee rather than a 
commission. Fiduciaries to retirement plants, plan participants, and IRAs are 
also prohibited from receiving payments that create conflicts of interest unless 
they comply with the terms of certain exemptions issued by the DOL. 

Probably most importantly, clients can expect that a fiduciary will act with 
transparency and avoid prohibited conflicts of interest. For example, given two 
comparable investment choices for a client, a fiduciary should typically 
recommend an option with lower management fees. 

Fiduciaries are personally liable for breaches of their fiduciary duties. For 
example, if there is a loss caused by a breach of fiduciary duty, the fiduciary 
must make the plan or IRA whole by restoring any losses caused by the 
breach and restoring to the plan or IRA any profits made through the use of 
plan or IRA assets. Civil actions to obtain appropriate relief for a breach of 
fiduciary duty may be brought by a participant, beneficiary, fiduciary, or the US 
Secretary of Labor, and the fiduciary may be subject to excise tax penalties.  

THE SUITABILITY STANDARD 

Historically, representatives of a broker-dealer are required under the 
securities laws to judge the suitability of a product for a prospective investor, 
based primarily on that person’s financial goals, income, and age. Unless 
agreed otherwise, under this standard the rules do not legally require a 
recommendation of the most cost-effective product, a disclosure regarding 
conflicts associated with the investment, or disclosure of the compensation, 
such as commissions and revenue sharing, will be restricted. 

 

 

 

 

A SINGLE STANDARD OF 
ADVICE 

As many financial advisors are 
dual registered as both brokers 
and investment advisors, it can be 
difficult to determine under which 
standard investment advice is 
given. A primary goal of the recent 
regulatory changes was to create a 
single standard for retirement 
financial advice based on a 
fiduciary model. Many clients 
already receive fiduciary advice, 
and for those clients the change in 
rules will not have much impact. 
Following the new DOL rule, it may 
be the case that professional 
financial advice for retirement 
assets (whatever the source) is 
subject to a level fiduciary 
standard.¹ However, as with any 
investment advice, clients should 
conduct their own research, ask 
questions and learn more about 
the reputation and philosophy of an 
advisor.² 

1. Note that in certain circumstances, information 
provided by advisors or brokers may not be treated 
as fiduciary advice. Some examples of these 
exceptions from the new DOL rule are providing 
general investment education, simple “order-taking” 
(executing an order to buy or sell without providing a 
recommendation), or certain “robo-advice.” 

2. For informational purposes only and not for the 
purpose of providing tax or legal advice. You should 
contact your tax advisors or attorney to obtain advice 
with respect to any particular issue or problem. 

  

 

 

 

 

 

 

Disclosure 

Investment Update is published monthly by OBS Financial. All articles provided by Dimensional Fund Advisors. Information has been obtained 
from sources believed to be reliable, but its accuracy and completeness, and the opinions based thereon, are not guaranteed and no 
responsibility is assumed for errors and omissions. Nothing in this publication should be deemed as individual investment advice. Consult 
your personal financial adviser and investment prospectus before making an investment decision. Any performance data published herein 
are not predictive of future performance. Investors should always be aware that past performance has not been shown to predict the future. 
If in doubt about the tax or legal consequences of an investment decision it is best to consult a qualified expert. OBS Financial is a Registered 
Investment Advisor with the Securities and Exchange Commission.  
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