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Russia’s invasion of Ukraine is an important reminder that geopolitical risk is a part of 
investing in global markets. Dimensional’s systematic active approach is designed to 
adjust to new information in real time, including information about geopolitical events 
and their potential repercussions for markets.

 

GLOBAL DEVELOPMENTS AND THEIR IMPACT 

Geopolitical events like military or economic conflicts can affect stock markets in many 
ways. These events are normally widely followed by investors. We believe current market 
prices quickly incorporate expectations about the effects of these events on economies 
and companies. Our investment approach centers on using information in current market 
prices rather than trying to outguess them. If markets stay open and continue to function 
normally, we generally continue investing our portfolios according to our usual process. 
We believe that the most effective way to mitigate the risk of unexpected events is 
through broad diversification and a flexible investment process. This philosophy applies 
to other crises, like natural disasters, social unrest, and pandemics. 

However, geopolitical events sometimes lead to restrictions on investors’ ability to trade 
in specific stocks or on certain exchanges. One way is through government sanctions. In 
recent days, the US and other Western governments have issued sweeping new 
sanctions directed at Russia. While markets currently remain open and functioning, our 
Portfolio Management and Compliance teams are actively monitoring this rapidly 
evolving situation. We previously reduced the weight of Russia in our emerging markets 
and global equity portfolios after sanctions were imposed in 2014 following the 
annexation of Crimea. Russian-denominated bonds are not eligible in Dimensional’s 
fixed income portfolios.

As of December 31, 2021, Russian equities represented from 0.3% to 1.8% of our US-
domiciled emerging markets equity mutual funds and ETFs, compared to 3.6% in the 
MSCI Emerging Markets Index.

In another recent example, the US issued executive orders in 2020 and 2021 that 
prohibited US persons from investing in certain Chinese companies. Like the ongoing 
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situation in Russia and Ukraine, this period was marked by uncertainty. For weeks and 
months after the original order took effect in November 2020, fund managers sought 
clarity on the scope of the restrictions and the exact list of sanctioned stocks.

In some cases, geopolitical events have led to market closures, impacting all stocks in a 
certain market for a period of time. For example, on June 27, 2015, Greece closed its 
stock market after defaulting on its government debt. The Athens Stock Exchange 
stayed closed until August 3 of that year. During the Egyptian revolution of 2011, the 
Egyptian Stock Exchange closed after January 27 and remained closed for over a month. 
Unplanned market closures are not limited to emerging markets. In 2019, the Tokyo 
Stock Exchange closed for 10 days after Japanese Emperor Akihito abdicated the 
Chrysanthemum Throne. In 2001, the New York Stock Exchange closed until September 
17 after the September 11 attacks on the World Trade Center.

These types of market events are not new, and the form that they take can vary. We’ve 
seen other examples over the decades during which we have managed portfolios, 
including currency repatriation restrictions in Malaysia in 1997, the introduction of capital 
controls in Argentina in 1999, and a successful coup d’état in Thailand that led to a 
market closure in 2006.

 

THE VALUE OF FLEXIBILITY

Flexibility is valuable in managing portfolios through these events. No two events are the 
same, but common themes are uncertainty and rapid change. The diversified nature of 
our portfolios is important in allowing us this flexibility. If we halt investing in a market or 
in certain stocks, we can continue trading across multiple other eligible countries and 
securities. Dimensional equity portfolios typically invest across thousands of stocks. If we 
divest from or reduce our weight in certain stocks or markets, we consider the costs and 
portfolio impact in our trading strategy.

Unlike traditional index funds, we are not constrained to follow the actions of a 
benchmark during these times. Deletions from benchmarks in the wake of geopolitical 
events typically follow a similar pattern as other index rebalances. The index provider 
announces the deletion date in advance, and funds seeking to mirror the holdings of that 
index must sell the deleted securities at the market close on that date. Seeking to track 
the index limits a manager’s options regarding what actions to take and over what time 
frame. It may also result in demanding liquidity in specific stocks at the same time as 
other managers who are also seeking to track the same index fund.

For example, on January 7, 2021, MSCI announced it would drop China Mobile, China 
Telecom, and China Unicom from certain benchmarks effective at market closing prices 
the following day as part of a larger set of moves by major index providers to remove 
sanctioned Chinese stocks from their indices. Together these stocks represented more 
than 0.5% of the MSCI Emerging Markets Index. Funds tracking that index would need to 
sell their entire positions in those stocks at the market close on January 8 if they wanted 
to minimize their tracking error vs. the index. In fact, on that date all three stocks traded 
at their lowest closing price for the week and closed higher every day in the week that 
followed. We divested from these stocks within portfolios for US investors for the same 
regulatory concerns that caused MSCI to drop them. However, because we have 
flexibility, we didn’t need to isolate our trading to a short period of a single trading day. 
Instead, we traded over several days during the week of MSCI’s announcement and the 
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following week.
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PLANNING FOR THE UNEXPECTED 

Investors in global equity portfolios inevitably face periods of geopolitical tensions. 
Sometimes these events lead to restrictions, sanctions, and other types of market 
disruptions. We cannot predict when these events will occur or exactly what form they 
will take. However, we can plan for them by managing diversified portfolios and building 
flexibility into our process.

 

MORE FROM THIS SERIES

Flexibility in Practice: How We Handled GameStop

Tracking error: A measure used to quantify how closely a portfolio follows an index or benchmark, often defined as the standard deviation of 

the difference between the portfolio and index returns.

The information in this document is provided in good faith without any warranty and is intended for the recipient’s background information 
only. It does not constitute investment advice, recommendation, or an offer of any services or products for sale and is not intended to provide 
a sufficient basis on which to make an investment decision. It is the responsibility of any persons wishing to make a purchase to inform 
themselves of and observe all applicable laws and regulations. Unauthorized copying, reproducing, duplicating, or transmitting of this 
document are strictly prohibited. Dimensional accepts no responsibility for loss arising from the use of the information contained herein.

“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 include loss of principal and fluctuating value. Investment value will fluctuate, and shares, when redeemed, may 
be worth more or less than original cost. International and emerging markets investing involves special risks such as 
currency fluctuation and political instability. Investing in emerging markets may accentuate these risks.

Diversification neither assures a profit nor guarantees against loss in a declining market.

UNITED STATES

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

CANADA

These materials have been prepared by Dimensional Fund Advisors Canada ULC. This material is not a sales communication. It is provided for 

educational purposes only, should not be construed as investment advice or an offer of any security for sale and does not represent a 
recommendation of any particular security, strategy or investment product. Commissions, trailing commissions, management fees and 
expenses all may be associated with mutual fund investments. Unless otherwise noted, any indicated total rates of return reflect the 
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historical annual compounded total 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. Please read the prospectus before investing. 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 OR DIMENSIONAL FUND ADVISORS LTD.Neither Dimensional Ireland Limited (DIL) nor 

Dimensional Fund Advisors Ltd. (DFAL), as applicable (each an “Issuing Entity,” as the context requires), 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.

WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED

Issued by Dimensional Ireland Limited (DIL), with registered office 10 Earlsfort Terrace, Dublin 2, D02 T380, Ireland. DIL is regulated by the 
Central Bank of Ireland (Registration No. C185067). Information and opinions presented in this material have been obtained or derived from 
sources believed by DIL to be reliable, and DIL has reasonable grounds to believe that all factual information herein is true as at the date of 
this document.

DIL 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 DIL 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. (DFAL), 20 Triton Street, Regent’s Place, London, NW1 3BF. DFAL is authorised and regulated by the 
Financial Conduct Authority (FCA). Information and opinions presented in this material have been obtained or derived from sources believed 
by DFAL to be reliable, and DFAL has reasonable grounds to believe that all factual information herein is true as at the date of this document.

DFAL 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 DFAL 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.

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.
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JAPAN: Provided for institutional investors only. This document 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. This material is solely for informational purposes only and shall not constitute an offer to sell or 
the solicitation to buy securities or enter into investment advisory contracts. The material in this article and any content contained herein may 
not be reproduced, copied, modified, transferred, disclosed, or used in any way not expressly permitted by Dimensional Japan Ltd. in writing. 
All expressions of opinion are subject to change without notice.

Dimensional Japan Ltd. 
Director of Kanto Local Finance Bureau (FIBO) No. 2683
Membership: Japan Investment Advisers Association

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) regulated 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. This material is not directed to any person in any 

jurisdiction where (by reason of that person’s nationality, residence, or otherwise) the publication or availability of this material are 
prohibited or which would subject Dimensional Hong Kong (including its affiliates) or any of Dimensional Hong Kong’s products or services 
to any registration, licensing, or other such legal requirements within such jurisdiction or country. 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.

Unauthorized copying, reproducing, duplicating, or transmitting of this material are prohibited. This material and the distribution of this 
material are not intended to constitute and do not constitute an offer or an invitation to offer to the Hong Kong public to acquire, dispose of, 
subscribe for, or underwrite any securities, structured products, or related financial products or instruments nor investment advice thereto. 
Any opinions and views expressed herein are subject to change. 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.

SINGAPORE

This material is deemed to be issued by Dimensional Fund Advisors Pte. Ltd., which is regulated by the Monetary Authority of Singapore and 
holds a capital markets services license for fund management.

This advertisement has not been reviewed by the Monetary Authority of Singapore. This information should not be considered investment 

advice or an offer of any security for sale. All information is given in good faith without any warranty and is not intended to provide 
professional, investment, or any other type of advice or recommendation and does not take into account the particular investment objectives, 
financial situation, or needs of individual recipients. 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. Dimensional Fund Advisors Pte. Ltd. does not accept 
any responsibility and cannot be held liable for any person’s use of or reliance on the information and opinions contained herein. Neither 
Dimensional Fund Advisors Pte. Ltd. nor its affiliates shall be responsible or held responsible for any content prepared by financial advisors.
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