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understand how to use DFA funds and articulate the process to their clients. "They become evangelists," 
Rice says. 

Despite its reliance on advisors and brokers, DFA doesn't have any fee-sharing agreements with the 
people who sell its funds. "Absolutely not," Repetto says. "advisors provide a service to the client and the 
client pays the advisor." 

DFA's focus is on academic research that isolates the factors that cause stocks to outperform the market, 
as well as the risk characteristics that can be eliminated from a portfolio. Indexes are simply measures of 
an asset class; DFA funds are aimed to capture more of the returns of an asset class with much less risk 
and at far less cost. 

For instance: Value stocks have demonstrated outperformance over longer periods. Momentum, 
however, can cause short-term volatility. DFA might hold off buying a value stock for its value portfolio -- 
even if it's in the broader index -- if the short-term momentum factors present too big of a risk. 
"Momentum factors last for a shorter period than value factors," Repetto says. "When that downward 
momentum decays, if the stock is still a good value, we'll consider buying." 

DFA has data on 400,000 securities worldwide. Even though that figure is immediately slashed to a 
universe of 40,000, "we like to track the data on everything, so we can create a history, which could be 
useful if things change," Repetto says. The firm holds about 12,000 securities. 

Many securities -- DFA is equity-heavy, but has $65 billion in fixed income -- are knocked out because 
they don't meet the firm's strict criteria. As a rule, it doesn't invest in initial public offerings, because 
research shows that to be a losing game. The firm also has rules as to how much liquidity a stock or bond 
has, how many market makers there are, and minimum accounting standards that exceed those of most 
exchanges. 

In these days of risk aversion and cost management, it's little wonder Dimensional Fund Advisors is 
edging into the spotlight. 


