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Dear Client, 

This has been a volatile week in global financial markets. I'm sure you don't need me to report 
the news to you, and I won't pretend I can predict how this downturn will stack up against 
ones we've seen before. No one knows how all this will play out. However, after talking with 
clients and having conversations with our investment team and the financial economists who 
consult to us, I want to offer two observations that I hope will be useful to you. 

My first observation is that, while one hesitates to say that markets are "working" when they 
are so erratic, they are in fact doing exactly what they are supposed to do. We believe that 
markets are always moving toward equilibrium. For that to occur, prices have to be set, 
securities must be bought and sold, and trades need to clear. All of this is happening around 
the world, despite the anguish sellers are feeling about sharply lower prices for many stocks. 

Markets don't always get pricing right in the short run. That's the nature of risk. The table 
below displays three sets of returns for the S&P 500 Index and for Treasury bills, the "riskless" 
asset. 

  S&P 500 Index One-Month T-Bill 

January 1965-December 1981  6.3%  6.7%  

      
January 1982-December 1999  18.5%  6.2%  

      
January 2000-September 18, 2008  -0.6%  3.1%   

For the 17 years 1965-1981, the returns for both stocks and T-bills are about 6% per year. 
1981 was Dimensional's first year. Financial markets were under stress, volatility was high and 
there was a general feeling of pessimism about equity markets since risk hadn't been 
rewarded for a long time. One financial magazine had as its cover story "The Death of 
Equities". Our view was that there was too much pessimism. There is no sensible risk/return 
story to explain why stocks should have a zero risk premium. There was no reason to get out 
of equities. 

At the end of 1981, there were no articles saying that the next 18 years would be possibly the 
best 18-year period ever for US stocks. And yet that turned out to be the case. From 1982 to 
1999, the S&P 500 had an 18% return per year, compared to 6% a year from Treasury bills. 
The attitude was the opposite of the 1981 viewpoint. People were too optimistic, in general. 
We think of S&P 500 stocks as having about a 10% cost of capital. When investors get 18% a 
year for S&P 500 stocks, they should enjoy it, but not count on it into the future. 

The final line on the table displays the results for this millennium, a period of just under nine 
years. The return on the S&P 500 is almost flat. Once again, there is a lot of pessimism. Once 
again, we believe that pessimism might be overblown. Without making a forecast, we feel that 



a zero return for stocks is not the market-clearing expectation. We feel that clients should 
maintain their normal commitment to equities. 

Which brings me to my second point: Because it's impossible to predict how markets will move 
at any time, diversification is critically important. Dimensional's investment approach results in 
portfolios that are broadly diversified and not concentrated in individual companies. As a 
result, although our funds' performance has been affected by declining stock prices, 
Dimensional isn't in the state of crisis that we hear other money managers may be 
experiencing right now. Our company is healthy. 

Most of my personal wealth is invested in the markets through Dimensional funds, and I can 
understand the discomfort you are no doubt feeling as markets react to one headline after 
another. We deeply appreciate the confidence you have expressed in Dimensional by making 
us your investment manager, and will work hard to provide you with the information and 
resources you need during this challenging time. 

 
Sincerely, 
 
David Booth 
Chairman and Chief Executive Officer  

 

 

Dimensional Fund Advisors is an investment advisor registered with the Securities and Exchange 
Commission. Consider the investment objectives, risks, and charges and expenses of the 
Dimensional funds carefully before investing. For this and other information about the Dimensional 
funds, please read the prospectus carefully before investing. Prospectuses are available by calling 
Dimensional Fund Advisors collect at (310) 395-8005; on the Internet at www.dimensional.com; or, 
by mail, DFA Securities Inc., c/o Dimensional Fund Advisors, 1299 Ocean Avenue, 11th Floor, Santa 
Monica, CA 90401. 
 
Mutual funds distributed by DFA Securities Inc. 
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Balanced Strategy: 7.5% each S&P 500 Index, CRSP 6-10 Index, US Small Value Index, US Large Value Index; 15% each International Value Index, International Small Index; 40% 
Merrill Lynch One-Year Treasury Note Index. 
The S&P data are provided by Standard & Poor’s Index Services Group. The Merrill Lynch Indices are used with permission; copyright 2008 Merrill Lynch, Pierce, Fenner & Smith 
Incorporated; all rights reserved. CRSP 6-10 Index data provided by the Center for Research in Security Prices, University of Chicago. US Small Value Index and US Large Value 
Index provided by Fama/French. International Value Index provided by Fama/French. International Small Cap Index: Compiled by Dimensional from StyleResearch securities data; 
includes securities of MSCI EAFE countries, market-capitalization weighted, each country capped at 50%; rebalanced semiannually. 
Indexes are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio.
Past performance is not a guarantee of future results. Not to be construed as investment advice. Returns of model portfolios are based on back-tested model allocation mixes 
designed with the benefit of hindsight and do not represent actual investment performance.
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The Market’s Response to Financial Crisis 
Performance of a Balanced Strategy: 60% Stocks, 40% Bonds

October 1987:
Stock Market Crash

August 1989:
US Savings and 

Loan Crisis

September 1998:
Asian Contagion
Russian Crisis

Long-Term Capital 
Management Collapse

March 2000:
Dot-com Crash

September 2001:
Terrorist Attack
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