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Our Investment Policy Research articles provide an in-depth look at due diligence that has 
been completed by BAM’s investment policy committee (IPC). We hope you find these 
articles to be educational and that they offer insight into the policies formed by our IPC.

We have been fielding questions from advisors related to the five- and 10-year performance 
numbers of comparable Dimensional Fund Advisors and Vanguard U.S. equity funds. As 
Figure 1 illustrates, in a number of cases, Vanguard’s fund had the higher return across the 
groups in the five- and 10-year periods.

Figure 1: DFA vs. Vanguard 
Annualized returns through February 2016

Fund Name Ticker 5 Years 10 Years 15 Years

DFA Core Equity 2 DFQTX 8.4 5.9 N/A

Vanguard Total Stock Market VTSMX 9.5 6.4 N/A

DFA Large Value DFLVX 8.6 5.5 6.7

Vanguard Value Index VIVAX 9.0 5.4 4.9

DFA Small Cap DFSTX 8.1 6.3 8.5

DFA Micro Cap DFSCX 8.2 5.2 9.1

Vanguard Small-Cap Index NAESX 7.4 6.3 7.9

DFA Small Value DFSVX 6.1 4.7 9.3

DFA Targeted Value DFFVX 6.6 5.4 9.4

Vanguard Small-Cap Value Index VISVX 8.0 5.9 8.1

Source: Lipper
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For example, in the five-year period, the annualized returns 
of DFA Small Value were 6.1 percent per year while Vanguard 
Small-Cap Value returned 8.0 percent per year. So, a natural 
question becomes whether Vanguard’s funds are now 
superior to DFA’s or if there is something else at work here.

The Importance of Context

Comparing raw returns of one fund to another is a crude 
way to assess how well a fund is executing its strategy. It 
is important to understand whether the performance is 
completely reasonable given what actually occurred over 
that particular period of time. In other words, should we 
have expected DFA Small Value to underperform over this 
period of time? Figure 2 reports the weighted average market 
capitalization and price/book ratio for each of the funds in 
Figure 1.

Figure 2: Fund Weighted Average Market Capitalization  
and Price/Book Ratios

Weighted Average

  Fund Name Ticker Mkt Cap ($MM) Price/Book

DFA Core Equity 2 DFQTX 16,882 1.92

Vanguard Total Stock Market VTSMX 39,632 2.25

DFA Large Value DFLVX 46,498 1.43

Vanguard Value Index VIVAX 69,795 1.80

DFA Small Cap DFSTX 1,485 1.71

DFA Micro Cap DFSCX 757 1.64

Vanguard Small-Cap Index NAESX 2,664 1.76

DFA Small Value DFSVX 1,262 1.07

DFA Targeted Value DFFVX 1,983 1.19

Vanguard Small-Cap Value Index VISVX 2,625 1.48

Source: Morningstar

Figure 2 shows that while many of the DFA and Vanguard 
funds have similar names, the types of stocks they hold still 
vary substantially. Continuing with our small value example, 
we see that the average stock in DFA’s portfolio had a market 
capitalization of about $1.2 billion while the average stock 
in Vanguard’s portfolio had a market capitalization of about 
$2.6 billion. Comparing price/book ratios, we see 1.07 for 
DFA and 1.48 for Vanguard. This tells us that, even though 
both funds have the words “small” and “value” in their 
names, DFA’s fund holds materially smaller stocks and deeper 
value-oriented stocks than does Vanguard’s. In periods where 
small stocks underperform large stocks or value stocks 
underperform growth stocks, DFA’s funds should generally 
underperform.

Size and Value Performance

Figure 3 reports the annualized returns of the U.S. size and 
value premiums over the same period used for Figure 1.

Figure 3: SMB and HML 
Annualized returns through February 2016

Ticker 5 Years 10 Years 15 Years

Size Premium SMB -2.5 0.0 3.1

Value Premium HML -2.8 -1.4 1.6

Source: Kenneth French Data Library,  
http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html

Figure 3 shows the value premium was negative in both 
the five- and 10-year periods, while the size premium was 
negative in the five-year period and basically zero in the 10-
year period. This means DFA’s funds should generally have 
underperformed in both those periods because they tend to 
be more exposed to small company risk and value risk. In the 
15-year period, though, we see that both the size and value 
premiums were positive, and Figure 1 shows DFA’s funds had 
better performance than Vanguard’s during that period.

Important Takeaways and Caveats

This article shows that context is important and, notably, that 
long periods of time are no guarantee that expected results 
will be realized. It also cautions advisors and investors on 
using raw returns to make decisions about whether one fund 
is better than another. This approach usually leads to trouble 
since it is nothing more than performance chasing without 
understanding the historical context of the performance.

There are caveats to keep in mind, though. First, there 
can certainly be other attributes that contribute to past 
performance differences. Sector composition can vary 
dramatically across funds with similar names. If a particular 
sector does extremely well over a period and the allocation 
to that sector varies substantially across a pair of funds, this 
would certainly contribute to past performance differences 
but likely be of no predictive value for future performance 
differences. Second, funds with similar names can have 
materially different exposure to other factor premiums like 
momentum or profitability. These can drive return differences. 
Third, over shorter periods, the performance of a handful of 
stocks that have relatively high weights in a particular fund 
can drive performance differences.
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