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Articles in the media and academic sphere have provided overwhelming evidence that indexing is better than active 
stock picking. Investors are voting with their wallets as passive investing has increased its share of the investment 
market from less than 20% in 2009 to more than 33% of the market (as of late 2015).1 Lower fees, fewer transaction 
costs and a disciplined process all lead to better expected long-term outcomes. Principally, we think this trend is great 
for investors. 
 
But while indexing is an improvement over active stock picking, Forum predominantly uses Dimensional funds 
because Dimensional’s approach is better for the long term.  
 
Dimensional was co-founded by David Booth, who was on the Wells Fargo team that introduced the first index fund in 
the early 1970s.2 In fact, that team was told by Wells Fargo that there wasn’t much of a future in indexing, so they 
gave their research to Jack Bogle. Bogle then went on to found Vanguard, and the rest is history. Booth experienced 
the creation of the index fund, but he realized that there were greater improvements to indexing that could be 
implemented to significantly increase returns, so he co-founded Dimensional in 1981. 
 
In particular, Booth focused on the research of Professor Ken French and Professor Eugene Fama, who won the Nobel 
Prize in Economics in 2013. Fama and French had shown that small stocks and value stocks produced higher returns 
than would be expected by market risk alone. They also showed that this effect was robust across different historical 
periods and different countries. 
 
Dimensional took this research and incorporated it into its funds. Today, instead of simply holding the index weight, 
they overweight stocks that are small and value while remaining as diversified as possible.  
 
Let’s look at an example of how this has worked this year.  
 
Here are the year-end returns for the U.S. stock market divided 
into nine different categories based on the size (small, mid and 
large) and type of stock (value, core and growth). Small-Value 
significantly outperformed Large-Growth this year by double 
digits, as shown to the right.  
 
Now, we can compare the performance of an index fund and a 
comparable Dimensional mutual fund to see the value of tilting 
toward small companies and value companies.3 Note that both 
the Vanguard Total Stock Market Fund (VTSMX) and the DFA US Core Equity II portfolio (DFQTX) hold the entire U.S. 
market, but that does not mean they have the same year-end returns because of the differences in how much they 
hold from each of the nine categories (as shown in the chart below).  
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VTSMX had a year-end return of 12.53% while DFQTX had a 
year-end return of 16.58% (as of 12/31/16). This return is 
4.05% more than the Vanguard fund. 
 
The advantage of Dimensional funds in 2016 due to the tilts 
to small and value has been substantial because it is more 
heavily weighted in the areas that have done well this year 
— small and value stocks. While it won’t happen every year, 
academic research shows that tilting to small and value 
works across time and across world markets. This is in part 
why Forum uses Dimensional for our clients. 
 
While we have examined two major aspects here, 
Dimensional has other implemented advantages such as 
profitability, momentum, patient trading and securities 
lending. Considering those advantages, we are confident 
that based on the evidence and data, Forum can use 
Dimensional funds to construct portfolios that drive higher 

expected returns for our clients without an equivalent increase in portfolio risk, and therefore, greater expected long-
term wealth. 
 
Indexing is an improvement over traditional active management. Dimensional allows us to maintain the advantages of 
index funds (with low costs, tax efficiency and a disciplined process) while incorporating the best of academic 
research to provide a better long-term client experience.  
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1 Julie Verhage, “These Charts Show the Astounding Rise in Passive Management.” Bloomberg, December 30, 2015. 
2 Julie Segal, “David Booth Brings Academic Research to Life.” Institutional Investor, May 10, 2016. 
3 An index fund will provide exposure to all nine squares, but the funds are market-value weighted, meaning they hold all 
companies in the weight for which they exist in the market. A large company like Apple (AAPL) would have an enormous weighting 
while a small company like Casella Waste Systems (CWST) would have a tiny percentage in the fund. 
 
Forum Financial Management, LP is registered as an investment advisor with the SEC and only transacts business in states where it is 
properly registered, or is excluded or exempted from registration requirements. SEC registration does not constitute an endorsement of 
the firm by the Commission nor does it indicate that the advisor has attained a particular level of skill or ability. The home office is located 
at 1900 S. Highland Ave., Suite 100, Lombard, IL 60148. Before making an investment decision, please contact our office at 630.873.8520 
to receive a copy of Forum’s Form ADV Part 2A and the Forum Advisory Agreement, both of which include Forum’s fee schedule. This 
information is intended to serve as a basis for further discussion with your professional advisors. Although great effort has been taken to 
provide accurate numbers and explanations, the information in this presentation should not be relied upon for making investment 
decisions. web: www.forumfin.com. 

 
Asset allocation and diversification do not assure or guarantee better performance and cannot eliminate the risk of investment losses. All 
investment strategies have the potential for profit or loss. Historical performance results for investment indexes and/or categories, 
generally do not reflect the deduction of transaction and/or custodial charges or the deduction of an investment-management fee, the 
incurrence of which would have the effect of decreasing historical performance results. There are no assurances that a portfolio will 
match or outperform any particular benchmark. 
 
Forum does not reinvest dividends and capital gains. Those amounts are used to rebalance a portfolio. In all the charts above, custodial 
fees and advisory fees are not included, and the analysis above does not account for advisory fees, custody fees, or tax consequences. 
 
Nothing in this publication should be construed as investment advice. All information is believed to be from reliable sources; however, its 
accuracy and completeness and the opinions based thereon by the author are not guaranteed and no responsibility is assumed for errors 
and omissions. Any economic and performance data published herein is historical and not indicative of future results. All rights reserved. 
Please consult your personal advisor and investment prospectus before making an investment decision. 
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