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Accruals, 22
Acquisitions, 52
Active indexers, beliefs of, 62, 63
Active management, 45–46, 63, 180, 183, 235

passive versus, 48, 49
Agency risk, 245
Aggregate portfolio, 49
Airline industry, 2, 82
“All Assets” portfolio, 33
Allocation

asset, 188, 240–43
cap-weighted sector, 195
country, 126, 127
equity, 44
Fundamental Index sector, 196
passive, 244–48

Alpha, 29–30, 38
Fama-French comparison, 164
hedge funds and, 234
negative, 30–38
projected, 251
quest for, 30, 49
source of, 233

Altria Group, Inc., 87, 204
American International Group (AIG), 87, 

192
Amgen, 10, 62, 116
Angels, 189

fallen, 192
Annualized Fundamental Index premium, 

174
AOL, 9, 14, 15, 37, 65, 162, 203
Arbitrage strategies, 239
Aristotle, 73
Asness, Cliff, 151
Assets, 1, 75, 150

allocation, 188, 240–43
alpha-friendly, 29

hedge fund growth in, 234
management, 49
net, 38, 75

AT&T, Inc., 14, 87, 189
Automobile industry, 82
Axis of Wealth Destruction, 8, 13

B
Baby Boomers, 46
Bank of America Corporation, 77, 83, 84, 87
Bankruptcy, 42, 47, 92
Barclays Global Investors, 7
Basis points, 157
Bear markets, 3

of 2000, 4, 31
Fundamental Index portfolios in, 101

Behavioral finance, 199
Benford’s Law of Controversy, 125
Berkshire Hathaway, 87
Bernstein, Peter, 18
Beta, 141, 163, 168, 233

stocks, 145
Bias

small-cap, 160–62
smaller-cap, 205

Biotech industry, 10
Black, Fischer, 11
Bogle, Jack, 6, 7, 14, 41–42, 47, 55, 151, 180
Bond indexes, 213
Bonds

convertible, 32
emerging-market, xxi, 30, 32, 239
emerging-market debt, 215–17
Fundamental Index concept, 212–17
government, 42, 44
Government National Mortgage 

Association (GNMA), 32
high-yield, xxi, 32, 213
high-yield debt, 213–15

299

bindex.indd   299bindex.indd   299 3/17/08   7:06:21 PM3/17/08   7:06:21 PM

CO
PYRIG

HTED
 M

ATERIA
L



300 Index

Bonds (Continued )
junk, 214
long-term government, 32
returns, 44, 220, 221
returns, forecasting, 221–22
Treasury, 256
unhedged foreign, 32

Book value, 18, 22, 38, 84, 118, 152, 
192, 215

bonds and, 214
company size and, 82–83
as measure, 76
metric, 82

Book value-weighted index, 21
Brinson Attribution Analysis, 207
Broad economy, index of, 85–88
Broad market index, 81, 99
Brokerage

costs, 69
windows, 237

Bubbles, xx, 231
floating, 248
Internet, 72
logic, 245
price, 103
S&P 500 and RAFI U.S. Large, 247
technology, 67, 101, 172, 197
trading against, 125

Buffett, Warren, 2
Bull markets, 3, 230

of 1990s, 4
Buybacks, 47, 223, 224

stock, 23, 143

C
Calendar year performance

RAFI Asia Pacific ex Japan, 280
RAFI emerging markets, 282
RAFI International, 270
RAFI International Small, 272
RAFI Japan, 277
RAFI Pan-Europe, 274
RAFI U.S. Large Company, 264
RAFI U.S. Small Company, 267

Cap 1000, 19, 24, 25, 26, 87, 88, 92
Index, 98
portfolio, 99
RAFI U.S. Large versus, 26, 90, 91
turnover and, 92

Capacity
Fundamental Index and, 88–91
of index funds, 51

Capital asset pricing model (CAPM), xix, 7, 
16, 136, 141, 163, 258

assumptions about, 142
development of, 60
empirical results of, 145–46
mean-variance approach of, 144
pricing errors and, 147
as tool, 142
weakness of, 41–42

Capitalization
market, 5, 107, 135, 173
stock performance by, 15
top 10 companies by, 190
weighting, 18, 24, 28, 39
weighting errors, 19

Capitalization 500, 95, 96
Capitalization-weighted (cap-weighted)

equity portfolios, 37–38
funds, weaknesses of, 66
index funds, 7, 53, 59
index portfolios, 193
market, 157
market portfolio, 7
performance drag, 110
portfolios, xiv, 97, 126, 128, 152, 179, 

182, 241
returns, 26
sector allocations, 195
S&P 500, 105
value portfolio, 118

Capitalization-weighted (cap-weighted) 
indexes, 6, 13, 14, 15, 51, 71, 83, 85, 92, 
94, 148, 162, 178, 179, 198, 199, 244

effectiveness of, 119-120
Fundamental Index portfolios versus, 

102, 105
interest rate sensitivity, 256
performance of, 23
RAFI indexes versus, 20, 131
reweighting, 19
wealth and, 120

Capitalization weighting (cap weighting), 
xvii–xviii, 72, 85, 96, 98, 104, 118, 
125, 130, 137, 138, 152, 181, 188, 193, 
230, 246

drag of, 74, 75
origins of, 138–40
validation of, 140–44
weaknesses of, 66–68

Capital markets, 34
nature of, 238

Capital structure, 59
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CAPM. See Capital asset pricing model 
(CAPM)

Cap ratio, 89
Cash flow, 18, 19, 22, 152, 192

bonds and, 214
company size and, 82, 94
future, 8, 194
as measure, 75

Center for Retirement Research, 237
Chevron Corporation, 69, 87
Cisco Systems, 2, 4, 9, 14, 15, 37, 62, 89, 116, 

162, 203
Citigroup, 14, 15, 77, 83, 87, 107, 182, 195
Clairvoyant value, 194
Classical finance theory, 177
Closet indexing, 54
Coca-Cola Co., 87, 89
College tuition funds, 27
Commodities, 30, 32
Companies

economic footprints of, 75, 86, 153
economic size of, 189
five largest, 77
fundamental, 74
growth, 79, 82
investing in, 138
large-cap, 162
non-dividend-paying, 76–80
small, 107–10
small-cap, 162
tobacco, 257
top 10 by capitalization, 190
top 10 by fundamental size, 191
valuation of, 181
weighting, 104, 107
zero-yield, 80

Company size
book value and, 82–83
cash flow, 94
composite measure and, 83–85
dividends and, 80–81, 94
investment portfolios and, 20–21
measures of, 18, 80–83, 189
profits (cash flow), 82
sales and, 81–82, 94

Comparative sector weights, 69
Composite measure, advantages of, 

83–85
Composite weight, 76
Compounding, 24

power of, 25
Concentration ratio, 90

ConocoPhillips, 69, 87
Consistency, 130–31

of excess returns, 131
Contra-trading, 208
Convertible bonds, 32
Copernicus, 73, 74
Correlation, 140, 142
Costs, 177–79

brokerage, 69
investment and, 47–48
small companies and, 179
transaction, 93, 142
turnover and, 91

“Costs matter hypothesis” (CMH), 47
Country allocations, 126, 127
Cumulative value, 125

D
Dartboard portfolios, 16
Data mining, 107, 171–77

critics of, 174
Davis, Jim, 118
Debt, 213

emerging-market, 215–17
government, 216
high-yield, 213–15

Deep-value portfolio, 205
Defensive portfolios, 101
Defined-benefit (DB) plans, 236
Defined-contribution (DC) plans, 

236, 237
Dimensional Fund Advisors, 7, 118
Discretionary trading, 93
Diversification, 39, 52, 59

benefits of, 33
built-in, 52
of passive allocation, 244–48

Diversified portfolio, 222
Dividend-based Fundamental Index 

portfolio, 21
Dividend growth, 224–27. See also Real 

earnings growth
Dividend-payout ratios, 143
Dividends, 2, 18, 22, 38, 43, 76, 79, 84, 118, 

152, 215, 223
company size and, 80–81, 94
by decade, 226
gross, 19
growth, 154
long-term, 225
payout ratio for S&P 500, 78
yields, 152
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Dividends paid
bonds and, 214
as measure, 76

Dividend-weighted index, 21
DNA research, stocks and, 10
Dollar-weighted returns, time-weighted 

versus, 36
Double-digit returns, 232
Dow Jones Industrial Average (DJIA), 64, 

65, 137
Dow Jones Select Dividend Index, 80
DuPont, 189, 192
Dynamic attribution analysis, 208
Dynamic style, 202–206
Dynamic value exposure, 203

E
Earnings, 118

peak, 226
real, 226

Earnings before interest, taxes, depreciation, 
and amortization (EBITDA), 83

Economic footprints, of companies, 
75, 86

Economic scale, 21
Economic sectors, 207
Economic size, stability of, 192
Economy-centric approach, xviii
EDHEC Risk and Asset Management 

Research Centre, 235
Efficiency, market, 2–6
Efficiency-weighted portfolio, xiii
Efficiency weighting, xiv
Efficient frontier, 140
Efficient market hypothesis (EMH), xix, 1, 

7, 16, 95, 103, 140, 141, 183
pricing errors and, 147

Einstein, Albert, 147
Ellis, Charley, 6
Emerging-market bonds, xxi, 30, 32, 239

RAFI, 216
Emerging-market debt, 215–17
Emerging markets, 128–30

RAFI performance, 129
Emerging Markets Index (EMI), 129
Emerging-market stocks, 32, 239
Employees, number of, 84
Employment-weighted index, 21
Endowments, 253–54
Energy stocks, 197
Enhanced index, 243
Ennis Knupp & Associates, 184

Environment
low-return, 253
low-return, investing in, 230–32
nominal-return, 26

Equal-weighted approach, 182
Equal-weighted portfolios, 16
Equal weighting, 74, 75

Fundamental Index versus, 105–6
problems with, 68–71

Equilibrium pricing, 95
Equity

allocation, 44
bet, 240
income, 223
indexes, 217
investing, 183
mutual funds, 55
overreliance on, 31
pensions and, 252
portfolios, 255
private, 30–31, 239, 253
risk premium, 43
style map, 155, 166

Equity-centric portfolios, 31
Equity investing

active management and, 45–46
appeal of, 42–44
choices in, 44–47
passive management, 46–47

Equity market, 130, 212
performance, 102

Equity mutual funds, 55
Equity returns, 26

overreliance on, 30–34
Ericsson, 9
Errors

capitalization weighting equity portfolios, 
37–38

chasing winners, 35–37
ignoring rebalancing opportunities, 34
investors’, 29–40
overreliance on equity returns, 

30–34
Excess returns, 116

consistency of, 131
RAFI, 173
rolling two-year, 158
sources of, 210

Exchange-traded funds (ETF), 80, 113, 177, 
251, 253

Exxon Mobil, 14, 15, 22, 47, 69, 76, 77, 82, 
84, 87, 107, 182, 195, 233
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F
Fair value, 16, 53, 73, 74, 142, 147

defined, 1–2
determining, 97
price versus, 1
weights, 19

Fallen angels, 192
Fama, Eugene, 162
Fama-French alpha comparison, 164
Fama-French mirroring portfolio, 163
Fama-French model, 163–65
Federal National Mortgage, 14
Federal Reserve Board, 2
Feedback, 173
Fees, management, 178
Finance theory, 95
Financial advisers, 250–51
Financial planners, 250–51
Financial Times and London Stock 

Exchange (FTSE), 122, 124
Developed World indexes, 230
RAFI indexes, 175, 176, 261

Five-year rolling returns scatterplot, 265, 
267, 270, 272, 275, 277, 280, 282

“Flip-flops,” 190, 192
Ford Motor Company, 14, 87, 89
Forecasting

bond returns, 221–22
stock returns, 223–30

Forecasting, Fundamental Index versus, 
210–11

Fortune 500, 18
Forward-looking equity returns, 228–30
Forward-looking returns, 86
Foundations, 27, 253–54

tax-exempt, 253
401(k) accounts, 27, 183, 236, 250
French, Kenneth, 162
FTSE NAREIT Composite Index, 114
Fundamental 500, 95
Fundamental Index

advantage, 103
analysis of, 118–20
benefits of, 219
costs, 177–80
criticisms of, 151–68
dynamic style, 202–206
emerging markets, 128–30
equal weighting versus, 105–6
future for, 219–38
growth and value applications, 111
information technology and, 117

interest rate sensitivity, 256
investment expectations, 220–21
MSCI versus, 231
narrowing focus, 112–18
Ockham’s Razor and, 146–49
performance statistics, 98
sector allocations, 196
sector performance, 115–18
size exposures and, 202–206
small companies and, 107
socially responsible preferences, 257–58
stock logic and, 188–93
switch to, 184
valuation effects, 206–10
value and, 110
weights and value measures, 153

Fundamental Index concept, 73–96
advantage of, 39
bonds and, 212–17
building, 75–76
capacity and liquidity, 88–91
constructs, 18, 19
criticisms of, 172
goal of, 84
origins of, 13–28
performance and, 18, 23–27, 25
performance in U.S. stocks, 97–120
strategy of, 25
structural return drag and, 38
tech bubble and, 17
trusting, 187–218
turnover rates, 91–95
Wall Street and, 192–98

Fundamental indexers, beliefs of, 63
Fundamental Index metrics, 82
Fundamental Index performance

edge, duration of, 182–85
in global markets, 121–33
in large-cap cycle, 163

Fundamental Index portfolios, 19, 23, 85, 
88, 118, 127, 128, 132, 137, 168, 174

in bear markets, 101
cap-weighted index versus, 102, 105
market cycles and, 100–101
results for, 119

Fundamental Index strategy, 82
advantage from, 104
asset allocation and, 240–43
benchmark, changing, 243–44
dynamic nature of, 210
forecasting versus, 210–12
individual investors and, 251–53
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Fundamental Index strategy, (Continued )
investors and, 248–58
markets and, 248–58
needs and, 248–58
small companies and, 165–67
using, 239–59
value tilt, 152–60

Fundamental size, top 10 companies 
by, 191

Fundamental weighting, 97
Funds

cap-weighted, 66
cap-weighted index, 7, 53
college tuition, 27
exchange-traded, 80, 175
go-go hedge, 122
hedge, 29, 204, 232, 233, 234, 253, 254
high-fee, 47
index, xvii, 3, 5, 40, 41–57, 46
mutual, 35, 177
representative index, 53

G
Genentech, 21, 83
General Electric, 14, 18, 77, 80, 84, 87, 107, 

195, 204
General Motors, 9, 14, 87, 89, 189
“Global ex-U.S.” Fundamental Index, 127
Global investment management, 108
Global markets, Fundamental Index 

performance in, 121–33
Go-go hedge fund, 122
Goodwill, 22, 82
Government

bonds, 42, 44
debt, 216
spending, 216

Government National Mortgage Association 
(GNMA) bonds, 32

Graham, Benjamin, 6
Granger, Clive W.J., 220
Great Depression, 225, 226
Greenspan, Alan, 2, 235
Gross dividends, 19
Gross domestic product (GDP), 9, 215
Growth, 209

dividend, 224–27
real earnings, 224–27

Growth companies, 79, 82
Growth stocks, 156, 202, 204

sectors, 115
Growth tilt, 167

H
Hammond, Brett, 18
Hedged EAFE (Europe, Australia, and the 

Far East), 32
Hedge funds, 29, 204, 232, 233, 234, 

253, 254
growth in assets under management, 234

Heisenberg Uncertainty Principle, 211
High-fee funds, 47
High-yield bonds, xxi, 32
High-yield debt, 213–15

I
Ibbotson, Roger, 7
IBM, 79, 87
Implementation shortfall, 30
Income, 221–22
Indexers

active and passive, beliefs of, 62, 63
fundamental, beliefs of, 63

Indexes
attributes of, 64
bond, 213
book value-weighted, 21
of broad economy, 85–88
broad market, 81, 99
cap-weighted, 6, 13, 14, 51, 71, 83, 85, 92, 

162, 178, 179, 197, 199, 244
constructing well-functioning, 63–66
defined, 75, 136–37, 179–80
dividend-weighted, 21
employment-weighted, 21
enhanced, 243
equity, 217
low turnover of, 64
market, 46
Morgan Stanley Capital International 

(MSCI), 65
passive, 243
profit-weighted, 21
replication of, 64
representative, 64
Research Affiliates Fundamental Index 

(RAFI), 22–23, 94
transparency of, 64
weight, 217

Index funds, xvii, 3, 40, 46
advantages of, 48–54
benefits of, 6
built-in diversification, 52
capitalization-weighted, 59
cap-weighted, 7
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ease of use of, 53–54
evaluating performance of, 54
liquidity and capacity, 51
low turnover, low taxes, 52–53
sector, 115–18
tracking, 5
virtues of, 41–57
weaknesses of, 59–72

Indexing
advocacy of, 7
case for, 6–7
closet, 54
process of, 137
traditional, 42

Index portfolios, xvii
turnover of, 52–53

Index stock, selection differences, 20
Individual retirement accounts (IRA), 

27, 250
Individual stocks, 167, 207
Inflation, 225
Information ratio, 22
Information technology (IT), 9

Fundamental Index and, 117
RAFI sector, 117

Initial public offerings (IPO), 10
Intel Corporation, 14, 87, 89, 201, 203
Interest rate sensitivity, 256
International Business Machines, 14
International portfolios, 127
Internet bubble, 72
Investing

in companies, 138
equity, 42–44, 44–47, 183
in low-return environment, 230–32
in stocks, 138
strategies, 27–28

Investment, xviii
bubbles and, 245
costs and, 47–48
craze, chasing, 35–37
expectations from, 220–21
liability-driven, 255
policies, 39
portfolio, 139, 140
professionals, 200
risk-free, 99
solid opportunities in, 201
strategy, 187
value of, 14

Investment portfolios, company size and, 
20–21

Investor risk aversion, 144
Investors

chasing winners, 35
errors by, 29–40
individual, 251–53
long-term, 29

J
Job and Growth Act of 2003, 78
Johnson & Johnson, 87
JPMorgan Chase & Co., 87
Junk bonds, 214

K
Keane, George, 17, 18, 236
Kelly Services, 22, 83
Keynes, John Maynard, 38, 63, 201
Kinnel, Russel, 35
Knupp, Ennis, 229
Krispy Kreme Doughnuts, 62
Kroc, Ray, 121

L
Large-cap growth stocks, 106
Leadership, market, 207
LeBaron, Dean, 7
Lehman Aggregate, 32
Lehman Brothers Aggregate Bond Index, 

220, 241
Leibowitz, Marty, 18
Liability-driven investment 

(LDI), 255
Lintner, John, 60
Lipper and eVestment Alliance, 94
Lipper International Large-Cap Core mutual 

funds, 127
Liquidity, 51

comparison, 91
Fundamental Index and, 88–91
of index funds, 51

Long-run equity returns, 222
Long-term capital management, 2
Long-term core equity portfolio, 21
Long-term government bonds, 32
Long-term investors, 29
Low-return environment, 251
Lucent Technologies, 9, 14, 37, 203
Lynch, Peter, 199

M
Malkiel, Burton, 6, 71, 151
Managed accounts, 177
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Management
active, 45–46, 63, 180, 183, 235
active versus passive, 48, 49
asset, 48–49
fees, 178
global investment, 108
hedge fund growth in assets under, 234
passive, 46–47
salaries, 78
scandals, 66

Managers, active in small-cap, 108
Market

capital, 238
capitalization, 5, 13, 17, 21, 107, 135, 166
caps, 118
cycles, 100–101
equity, 212
index, 3, 4, 46
leadership, 207
portfolio, xviii, 189
prices, 17

Market-centric approach, xvii–xviii
Market clearing portfolio, 95, 141
Market efficiency

evidence of, 2–6
interpretations of, 60–63

Market inefficiency, evidence of, 8–10
Markets

cap-weighted, 157
emerging, 128–30
equity, 130
global, 121–33

Markowitz, Harry, 18, 59, 140
McDonald’s Corporation, 21, 22, 83, 121
MCI Worldcom, 14
Mean, 139
Mean-variance approach, of CAPM, 144
Median, 139
Mellon Capital Management, 7
Mergers, 17, 47, 52, 92
Merrill Lynch U.S. High-Yield Bond Index 

(ML), 214, 215
RAFI high-yield bond versus, 214

Mezzanine financing deals, 237
Microsoft Corporation, 14, 67, 87, 107, 

182, 195
Miller, Merton, 59
Mispricings, 10, 62, 148, 188

correction of, 104
opportunities, 130
of stock, 8

Modern Portfolio Theory (MPT), 95, 140

Modigliani, Franco, 59
Money market accounts, 31, 32
Morgan Stanley, 79
Morgan Stanley Capital International 

(MSCI), 65, 124, 230
Fundamental Index versus, 231
indexes, 64

Morningstar, 94
Mossin, Jan, 60
Multicountry portfolios, 125–28
Mutual funds, 35, 177

equity, 55
failure of, 71
firms, 108
Lipper International Large-Cap 

Core, 127

N
Nasdaq Composite Index, 113, 120
Nasdaq-100 Index Tracking Stock, 113
Nasdaq stocks, xxi, 27, 65, 66, 

112–14, 128
National Association of Real Estate 

Investment Trusts (NAREIT), 114
Negative alpha, 30–38, 37

chasing winners and, 35
overreliance on equity returns, 

30–34
rebalancing and, 34
reducing, 33–34
sources of, 38

Net assets, 38, 75
Newton, Isaac, 8, 73, 136
New York Stock Exchange (NYSE), 138
Nifty Fifty era, 103, 245
Noisy Market Hypothesis, xxiii
Nokia, 9
Nominal-return environments, 26
Nomura Securities, 122
Non-dividend-paying companies, 

adjustments for, 76–80
Nortel, 9, 62

O
Ockham’s Razor, 146–49
Oil industry, 216, 253
Oil prices, 196
Organization of Petroleum Exporting 

Countries (OPEC), 196
Outliers, 124
Overhead, 47
Overvalued stocks, 180–82
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Palm Division, 9, 62
Passive, 136, 137
Passive allocation, diversifying, 244–48
Passive index, 243
Passive indexers, beliefs of, 62, 63
Passive management, 46–47

active versus, 48, 49
Pension assumptions, 22
Pensions, 27, 250, 254–57
Performance

drag, 27, xviii
Fundamental Index, 97–120
game, 55–56
RAFI U.S. Large Company performance, 

98–99
Perold, André, 151
Pfizer, Inc., 87, 182
Philip Morris, 14
Ponzi scheme, 8
Portfolios

aggregate, 49
“All Assets,” 33
Cap 1000, 99
capitalization-weighted, xiv, 97, 152
capitalization-weighted equity, 37–38
cap-weighted, 126, 128, 179, 182, 241
cap-weighted index, 193
cap-weighted market, 7
cap-weighted value, 118
dartboard, 16
deep-value, 205
defensive, 101
diversified, 222
dividend-based Fundamental Index, 21
efficiency-weighted, xiii
equal-weighted, 16
equity, 255
equity-centric, 31
Fama-French mirroring, 163
Fundamental Index, 19, 23, 75, 85, 88, 

102, 118, 128, 132, 137, 168, 174
index, xvii, 52
international, 127
investment, 20–21, 139, 140
long-term core equity, 21
market, xviii, 189
market clearing, 95, 141
multicountry, 125–28
planning, 42
RAFI U.S. Large, 20
RAFI U.S. Small, 20

random, 16
representative peer groups 

versus, 249
returns, xvii, 205
risk, 140
risk and return of, 242
S&P 500 core, 164
turnover, 69
volatility, 143
weighting, 94
weights, 17

Price-book ratios, 152
Price bubbles, 103
Price-earnings ratio (P/E), 2, 66, 67, 146, 

193, 227, 229, 248
Prices, 149

fair value versus, 1
market, 17
share, 13

Price weighting, 98
Pricing equilibrium, 95
Pricing errors, 15, 17, 27, 41–42, 75, 96, 

110–111, 112, 147, 181, 217
in high-yield bonds, 213
increase in, 236–37
outlook for, 232–35
persisting, 199
phenomenon, 148

Private equity, 30–31, 239, 253
Procter & Gamble Co., 87
Profession, theory and, 135–50
Profit margin, 10
Profits, 18, 38, 70, 75, 84, 215. See also 

Cash flow
company size and, 82

Profit-weighted index, 21
Ptolemy, 73
Pure value measure, 153, 168
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RAFI Asia Pacific ex Japan

calendar year performance, 280
standardized performance, 279

RAFI Book Weight, 153
RAFI CF Weight, 153
RAFI Dividend Weight, 153
RAFI Emerging Markets Index 

(RAFI EM), 130
calendar year performance, 282
standardized performance, 281

RAFI Global ex U.S. Index, 130
RAFI Growth Index, 111, 112
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RAFI International
calendar year performance, 270
standardized performance, 269

RAFI International Small
calendar year performance, 272
standardized performance, 271

RAFI Japan
calendar year performance, 277
standardized performance, 276

RAFI Nasdaq performance, 113
RAFI Pan-Europe

calendar year performance, 274
standardized performance, 273

RAFI REIT Index, 114, 115
RAFI Sales Weight, 153
RAFI U.S. Large Company Index (RAFI U.S. 

Large), 20, 23, 24, 25, 76, 86, 87, 89, 90, 
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162, 163, 172, 174, 177, 179, 192, 202, 
204, 206, 252

average weighted capitalization for, 161
calendar year performance, 264
Cap 1000 versus, 26, 90, 91
dynamic attribution analysis, 208
Fama-French alpha comparison, 164
forecasting versus, 212
FTSE, 176
growth stocks and, 156, 203
performance, 98–99
sector exposure, 208
SP EWI versus, 106
S&P 500 versus, 100, 101, 156, 207, 245, 

246, 247
standardized performance, 263

RAFI U.S. Small Company Index (RAFI U.S. 
Small), 252

calendar year performance, 267
growth tilt, 167
standardized performance, 266

RAFI Value Index, 111, 112
Random portfolios, 16
Rate of return, 164
Real earnings growth, 224–27

annual, 226
long-term, 225

Real estate, 30
Real estate investment trusts (REIT), 31, 32, 

33, 114–15
Rebalancing, 39

benefits of, 111
capitalization weighting and, 197
country, 127

opportunities, ignoring, 34
systematic, 241

Reported earnings, 18
Representative index funds, 53
Representativeness, 200
Representative peer groups, portfolios 

versus, 249
Repricing, valuation, 227–28
Research Affiliates Fundamental Index 

(RAFI), 22–23, 75, 84, 85
cap-weighted indexes versus, 20, 131
constructing, 23
constructs of, 22
emerging-market bonds, 217
emerging market performance, 129
excess returns, 175
high-yield bond, 214
high-yield composite, 214
information technology sector, 117
origins of, 17–18
portfolio, 159
sectors, 116

Return drag, 39
Return opportunities, 32
Returns

bond, forecasting, 221–22
bonds, 44, 220, 221
cap-weighted, 26
dollar-weighted versus time-weighted, 36
double-digit, 232
drag, 28, 110
equity, 26, 30–34
excess, 116, 131
forward-looking, 86
forward-looking equity, 228–30
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