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Lab Exercise #2:  Dimensional Fund Advisors
- An Exercise in Performance Decomposition -
Objective:   Our objective with this exercise is to explore the Carhart (1997) and Wermers (2000) methods of decomposing performance, using net returns and portfolio holdings data, respectively.
The following Excel data tables are available for you to complete today’s exercise:

A.  “dfa net returns.xls”   

--  This file contains monthly net returns for several DFA  

        funds from their inception until the end of 2002

B.  “Fama and French Factors (RMRF, SMB, HML, UMD).xls”  

--  This file contains the monthly returns for the four factors 

used by Carhart (where UMD is the momentum factor, constructed slightly differently by Ken French of Dartmouth College) as well as returns on U.S. Treasury Bills. The first column shows the month in YYYYMM format (year, followed by month)

C.  “CRSP Cap-Based Decile Returns.xls”
--  This file contains the monthly returns for the CRSP 6-10

       and 9-10 indexes, as well as all capitalization deciles    

       individually

D.  “dgtw.xls”



--  This file contains the Daniel, Grinblatt, Titman, and Wermers 

       (1997) stock-selectivity monthly measures

E.  “styleavg.xls”


--  This file contains the DGTW average style monthly returns


F.  “styletim.xls”



--  This file contains the DGTW style-timing monthly returns

G.  “msp500.xls”


--  This file contains the S&P 500 value-weighted total return (in 






        the “vwretd” column), including dividends
Please complete the following tasks:

1. Chart the net returns of the DFA 9-10 fund along with the CRSP 9-10 index returns and the S&P 500 returns.  What is the average difference between the DFA fund and each of these two indexes over the time period for which all three returns are available?  Can you explain the differences and what they might be due to?

2. Repeat #2 for the DFA Large Company Value fund—this time, with the CRSP Cap Decile #1 returns and the S&P 500 returns.
3. Find the “Carhart alpha” of each of the five DFA funds.  Be careful to subtract the T-bill (riskfree) monthly return from the monthly net returns of each fund to form your “y-variable” in the regression.  All “x-variables” (RMRF, SMB, HML, and UMD) are ready to use—do not subtract the T-bill return from any of these.  Note that we allow a beta on the market return (minus the riskfree rate) because the market return is important for explaining all stock returns over time (even if their CAPM betas can be assumed to all be about one).  Thus, Fama and French say to use a market excess return in all time-series regressions.  In any case, what is the intercept and t-statistic of the intercept for this regression for each fund?  What are the regression coefficients and t-stats of these coefficients for each fund?  What conclusions can you draw from all this?  You should discuss each coefficient’s meaning for each fund.
4. Find the DGTW-adjusted stock selectivity measure for each of the five funds, by computing the simple average of the monthly DGTW components in the spreadsheet, “dgtw.xls.”  How does these compare to the Carhart alphas from #3?  Explain any differences as best as possible.
5.
Find the DGTW average-style returns for the 6-10 and 9-10 funds, by computing the simple average of the monthly DGTW components in the spreadsheet, “styleavg.”  How does this compare to the Carhart model?
6.
Find the DGTW style-timing returns for the 6-10 and 9-10 funds, by computing the simple average of the monthly DGTW components in the spreadsheet, “styletim.xls.”  How does this compare to the Carhart model (hint: does the Carhart model allow such an analysis)?
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