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Introduction 
With the New Year upon us, it’s important to remember one of the most  

important things to know about investing: It takes a village to drive markets and reap its benefits. 

The Power of Markets highlights the importance of the investment principles governing Portfolio Advisory 

Services, which focus patient investing and understanding all of the smaller elements that coalesce to create 

markets  

that can flourish.  

The Power of Markets 
In 1958, economist Leonard Read published an essay entitled “I, Pencil: My Family Tree as 
Told  
to Leonard E. Read” 

The essay, narrated from the point of view of a pencil, describes the “complex combination of miracles” 

necessary to create and bring to market the commonplace writing tool that has been used for generations. The 

narrator argues that no single individual possesses enough ability or know-how to create a pencil on their own. 

Rather, the mundane pencil—and the ability to purchase it for a “trifling” sum—is the result of an extraordinary 

process driven by the knowledge of market participants and the power of market prices. 
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The Importance of Price 
Upon observing a pencil, it is tempting to think a single individual could easily make one. After all, it is made up 

of common items such as wood, paint, graphite, metal, and a rubber eraser. By delving deeper into how these 

seemingly ordinary components are produced, however, we begin to understand the extraordinary backstory of 

their synthesis. Take the wood as an example: To produce wood requires a saw, to make the saw requires 

steel, to make steel requires iron. That iron must be mined, smelted, and shaped. A truck, train, or boat is 

needed to transport the wood from the forest to a factory where numerous machines convert it into lumber. The 

lumber is then transported to another factory where more machines assemble the pencil. Each of the 

components mentioned above and each step in the process have similarly complex backstories. All require 

materials that are sourced from far-flung locations, and countless processes are involved in refining them.  

While the multitude of inputs and processes necessary to create a pencil is impressive, even more impressive 

are the coordinated actions required by millions of people around the world to bring everything together. There 

is the direct involvement of farmers, loggers, miners, factory workers, and the providers of capital. There is also 

the indirect involvement of millions of others—the makers of rails, railroad cars, ships, and so on. Market prices 

are the unifying force that enables these millions of people to coordinate their actions efficiently.  

Workers with specific knowledge about their costs, constraints, and efforts use market prices to leverage the 

knowledge of others to decide how to direct their own resources and make a living. Consider the farmer, the 

logger, and the price of a tree. The farmer will have a deep understanding of the costs, constraints, and efforts 

required to grow trees. To increase profit, the farmer will seek out the highest price when selling trees to a 

logger. After purchasing the trees, the logger will convert them to wood and sell that wood to a factory. The 

logger understands the costs, constraints, and efforts required to do this, so to increase profit, the logger seeks 

to pay the lowest price possible when buying trees from the farmer.  

When the farmer and the logger agree to transact, the agreed upon price reflects their combined knowledge of 

the costs and constraints of both growing and harvesting trees. That knowledge allows them to decide how to 

efficiently allocate their resources in seeking a profit. Ultimately, it is price that enables this coordination. On a 

much larger scale, price formation is facilitated by competition between the many farmers that sell trees to 

loggers and between the many loggers that buy trees from farmers. This market price of trees is observable and 

can be used by others in the production chain (e.g., the lumber factory mentioned above) to inform how much 

they can expect to pay for wood and to plan how to allocate their resources accordingly. 

The Power of Financial Markets 

There is a corollary that can be drawn between this narrative about the market for goods and the financial 

markets. Generally, markets do a remarkable job of allocating resources, and financial markets allocate a 

specific resource: financial capital. Financial markets are also made up of millions of participants, and these 

participants voluntarily agree to buy and sell securities all over the world based upon their own needs and 

desires. Each day, millions of trades take place, and the vast collective knowledge of all of these participants is 

pooled together to set security prices. Exhibit 1 shows the staggering magnitude of participation in the world 

equity markets on an average day in 2015. 
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Exhibit 1. Embrace Market Pricing 

 

In U.S. dollars. Global electronic order book (largest 60 exchanges). Source: World Federation of 

Exchanges.  

 

Any individual trying to outguess the market is competing against the extraordinary collective wisdom of all of 

these buyers and sellers. Viewed through the lens of Read’s allegory, attempting to outguess the market is like 

trying to create a pencil from scratch rather than going to the store and reaping the fruits of others’ willingly 

supplied labor. In the end, trying to outguess the market is incredibly difficult and expensive, and over the long 

run, the result will almost assuredly be inferior when compared to a market-based approach. Professor Kenneth 

French has been quoted as saying, “The market is smarter than we are and no matter how smart we get, the 

market will always be smarter than we are.” One doesn’t have to look far for data that supports this. Exhibit 2 

shows that only 17 percent of U.S. equity mutual funds have survived and outperformed their benchmarks over 

the past 15 years. 

Exhibit 2. Don’t Try to Outguess the Market 

 

 

 

 

 

 

 

Beginning sample includes 

funds as of the beginning of 

the 15-year period ending 

December 31, 2015. Past performance is no guarantee of future results.  

Source: Dimensional Fund Advisors, “The U.S. Mutual Fund Landscape.” See disclosures for more 

information. 
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 View Leonard 

Read’s Essay 

Online: “I Pencil” 

 

 

Conclusion 

The beauty of Leonard Read’s story is that it provides a glimpse of the incredibly 

complex tapestry of markets and how prices are formed, what types of 

information they contain, and how they are used. The story makes it clear that no 

single individual possesses enough ability or know-how to create a pencil on 

their own but rather that the pencil’s miraculous production is the result of the 

collective input and effort of countless motivated human beings. In the end, the 

power of markets benefits all of us. The market allows U.S. to exchange the time we require to earn money for a 

few milliseconds of each person’s time involved in making a pencil. For an investor, we believe the lesson here 

is that instead of fighting the market, one should pursue an investment strategy that efficiently and effectively 

harnesses the extraordinary collective power of market prices. That is, an investment strategy that uses market 

prices and the information they contain in its design and day-to-day management. In doing so, an investor has 

access to the rewards that financial markets make available to providers of capital. 

Using a disciplined and measured approach to meeting your investment goals will help keep you grounded and 

on the right track. 

By leveraging Nobel Prize-winning research, the Portfolio Advisory Services program can help you and your 

financial advisor work more efficiently to achieve your investment goals. 

 

 

Focus and Strategy 

The Portfolio Advisory Services advisory program is long-term and strategic in focus. Diversification is the key to 

the program. Your Portfolio Advisory Services account is built based on a long-term strategy to complement 

your broader portfolio objectives. Our Investment Committee understands the sources of risk and expected 

return, pays close attention to fees, and looks globally to capture opportunities. You can have confidence that 

you are receiving cost-effective advice from an investment adviser representative who understands your 

financial goals and risk profile. Please contact with your financial advisor for additional personalized guidance on 

investing. 

 

This information is for educational purposes only and should not be considered investment advice or an offer of any security 

for sale. Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission. 

Investing risks include loss of principal and fluctuating value. Fixed income securities are subject to increased loss of 

principal during periods of rising interest rates. Fixed income investments are subject to various other risks including 

changes in credit quality, liquidity, prepayments, and other factors. 

  

https://my.dimensional.com/csmedia/images/Dimensional-Inflows-Relative-to-S&-500-Index-Performance-US.pdf
http://econlib.org/library/Essays/rdPncl1.html
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Periodic Performance  
By 12/2016; Default Currency: USD 

Data Series Q3 2016 YTD 1 Year 3 Years 5 Years 10 Years 
Since 

Inception 

Dimensional U.S. Large Company I 3.78 11.90 11.90 8.80 14.57 6.95 5.26 

Dimensional Tax-Managed U.S. Equity 4.51 12.68 12.68 8.23 14.55 6.98 7.64 

Dimensional U.S. Large Cap Value I 8.63 18.89 18.89 8.09 16.68 6.55 10.21 

Dimensional Tax-Managed U.S. Marketwide Value 8.65 17.17 17.17 7.80 16.52 6.65 7.52 

Dimensional U.S. Core Equity 2 I 7.01 16.58 16.58 7.30 14.98 6.98 7.88 

Dimensional T.A. U.S. Core Equity 2 I 7.11 16.31 16.31 7.49 15.04 N/A 6.90 

        

Dimensional U.S. Small Cap I 11.47 23.53 23.53 7.66 16.00 8.44 10.77 

Dimensional Tax-Managed U.S. Small Cap 12.25 23.99 23.99 7.54 16.15 7.26 9.81 

Dimensional U.S. Small Cap Value I 15.06 28.26 28.26 6.96 16.22 6.82 12.13 

Dimensional U.S. Targeted Value I 13.47 26.86 26.86 7.18 15.98 7.36 11.98 

Dimensional Tax-Managed U.S. Targeted Value 13.30 23.84 23.84 7.66 16.76 6.84 10.60 

Dimensional U.S. Micro Cap I 13.62 25.63 25.63 7.61 16.41 7.63 12.12 

        

Dimensional Large Cap International I -0.81 3.16 3.16 -1.71 6.18 1.07 5.30 

Dimensional International Value I 5.09 8.41 8.41 -1.88 6.28 0.28 6.00 

Dimensional Tax-Managed International Value 4.95 8.20 8.20 -2.17 5.96 0.40 5.33 

Dimensional International Small Company I -2.05 5.80 5.80 1.64 9.72 3.46 6.70 

Dimensional International Small Cap Value I 1.71 8.00 8.00 2.19 11.55 3.50 7.43 

Dimensional International Core Equity I -0.37 5.34 5.34 -0.39 7.69 1.71 4.25 

        

Dimensional Emerging Markets Core Equity I -5.10 12.35 12.35 -1.77 2.14 3.11 6.89 

Dimensional Emerging Markets I -5.02 12.09 12.09 -2.48 1.38 2.49 6.32 

        

Dimensional Real Estate Securities I -3.22 8.38 8.38 13.63 11.81 4.81 10.27 

Dimensional International Real Estate Sec I -8.70 3.08 3.08 3.35 8.53 N/A -0.29 

        

Dimensional One-Year Fixed-Income I 0.03 0.84 0.84 0.47 0.54 1.54 4.73 

Dimensional Five-Year Global Fixed-Income I -1.68 1.79 1.79 2.04 2.09 3.36 5.37 

Dimensional Two-Year Global Fixed-Income I -0.06 0.95 0.95 0.55 0.63 1.70 3.19 

Dimensional Short Term Municipal Bond I -0.94 0.05 0.05 0.59 0.59 1.65 1.75 

Dimensional CA Short-Term Municipal Bond I -0.95 0.07 0.07 0.63 0.70 N/A 1.73 

Dimensional Inflation-Protected Securities I -2.98 4.67 4.67 2.24 0.82 4.55 4.36 

Dimensional Investment Grade I -3.32 2.57 2.57 3.45 2.52 N/A 3.57 

Dimensional Short-Term Extended Quality I -1.08 2.06 2.06 1.63 1.78 N/A 3.14 

Dimensional Short-Duration Real Return Instl 0.10 3.63 3.63 1.03 N/A N/A 0.75 

        

Dow Jones U.S. Total Stock Market TR USD 4.14 12.62 12.62 8.36 14.59 7.18 10.06 

Russell 2000 TR USD 8.83 21.31 21.31 6.74 14.46 7.07 11.65 

MSCI EAFE GR USD -0.68 1.51 1.51 -1.15 7.02 1.22 9.28 

MSCI EM GR USD -4.08 11.60 11.60 -2.19 1.64 2.17 10.54 

Citi U.S. Broad Investment Grade Bond Index 1-3 Years -0.39 1.27 1.27 1.02 0.98 2.59 6.43 

THIS PAGE FOR USE WITH EXISTING PORTFOLIO ADVISORY SERVICES CLIENTS ONLY. 
Returns obtained from Dimensional and Interactive Data-Financial Times. Numbers are rounded to the nearest one hundredth of a percent. 
Because each client’s portfolio is customized and includes multiple funds, the returns within an individual portfolio will generally differ from 
the returns of the actual Dimensional funds listed above. The performance information for the equity indices/measures shown above 
includes the reinvestment of dividends. It does not reflect the actual cost of investing in the instruments that comprise each index. It is not 
possible to invest directly in an index. The investment return of all funds listed will fluctuate and the returns and the principal value of an 
investment in stock and bond funds will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than the original 
cost. The total returns shown above do not take into account the effects of income taxes on an individual’s investment. In most cases, taxes 
may reduce your actual investment returns on income or gains paid by the fund or any gains you may realize if you sell your shares. 
Because of ongoing market volatility, the funds’ current performance may be better or worse than the results shown above. Total returns 
include changes in share price and reinvestment of dividends and capital gains distributions. The returns for the Dimensional Funds do not 
reflect the fees charged by the Portfolio Advisory Services program, which would have the effect of lowering the returns of investors in 
accounts in the program. Past performance does not guarantee future results. 

© 2017 Cetera Investment Advisers LLC. All rights reserved. 
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Nothing in this newsletter should be construed as constituting a solicitation or investment advice to buy or sell any security or investment, including 
those cited. The contents have not been prepared with regard to the specific investment objectives, financial situation or particular needs of any 
individual or account. Investments involve risk including but not limited to the loss of principal. Individuals should consult with their financial advisers 
for guidance and advice specific to their particular circumstances. The views expressed are not individualized investment advice or intended to predict 
or depict the any specific investment. 

The views expressed in this article represent the opinions of Cetera Investment Advisers LLC and Cetera Financial Group and are based upon 
market, economic, political and other conditions at the time of publication and are subject to change at any time without notice. All information and 
data presented in this report were obtained from reliable sources, but their accuracy cannot be guaranteed. Any statements of future expectations, 
estimates and other forward-looking statements are based on available information and the firm’s view as of the time of these statements. 
Accordingly, such statements are inherently speculative, as they are based on assumptions that may involve known and unknown risks and 
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such statements. Forecasts cannot be 
guaranteed nor should past results be taken as an indicator of future performance. 

Diversification and strategic asset allocation do not guarantee a profit or protect against a loss in declining markets. Past performance is not a 
guarantee of future results. Current performance may be lower or higher than the performance data quoted. The investment return and principal value 
of an investment will fluctuate, so that an investor’s shares, when redeemed, may be worth more or less than their original cost. 

Any index performance shown is for illustrative purposes only and is not intended to imply the potential performance of any fund or investment. Index 
performance generally includes the reinvestment of all distributions but does not assume any transaction costs, taxes, management fees or other 
expenses. You cannot invest in an index. Products that exist to replicate index performance have their own unique risks including but not limited to 
the manager’s inability to exactly match the index results. Additionally such products have expenses, which reduce their returns. 

An investor should carefully consider the investment objectives, risks, charges and expenses of any mentioned mutual fund before investing. This 
information and more complete information, including potential risks, is included in mutual fund prospectus, which can be obtained from the 
investment firm, or contacting your investment professional directly. Read prospectus carefully before investing. Investment returns will fluctuate and 
are subject to market volatility, so that an investor's shares, when redeemed or sold, may be worth more or less than their original cost. 

Cetera Financial Group indirectly owns Cetera Investment Advisers LLC, the investment manager of Portfolio Advisory Services. Affiliates 
and subsidiaries and/or officers and employees of Cetera Financial Group or Cetera Investment Advisers may from time to time acquire, 
hold or sell a position in any securities mentioned herein for personal and/or client accounts. 

Russell data copyright © Russell Investment Group 1995-2016, all rights reserved. MSCI data copyright MSCI 2016, all rights reserved.  
S&P data provided by Standard & Poor’s Index Services Group. Barclays Capital data provided by Barclays Bank PLC.  

Barclays Municipal: The U.S. Municipal Bond component of the Barclays U.S. Aggregate/Bond Indices. 

Barclays U.S. Corporate High Yield: The U.S. Corporate High Yield Bond component of the Barclays U.S. Aggregate/Bond Indices. 

Barclays U.S. Aggregate Bond: Covers the U.S. dollar denominated, investment-grade, fixed-rate, taxable bond market of SEC registered 
securities. The index includes bonds from the Treasury, Government-Related, Corporate, MBS (agency fixed-rate and hybrid ARM pass-throughs), 
ABS, and CMBS sectors. 

Barclays U.S. Government Index: The U.S. Government component of the Barclays U.S. Aggregate/Bond Indices. 

MSCI EAFE (Europe, Australasia, Far East): A free float-adjusted market-capitalization index that is designed to measure developed market equity 
performance, excluding the U.S. and Canada. The MSCI EAFE Index currently consists of 21 developed-market country indices. 

MSCI Emerging Markets: A free float-adjusted market capitalization index that is designed to measure equity market performance  
of emerging markets. 

Russell 1000 Growth Index: Measures the performance of those Russell 1000 Index companies (the 1,000 largest publicly traded U.S. companies, 
based on total market capitalization) with higher price-to-book ratios and higher forecasted growth values. 

Russell 1000 Value Index: Measures the performance of the large-cap-value segment of the U.S. equity universe. It includes those Russell 1000 
companies with lower price-to-book ratios and lower expected growth values. It is constructed to provide a comprehensive and unbiased barometer  
for the large-cap-value segment and is completely reconstituted annually to ensure new and growing equities are included and that the represented 
companies continue to reflect value characteristics. 

Russell 2000 Index: Market-capitalization-weighted total-return index that measures the performance of the smallest 2000 companies in the  
Russell 3000 Index, representing approximately 8% of the Russell 3000 total market capitalization. 

Russell 3000: Stock index consisting of the 3000 largest publicly listed U.S. companies, representing about 98% of the total capitalization of the 
entire U.S. stock market. 

S&P 500: A market-capitalization-weighted index of 500 widely held stocks that is often used as a proxy for the U.S. stock market. Standard and 
Poor's chooses the member companies for the 500 based on market size, liquidity and industry group representation.  

S&P Goldman Sachs Commodity Index: The S&P GSCI® is a composite index of commodity sector returns representing an unleveraged, long-only 
investment in commodity futures that is broadly diversified across the spectrum of commodities.  

U.S. 10-year note: A debt obligation issued by the U.S. Treasury that has a maturity of 10 years. 

U.S. GDP (Gross Domestic Product) Growth Rate: An aggregated measure of changes in value of the goods and services produced by the U.S. 
economy. It is calculated in real terms or inflation-adjusted terms to net out the effect of changes on the price of produced goods and services. 

Cetera Investment Advisers LLC 

200 N. Martingale Road 

Schaumburg, IL 60173 

Phone: 877.744.2238  

Fax: 847.330.7912 


