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With the economy starting to recover from the COVID-19 pandemic and investor
concerns turning increasingly toward inflation, Dimensional Founder David Booth talked
with Nobel laureate Eugene Fama about inflation and how investors should think about it
in their portfolios. Excerpts from their conversation have been edited for clarity.
ON PREDICTING INFLATION
David Booth: Gene, you are a founding Director of Dimensional and have been involved
in our research and corporate governance for more than 40 years. People may not know
that you’ve also done a lot of research on inflation and interest rates.
We always tell people, “We don’t try to forecast. We try to be prepared for various
outcomes.” Inflation is one of those things you want to be prepared for. There’s a pickup
in inflation risk that wasn’t there, say, 10 years ago. Does that cause you to worry?
Eugene Fama: Historically what’s happened is, when there’s a spike, the spike persists
for a long time. Inflation tends to be highly persistent once you get it. Once it goes
down, it tends to be highly persistent on the downside. You’ve got to be prepared for
that. Predicting next month’s inflation may not be very hard because this month’s inflation
can be a pretty good predictor of next month’s inflation, or next quarter’s inflation, or
even the next six months’ inflation. Persistence is a characteristic of inflation.
We haven’t been in a period of high inflation, or even moderate inflation, for at least 10
years, so I’m not particularly concerned that inflation will be high soon.
ON HOW INVESTORS SHOULD THINK ABOUT INFLATION AND THEIR
FINANCIAL GOALS
Booth: Conditions change, so is there anything about the current environment and the
risk of inflation heating up that would cause you to change your portfolio?
Fama: I don’t think anybody predicts the market very well. Market timing is risky in the
sense that you’ve always emphasized: You may be out of the stock market at precisely
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the time when it generates its biggest returns. The nature of the stock market is you get
a lot of the return in very short periods of time. So, you basically don’t want to be out for
short periods of time, where you may actually be missing a good part of the return.
I think you take a long-term perspective. You decide how much risk you’re willing to take,
and then you choose a mix of bonds, stocks, Treasury Inflation-Protected Securities, and
whatever else satisfies your long-term goals. And you forget about the short term. Maybe
you rebalance occasionally because the weights can get out of whack, but you don’t try
to time the market in any way, shape, or form. It’s a losing proposition.
Booth: As you get to the point in life where you actually need to use your portfolio, does
that change the kinds of allocations you’d want?
Fama: The classic answer to that was, yes, you’d shift more toward short-term hedges,
short-term bonds. Once you had enough accumulated wealth that you thought you
could make it through retirement, you’d want to hedge away any uncertainty that might
disturb that. That’s a matter of taste and your willingness to take risk and your plans for
the people you will leave behind, like your charities or your kids. All of that will influence
how you make that decision. But the typical person who thinks they’ll spend all their
money before they die probably wants to move into less risky stuff as they approach
retirement.
Booth: The notion of risk is pretty fuzzy. For example, if I decide that I want to hold
Treasury bills or CDs when I retire, and you did that 40 years ago, when we started the
firm, and you’ve got that 15% coupon, that’s pretty exciting. With $1 million at 15%,
you’re getting $150,000 a year. Today you might get less than 1%.
Fama: Right, but I remember when inflation was running at about 15%, so not much
better off!
Booth: Those are different kinds of risks.
Fama: When you approach retirement, you’re basically concerned about what your real
wealth will look like over the period of your retirement, and you have some incentives to
hedge against that. You face the possibility, for example, that if you invest in stocks, you
have a higher expected return, but you may lose 30% in a year and that might be
devastating for your long-term consumption.
Booth: I think part of planning is not only your investment portfolio, but what to do if you
experience unexpected events of any kind. We’re kind of back to where we start our
usual conversation: “Control what you can control.” You can’t control markets. What you
can do is prepare yourself for what you’ll do in case bad events happen. Inflation is just
one of many risk factors long-term investors need to be prepared for.

Eugene Fama is a member of the Board of Directors of the general partner of, and provides consulting services to, Dimensional Fund Advisors
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The information in this document is provided in good faith without any warranty and is intended for the recipient’s background information
only. It does not constitute investment advice, recommendation, or an offer of any services or products for sale and is not intended to provide
a sufficient basis on which to make an investment decision. It is the responsibility of any persons wishing to make a purchase to inform
themselves of and observe all applicable laws and regulations. Unauthorized copying, reproducing, duplicating, or transmitting of this
document are strictly prohibited. Dimensional accepts no responsibility for loss arising from the use of the information contained herein.
“Dimensional” refers to the Dimensional separate but affiliated entities generally, rather than to one particular entity. These entities are
Dimensional Fund Advisors LP, Dimensional Fund Advisors Ltd., Dimensional Ireland Limited, DFA Australia Limited, Dimensional Fund
Advisors Canada ULC, Dimensional Fund Advisors Pte. Ltd., Dimensional Japan Ltd., and Dimensional Hong Kong Limited. Dimensional Hong
Kong Limited is licensed by the Securities and Futures Commission to conduct Type 1 (dealing in securities) regulated activities only and
does not provide asset management services.
UNITED STATES: Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.
CANADA:
These materials have been prepared by Dimensional Fund Advisors Canada ULC. It is provided for educational purposes only, should not be
construed as investment advice or an offer of any security for sale and does not represent a recommendation of any particular security,
strategy or investment product. Commissions, trailing commissions, management fees, and expenses all may be associated with mutual
fund investments. Unless otherwise noted, any indicated total rates of return reflect the historical annual compounded total returns,
including changes in share or unit value and reinvestment of all dividends or other distributions, and do not take into account sales,
redemption, distribution, or optional charges or income taxes payable by any security holder that would have reduced returns. Please read
the prospectus before investing. Mutual funds are not guaranteed, their values change frequently, and past performance may not be
repeated.

AUSTRALIA and NEW ZEALAND: This material is issued by DFA Australia Limited (AFS License No. 238093, ABN 46 065 937 671). This material
is provided for information only. No account has been taken of the objectives, financial situation or needs of any particular person.
Accordingly, to the extent this material constitutes general financial product advice, investors should, before acting on the advice, consider
the appropriateness of the advice, having regard to the investor’s objectives, financial situation and needs. Any opinions expressed in this
material reflect our judgement at the date of publication and are subject to change.
WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED OR DIMENSIONAL FUND ADVISORS LTD.
Neither Dimensional Ireland Limited (DIL) nor Dimensional Fund Advisors Ltd. (DFAL), as applicable (each an “Issuing Entity,” as the context
requires), give financial advice. You are responsible for deciding whether an investment is suitable for your personal circumstances, and we
recommend that a financial adviser helps you with that decision.
NOTICE TO INVESTORS IN SWITZERLAND: This is an advertising document.
WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED
Issued by Dimensional Ireland Limited (DIL), with registered office 10 Earlsfort Terrace, Dublin 2, D02 T380, Ireland. DIL is regulated by the
Central Bank of Ireland (Registration No. C185067). Information and opinions presented in this material have been obtained or derived from
sources believed by DIL to be reliable, and DIL has reasonable grounds to believe that all factual information herein is true as at the date of
this document.
DIL issues information and materials in English and may also issue information and materials in certain other languages. The recipient’s
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continued acceptance of information and materials from DIL will constitute the recipient’s consent to be provided with such information and
materials, where relevant, in more than one language.
WHERE ISSUED BY DIMENSIONAL FUND ADVISORS LTD.
Issued by Dimensional Fund Advisors Ltd. (DFAL), 20 Triton Street, Regent’s Place, London, NW1 3BF. DFAL is authorised and regulated by the
Financial Conduct Authority (FCA). Information and opinions presented in this material have been obtained or derived from sources believed
by DFAL to be reliable, and DFAL has reasonable grounds to believe that all factual information herein is true as at the date of this document.
DFAL issues information and materials in English and may also issue information and materials in certain other languages. The recipient’s
continued acceptance of information and materials from DFAL will constitute the recipient’s consent to be provided with such information
and materials, where relevant, in more than one language.
RISKS

Investments involve risks. The investment return and principal value of an investment may fluctuate so that an
investor’s shares, when redeemed, may be worth more or less than their original value. Past performance is not a
guarantee of future results. There is no guarantee strategies will be successful.
JAPAN
Provided for institutional investors only. This document is deemed to be issued by Dimensional Japan Ltd., which is regulated by the
Financial Services Agency of Japan and is registered as a Financial Instruments Firm conducting Investment Management Business and
Investment Advisory and Agency Business. This material is solely for informational purposes only and shall not constitute an offer to sell or
the solicitation to buy securities or enter into investment advisory contracts. The material in this article and any content contained herein may
not be reproduced, copied, modified, transferred, disclosed, or used in any way not expressly permitted by Dimensional Japan Ltd. in writing.
All expressions of opinion are subject to change without notice.
Dimensional Japan Ltd.
Director of Kanto Local Finance Bureau (FIBO) No. 2683
Membership: Japan Investment Advisers Association
FOR PROFESSIONAL INVESTORS IN HONG KONG.
This material is deemed to be issued by Dimensional Hong Kong Limited (CE No. BJE760) (“Dimensional Hong Kong”), which is licensed by
the Securities and Futures Commission to conduct Type 1 (dealing in securities) regulated activities only and does not provide asset
management services.
This material should only be provided to “professional investors” (as defined in the Securities and Futures Ordinance [Chapter 571 of the
Laws of Hong Kong] and its subsidiary legislation) and is not for use with the public. This material is not directed to any person in any
jurisdiction where (by reason of that person’s nationality, residence, or otherwise) the publication or availability of this material are
prohibited or which would subject Dimensional Hong Kong (including its affiliates) or any of Dimensional Hong Kong’s products or services
to any registration, licensing, or other such legal requirements within such jurisdiction or country. When provided to prospective investors,
this material forms part of, and must be provided together with, applicable fund offering materials. This material must not be provided to
prospective investors on a standalone basis. Before acting on any information in this material, you should consider whether it is suitable for
your particular circumstances and, if appropriate, seek professional advice.
Unauthorized copying, reproducing, duplicating, or transmitting of this material are prohibited. This material and the distribution of this
material are not intended to constitute and do not constitute an offer or an invitation to offer to the Hong Kong public to acquire, dispose of,
subscribe for, or underwrite any securities, structured products, or related financial products or instruments nor investment advice thereto.

5

Dimensional Fund Advisors
Please see the end of this document for important disclosures.

Any opinions and views expressed herein are subject to change. Neither Dimensional Hong Kong nor its affiliates shall be responsible or
held responsible for any content prepared by financial advisors. Financial advisors in Hong Kong shall not actively market the services of
Dimensional Hong Kong or its affiliates to the Hong Kong public.
SINGAPORE
This material is deemed to be issued by Dimensional Fund Advisors Pte. Ltd., which is regulated by the Monetary Authority of Singapore and
holds a capital markets services license for fund management.
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