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The Power  
of Questions
Asking the right questions about your 
investments can save you money.

L ooking back, I can say 
that probably the biggest 
investing mistake of my 

life happened because I didn’t 
ask the right questions. I was 
young—just out of college—
and considered myself pretty 
knowledgeable. I invested 
$2,000 in a mutual fund and 
told the broker I wouldn’t pay 
any upfront commissions, which 
seemed like quite a coup.

Unfortunately, I didn’t ask if 
there were any other costs. As a 
result, I ended up invested in a 
fund with a hefty management 
fee as well as an exit charge 
that didn’t expire for five years. 
I might have saved myself 
considerable expense if I’d just 
asked the right questions. 

We all understand the power 
of questions. That’s why we ask a 
lot of them in our lives, whether 
we want to know about the 
fees involved with purchasing 
a home or the coverage of our 
health insurance. That same kind 
of engagement is at the heart of 
successful investing. 

Just asking about the costs 
associated with your investments 
can be enlightening—and 
beneficial. For example: Imagine 
two investors, each with a 
$100,000 investment portfolio. 
One of them pays annual fees 
amounting to 1%, while the other 
pays 2%. After 20 years, the first 
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“At Schwab, we 
encourage your 
questions because we 
know that investing  
is too important to be 
left to chance.”

The Power  
of Questions
Asking the right questions about your 
investments can save you money.

L ooking back, I can say 
that probably the biggest 
investing mistake of my 

life happened because I didn’t 
ask the right questions. I was 
young—just out of college—
and considered myself pretty 
knowledgeable. I invested 
$2,000 in a mutual fund and 
told the broker I wouldn’t pay 
any upfront commissions, which 
seemed like quite a coup.

Unfortunately, I didn’t ask if 
there were any other costs. As a 
result, I ended up invested in a 
fund with a hefty management 
fee as well as an exit charge 
that didn’t expire for five years. 
I might have saved myself 
considerable expense if I’d just 
asked the right questions. 

We all understand the power 
of questions. That’s why we ask a 
lot of them in our lives, whether 
we want to know about the 
fees involved with purchasing a 
home or the cost of our health 
insurance coverage. That same 
kind of engagement is at the 
heart of successful investing. 

Just asking about the costs 
associated with your investments 
can be enlightening—and 
beneficial. For example: Imagine 
two investors, each with a 
$100,000 investment portfolio. 
One of them pays annual fees 
amounting to 1%, while the other 
pays 2%. After 20 years, the first 

investor’s portfolio would be 
worth over $48,000 more, all 
other things being equal.1

Yet too few people ask 
enough questions about 
how their wealth is managed 
and invested. At Schwab, we 
encourage your questions 
because we know that 
investing is too important to 
be left to chance. 

After all, Chuck Schwab 
founded this company over 
40 years ago to help answer a 
simple question: “Isn’t there 
a better way to invest?” It’s 
the same question we still ask 
ourselves every day on your 
behalf. We encourage you to 
do the same. 

Sincerely,

Walt Bettinger
President & CEO

1Schwab Center for Financial Research. Hypothetical portfolio example assumes annualized 
return of 6% and annual fees of 1% vs. 2%. Not representative of any specific investment or 
product and takes no account of dividends, interest or taxes. 

Past performance is no indication of future results.

Examples provided are for illustrative purposes only and not intended to be reflective of 
results you can expect to achieve.
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Senior Vice President 
Schwab Center for Financial Research
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The Case  
for Muni 
Bonds
Despite a weak showing in 
2015, municipal bonds still 
offer attractive benefits.

A fter a hot streak in 2014, municipal 
bond performance cooled in 2015. 
The Barclays Municipal Bond Index 

was up less than 2% through early October 
2015, compared with a 9% rise in full-year 
2014.1 However, municipal bonds still deserve 
consideration in your portfolio, as they can 
offer valuable benefits, including tax savings 
and relatively attractive after-tax yields.

Municipal bonds are issued by state, 
city and local governments to fund daily 
operations or specific projects like roads, 
bridges or hospitals. Their primary 
attraction for investors is that the interest 
they pay is usually exempt from federal—
and often state and local—income tax. 
Simply put, an investor in the 28% federal 
income tax bracket would have to earn 28% 
more interest from a Treasury or corporate 
bond to match the benefit of investing in a 
tax-free municipal bond (assuming all these 
investments are made in a taxable account). 

Because of their tax advantages, 
municipal bonds historically have offered 
lower yields than taxable bonds. But that 
hasn’t been the case in recent years. As 
of early October, the average yield on a 
10-year muni was 2.1%, identical to the 
yield on a 10-year U.S. Treasury bond.2 
The muni bond’s tax exemption can give it 
an advantage, even if both bonds offer the 
same yield.

What’s the downside? For one, there 
have been a number of high-profile muni 
defaults recently. Puerto Rico defaulted 
on some of its debt in August 2015, for 

instance, while Detroit began skipping bond 
payments prior to its 2013 bankruptcy filing. 
Defaults on municipal bonds historically 
have occurred far less frequently than 
defaults on similarly rated corporate 
bonds,3 but investors should be aware that a 
meaningful risk exists.  

Rising interest rates also could have a 
negative impact, though this may be true  
for most bonds, not just munis. Bond  
prices move inversely to changes in interest 
rates, so a rise in rates could be negative  
for muni bond prices. 

Nevertheless, muni bonds can be an 
attractive alternative to Treasuries and 
corporate debt for investors seeking to 
maximize after-tax yield. To reduce the 
already low historical risk of default, 
consider sticking with highly rated bonds 
(A-rated or higher) or choosing active 
management via mutual funds or other 
investment options. -

NEXT STEPS
We can help you 
determine whether 
muni bonds make 
sense as part of your 
investing strategy. 
Call 866-893-6699 
to speak with a 
Schwab Fixed Income 
Specialist.

1Barclays. The Barclays Municipal Bond 
Index year-to-date return was 1.88% as of 
10/7/2015.
²Bloomberg, U.S. Department of the 
Treasury. Data as of 10/7/2015.
³Moody’s Investors Service, “U.S.  
Municipal Bond Defaults and Recoveries, 
1970–2014,” 7/24/2015. Default rates only  
include bonds rated by Moody’s.

See page 42 for important 
information.
Past performance is no guarantee of  
future results.

(1115-A69Z)

Crunching 
Commodities
Not all sectors suffer when 
commodity prices plunge.

T he precipitous decline in commodity 
prices has taken its toll on profits and 
investments for some U.S. companies. 

The Bloomberg Commodity Index, which 
tracks a basket of 22 raw materials ranging 
from oil and aluminum to copper and corn, 
fell to its lowest level in 16 years in late 
August 2015 amid concern that slowing 
growth in key markets such as China could 
curb demand and intensify supply gluts.  

But not all sectors that deal in 
commodities feel the same pain—and some 
might not feel much pain at all. There are a 
lot of commodities out there, not all of them 
relevant to every sector, and the effect of 
falling prices isn’t uniform. 

Investors who trade on “conventional 
wisdom” when commodity prices tumble may 
end up exacerbating losses or missing good 
buying opportunities, says Brad Sorensen, 
Director of Market and Sector Analysis at 
the Schwab Center for Financial Research. 
“It’s more important for investors to look into 
what’s causing the drop in commodity prices 
and what it may mean for their investments.” 

“Investors should focus on the supply/
demand picture for longer-term movements 
and investment decisions,” he says. “Signs 
of stabilizing commodity prices can create 
opportunities to add exposure to beaten-
down industries.” 

Brad points to energy and mining 
stocks, both of which have been hit hard by 
plummeting oil and metals prices. Evidence 
is starting to surface that supplies, especially 
of crude oil, are becoming better aligned with 
demand. While Brad says he doesn’t expect a 
“V-shaped” rebound for either sector, firmer 
prices could create buying opportunities. 

dOI_Sp16_04-05_08-09_BottomLine_V6.indd   4 1/13/16   10:27 AM
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Barclays. The Barclays Municipal Bond 
Index year-to-date return was 1.88% as of 
10/7/2015.
²Bloomberg, U.S. Department of the 
Treasury. Data as of 10/7/2015.
³Moody’s Investors Service, “U.S.  
Municipal Bond Defaults and Recoveries, 
1970–2014,” 7/24/2015. Default rates only  
include bonds rated by Moody’s.

Crunching 
Commodities
Not all sectors suffer when 
commodity prices plunge.

T he precipitous decline in commodity 
prices has taken its toll on profits and 
investments for some U.S. companies. 

The Bloomberg Commodity Index, which 
tracks a basket of 22 raw materials ranging 
from oil and aluminum to copper and corn, 
fell to its lowest level in 16 years in late 
August 2015 amid concern that slowing 
growth in key markets such as China could 
curb demand and intensify supply gluts.1 

But not all sectors that deal in 
commodities feel the same pain—and some 
might not feel much pain at all. There are a 
lot of commodities out there, not all of them 
relevant to every sector, and the effect of 
falling prices isn’t uniform. 

Investors who trade on “conventional 
wisdom” when commodity prices tumble may 
end up exacerbating losses or missing good 
buying opportunities, says Brad Sorensen, 
Director of Market and Sector Analysis at 
the Schwab Center for Financial Research. 
“It’s more important for investors to look into 
what’s causing the drop in commodity prices 
and what it may mean for their investments.” 

“Investors should focus on the supply/
demand picture for longer-term movements 
and investment decisions,” he says. “Signs 
of stabilizing commodity prices can create 
opportunities to add exposure to beaten-
down industries.” 

Brad points to energy and mining 
stocks, both of which have been hit hard by 
plummeting oil and metals prices. Evidence 
is starting to surface that supplies, especially 
of crude oil, are becoming better aligned with 
demand. While Brad says he doesn’t expect a 
“V-shaped” rebound for either sector, firmer 
prices could create buying opportunities. 

1Ranjeetha Pakiam and Rakteem Katakey, “Commodities Slump to 16-Year Low on Mining, Oil Stocks,” 
Bloomberg News, 8/23/2015.

See page 42 for important information.
The Schwab Center for Financial Research is a division of Charles Schwab & Co., Inc.

(1115-A67K)

At the same time, persistently low 
commodity prices could help other sectors. 
For example, consumer staples companies 
may benefit when the costs of raw materials 
fall. And though you might not expect it, 
technology can also benefit from cheaper 
commodities. “Some companies in the 
energy and agriculture sectors have ramped 
up their technology investments in order to 
keep producing at lower cost,” Brad says. -

LEARN MORE 
Read Brad’s biweekly 
sector outlook 
at schwab.com/
OIsectors.

dOI_Sp16_04-05_08-09_BottomLine_V6.indd   5 1/11/16   9:19 AM



Don’t fear  
the fear index
T he Chicago Board Options Exchange’s 

Volatility Index® (VIX®) is a popular way of 
tracking investors’ expectations of future 

moves in the stock market. Because the VIX can 
surge when the market becomes more volatile, 
many refer to it as the “fear index.” But is it 
worth worrying when the VIX jumps?

What is 
the VIX?
The VIX provides an estimate  
of how much the market may 
move over the next 30 days, 
based on a basket of S&P 
500® Index stock options. 

Usually, a normal amount 
of volatility is expected, but 
sometimes the VIX moves 
sharply. And though it’s 
sophisticated, the VIX isn’t 
a crystal ball. Some say it’s 
more a reflection of current 
market sentiment.

2250

What happens after the VIX spikes?

S&
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Initial VIX spike 
above 40

The VIX 
experienced 
an initial spike 
above 40 on two 
separate occasions 
in 2003. Those 
periods overlap. 

-3%
-15%

+37%

The VIX experienced seven major surges between 1993 and 2014. Was this a bad sign for markets?  
Usually, no. Five out of those seven times, the S&P 500 ended up rising over the next 12 months.   

The bars 
represent the 
S&P 500 return 
12 months after 
the initial spike.

Source: Schwab Center for Financial Research and Bloomberg. Data from 1/19/1993 (date VIX was launched) to 12/31/2014.

+20%
+22%
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All market data shown above are for illustrative purposes only and are 
not a recommendation, offer to sell, or a solicitation of an offer to buy 
any security. Supporting documentation for any claims or statistical 
information is available upon request.

Data contained herein from third-party providers are obtained from 
what are considered reliable sources. However, accuracy, completeness 
or reliability cannot be guaranteed.

Past performance is no guarantee of future results.
The CBOE Volatility Index (VIX) is a key measure of market expectations 
of near-term volatility conveyed by S&P 500 stock index option prices. 

The S&P 500 Index is a market-capitalization weighted index that 
consists of 500 widely traded stocks chosen for market size, liquidity 
and industry group representation.

Indexes are unmanaged, do not incur management fees, costs or 
expenses, and cannot be invested in directly.

©2016 Charles Schwab & Co., Inc. All rights reserved. Member SIPC.

(1215-B1A7)

Focus on the 
long term 

Market volatility is a part of 
investing. It usually pays to 
focus on the long term and 

ignore the short-term bumps in the 
road. But if you are worried about 
volatility and its impact on your portfolio, 
talk to Schwab about strategies to help 
you weather the shocks.

The VIX provides an estimate  
of how much the market may 
move over the next 30 days, 
based on a basket of S&P 
500

Long-term average: 

19.96

VIX CLOSING RANGES, 1993—2015*

All-time closing high: 

80.06

3,361DAYS 2,179 DAYS 168DAYS

20 OR BELOW indicates normal  
or subdued market volatility

ABOVE 40 signals extremely 
volatile conditions

20 TO 40 implies 
heightened volatility

*2015 data as of 9/16/2015.

Source: Schwab Center for Financial Research, with data from Chicago Board Options 
Exchange (CBOE®).

What happens after the VIX spikes?

2010

+20%

-3%

LET’S TALK
Call us at  
888-484-5340 
to discuss  
how volatility 
might affect  
your portfolio.

+25%

12/31/14

The VIX experienced seven major surges between 1993 and 2014. Was this a bad sign for markets?  
Usually, no. Five out of those seven times, the S&P 500 ended up rising over the next 12 months.   
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Navigating  
the Yield Curve
What does the shape of the curve reveal?

I nvestors and economists often refer to 
the yield curve when making forecasts 
about the direction of the economy. What 

exactly do they mean?
The yield curve basically is a snapshot of 

the yields, or expected rates of return, on a 
collection of bonds of different maturities. 
The “curve” is the line you could plot 
connecting those yields. 

In a normal yield curve, shorter-maturity 
bonds offer lower yields, while longer-
maturity bonds offer higher yields. This is 
because investors typically require extra 
returns in exchange for locking their money 
up over longer periods—the longer the 
investment, the higher the risk and, therefore, 
the higher the expected return. Drawing a line 
between the different yields in a normal yield 

curve would result in a rising slope as you 
move from the short to the long maturities. 

The shape of the curve can change as 
yields fluctuate in response to shifting 
economic conditions. For example, if the 
economy is growing strongly, investors 
might grow concerned about inflation 
picking up in the future. Because inflation 
eats away at the value of investment returns, 
investors might start to avoid longer-term 
bonds. That decreased demand could cause 
yields on longer-term bonds to rise (prices 
and yields move in opposite directions). As 
a result, the yield curve would steepen. 

If inflation does start to pick up, the 
Federal Reserve could raise interest rates 
to bring prices back under control. As 
concerns about inflation fade, the yield 
curve would flatten.

If the Fed pushes interest rates up to 
the point where they start to choke off 
economic growth, investors might start to 
worry about a recession. If they expect the 
Fed to start cutting interest rates to get the 
economy moving again, investors could 
abandon shorter-maturity bonds in favor 
of longer-maturity ones in a bid to lock in a 
higher rate before the cuts start. That extra 
demand for longer-term bonds would cause 
their yields to fall.

When long-term yields fall below shorter-
term ones, the yield curve is said to be 
“inverted.” Some market observers see an 
inverted yield curve as a sign of investor 
pessimism about the economy. In fact,  
every recession in the last 50 years has been 
preceded by an inverted yield curve.

Kathy Jones, Senior Vice President,  
Chief Fixed Income Strategist at the Schwab 
Center for Financial Research, says that the 
yield curve has been flattening—consistent  
with market expectations for tame inflation  
and moderate growth in 2016. -

See page 42 for important information.
The Schwab Center for Financial Research is a division of 
Charles Schwab & Co., Inc.

(1115-A7SU)

CALL US
For help with 

your bond 
investments, call 

866-893-6699 
to speak with a 
Schwab Fixed 

Income Specialist.

Anchors Away
Don’t cling to arbitrary  
price points.

Imagine it’s the mid-1990s and an investor  
pays $100 per share to invest in a maker of 
phone pagers. The price is a historical high,  

but the buyer believes this is a solid investment  
in a useful technology. Then mobile phones take 
off and the internet bubble bursts, rocking the 
stock market. Demand for pagers shrivels and  
the share price drops to $35. 

But the investor refuses to sell. In his mind,  
the stock is still “worth” around $100. Given  
the dramatic change in the competitive landscape, 
that price is no longer a relevant benchmark.  
So why stick to it? 

This is an example of a psychological 
phenomenon known as “anchoring bias,” and  
it can have a big impact on your investments. 
Here’s how it works: 

When people need to estimate the fair value 
of something, they usually start with some initial 
figure. Then, as they gather additional information 
that might affect their assessment of the value, 
they  adjust their estimate appropriately. The 
trouble is that many people stay anchored to an 
earlier estimate that may no longer be relevant.

Current yield curve versus one-year 
forward curve

3.0%
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Current yield curve (12/01/15) 1-year forward yield curve

Source: Bloomberg and the Schwab Center for Financial Research. Forward curve analysis as of 12/01/15.

Maturity (years)
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curve would result in a rising slope as you 
move from the short to the long maturities. 

The shape of the curve can change as 
yields fluctuate in response to shifting 
economic conditions. For example, if the 
economy is growing strongly, investors 
might grow concerned about inflation 
picking up in the future. Because inflation 
eats away at the value of investment returns, 
investors might start to avoid longer-term 
bonds. That decreased demand could cause 
yields on longer-term bonds to rise (prices 
and yields move in opposite directions). As 
a result, the yield curve would steepen. 

If inflation does start to pick up, the 
Federal Reserve could raise interest rates 
to bring prices back under control. As 
concerns about inflation fade, the yield 
curve would flatten.

If the Fed pushes interest rates up to 
the point where they start to choke off 
economic growth, investors might start to 
worry about a recession. If they expect the 
Fed to start cutting interest rates to get the 
economy moving again, investors could 
abandon shorter-maturity bonds in favor 
of longer-maturity ones in a bid to lock in a 
higher rate before the cuts start. That extra 
demand for longer-term bonds would cause 
their yields to fall.

When long-term yields fall below shorter-
term ones, the yield curve is said to be 
“inverted.” Some market observers see an 
inverted yield curve as a sign of investor 
pessimism about the economy. In fact,  
every recession in the last 50 years has been 
preceded by an inverted yield curve.

Kathy Jones, Senior Vice President,  
Chief Fixed Income Strategist at the Schwab 
Center for Financial Research, says that the 
yield curve has been flattening—consistent  
with market expectations for tame inflation  

Anchors Away
Don’t cling to arbitrary  
price points.

Imagine it’s the mid-1990s and an investor  
pays $100 per share to invest in a maker of 
phone pagers. The price is a historical high,  

but the buyer believes this is a solid investment  
in a useful technology. Then mobile phones take 
off and the internet bubble bursts, rocking the 
stock market. Demand for pagers shrivels and  
the share price drops to $35. 

But the investor refuses to sell. In his mind,  
the stock is still “worth” around $100. Given  
the dramatic change in the competitive landscape, 
that price is no longer a relevant benchmark.  
So why stick to it? 

This is an example of a psychological 
phenomenon known as “anchoring bias,” and  
it can have a big impact on your investments. 
Here’s how it works: 

When people need to estimate the fair value 
of something, they usually start with some initial 
figure. Then, as they gather additional information 
that might affect their assessment of the value, 
they should adjust their estimate appropriately. The 
trouble is that many people stay anchored to an 
earlier estimate that may no longer be relevant.

In our example, the investor holds onto  
a stock whose value has dropped because  
he’s focused on an arbitrary price level that 
doesn’t reflect the new conditions. But this 
bias isn’t limited to the downside. It can also 
occur when a stock rises unexpectedly. An 
investor who bought a stock at a historical  
low might be tempted to sell immediately  
after a slight rise. But is the historical low 
a relevant benchmark? What if the stock is 
poised for a new uptrend?

How do you fight this bias?
Ask yourself questions that may reveal an 
anchoring bias. Am I making an assessment 
based on rational, objective analysis? Am I 
clinging to an unrealistic price—whether it’s 
last year’s market levels, a previous high or the 
purchase price—which may not have anything to 
do with the stock’s future course? 

Then it’s time to dig deeper. For example, 
you could analyze the underlying company’s 
fundamentals—look at its financial statements, 
management, competitors and other factors—to 
help determine a stock’s value. You could also 
look at Schwab Equity Ratings® for a list of stocks 
that we believe will outperform or underperform 
the market during the next 12 months. 

The point is not to fixate on a single data point 
to the exclusion of all other information. -

See page 42 for 
important information.
(1115-A7RS)

NEXT STEPS 
Read more about 
other ways to keep 
your investments 
on track at 
schwab.com/ 
OIinsights.
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A friend of mine just bought her dream house. Despite the 
bigger mortgage and higher property tax bill, she and her 
husband took the leap. The thing is, though, my friend is 

not a young woman. In fact, she and her husband are on the cusp of 
retirement, staring squarely at their “golden years.”

Certainly, my friend’s decision doesn’t follow textbook financial advice. 
At a time when most people think about cutting back, she’s taking on 
more. So what exactly is going on here? Has my normally prudent 
friend taken leave of her senses? Is she headed for financial ruin? 

As I pondered this rather startling possibility, I realized that my 
friend’s situation is hardly unique. As millions of Americans head 
into their retirement years, they are faced with similar decisions. 
Spend now, or save for later? Enjoy the present, or prepare for the 
future? The answer includes a bit of both. And the correct answer 
will be different for you than for my friend, or anyone else.

Of course, you will find things to spend your money on when 
you’re retired. So the question is: How can you feel more confident 
about your spending decisions? By taking a step back and objectively 
evaluating your entire financial situation. Yes, there are many 
variables you can’t predict—your health, your longevity and future 
market conditions, to name just a few—but there are also many 
factors that can lead you to an informed decision. As you grapple 
with the “spend or save” dilemma, here are some things to consider:

Spend Confidently 
in Retirement
Tips to help your savings go the distance.    
BY CARRIE SCHWAB-POMERANTZ

“Many retirees 
find that their 

lifestyle is much 
more costly 
in the early 

part of their 
retirement … If 

you’re confident 
that you will be 
cutting back as 

you age, you 
can budget 

accordingly.”

→
to adjust for 
market conditions
The 4% withdrawal rate is 
a guideline for long-term 
planning, not an absolute. If you 
can cover most of your essential 
expenses with your fixed income 
streams, consider withdrawing 
less than 4% from your portfolio 
(or not adjusting for inflation), at 
least when the market is down. 
Conversely, if the stock market is 
doing well, you can think about 
taking out a little more.

→
that your life will 
continue to evolve
Many retirees find that their 
lifestyle is much more costly 
in the early part of their 
retirement while they’re still 
relatively young and active. If 
you’re confident that you will 
be cutting back as you age, you 
can budget accordingly. Don’t 
forget, though, that your medical 
expenses will likely increase, 
so be sure you have adequate 
insurance coverage.

→
To spend with confidence, you 
need to think carefully about 
what’s most important to you 
and where you’re willing to make 
trade-offs. If you’re married, 
discuss your priorities with your 
spouse. Hopefully, you’ll be 
able to come up with a plan that 
satisfies you both.

→ Review your 
investments
While you’re looking at your 
portfolio, make sure you’re 
invested appropriately for this 
time in your life. As you move 

→ Start with an  
overview of what you 
have to spend
As you approach retirement, 
calculate how much you’ll be able 
to spend each year from all your 
predictable income sources, such 
as a pension, real estate income 
or Social Security benefits.

It’s a rare retiree whose 
income from such sources is 
sufficient, so next look to your 
portfolio and calculate how 
much you’ll need to withdraw 
to cover anything predictable 
income sources won’t. The 
standard recommendation is 
to withdraw no more than 4% 
in the first year of retirement 
(with adjustments for inflation 
thereafter) if you want your 
money to last for 30 years or so. 
In other words, if you’ve saved 
$1 million, you could withdraw 
$40,000 in the first year from 
your portfolio. However, if you 
expect your retirement to last 
more than 30 years, you could 
reduce your withdrawals (and 
conversely, if you anticipate a 
shorter retirement, you could 
reasonably withdraw more).

Once you’ve completed these two 
steps, add up your numbers. The 
sum represents the best prediction 
of your retirement income.

→ Next, look at  
your expenses
Now look at the spending side of 
your equation. Starting with the 
essentials, add up your costs for 
housing, insurance premiums, 
health care and basic living 
expenses like food and utilities. 
Once you have that number, 
you’ll have a much clearer sense 
of how much will be left over for 
the nice-to-haves. 
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that she and her husband had 
followed all of these steps  
to a T. Yes, their mortgage 
takes a bigger chunk of their 
resources every month. And 
yes, they plan to cut back on 
other expenses to compensate. 
But the beauty is that it’s all 
part of their overall plan—
which includes living life to  
its fullest. -

Carrie Schwab-Pomerantz, 
CFP ®, is President of Charles 
Schwab Foundation and Senior 
Vice President of Schwab 
Community Services at Charles 
Schwab & Co., Inc. 

→ Be prepared  
to adjust for  
market conditions
The 4% withdrawal rate is 
a guideline for long-term 
planning, not an absolute. If you 
can cover most of your essential 
expenses with your fixed income 
streams, consider withdrawing 
less than 4% from your portfolio 
(or not adjusting for inflation), at 
least when the market is down. 
Conversely, if the stock market is 
doing well, you can think about 
taking out a little more.

→ Appreciate  
that your life will  
continue to evolve
Many retirees find that their 
lifestyle is much more costly 
in the early part of their 
retirement while they’re still 
relatively young and active. If 
you’re confident that you will 
be cutting back as you age, you 
can budget accordingly. Don’t 
forget, though, that your medical 
expenses will likely increase, 
so be sure you have adequate 
insurance coverage.

→ Evaluate your priorities
To spend with confidence, you 
need to think carefully about 
what’s most important to you 
and where you’re willing to make 
trade-offs. If you’re married, 
discuss your priorities with your 
spouse. Hopefully, you’ll be 
able to come up with a plan that 
satisfies you both.

→ Review your 
investments
While you’re looking at your 
portfolio, make sure you’re 
invested appropriately for this 
time in your life. As you move 

NEXT STEPS
Need help 
structuring your 
portfolio for income? 
Schwab’s portfolio 
management 
services offer 
ongoing investment 
advice and a wide 
range of investing 
strategies. Call 
888-484-5340 or 
visit schwab.com/
OIportfolio
management to 
learn more.

See page 42 for important 
information.
(1115-A6BT)

As you approach retirement, 
calculate how much you’ll be able 
to spend each year from all your 
predictable income sources, such 
as a pension, real estate income 
or Social Security benefits.

It’s a rare retiree whose 
income from such sources is 
sufficient, so next look to your 
portfolio and calculate how 
much you’ll need to withdraw 
to cover anything predictable 
income sources won’t. The 
standard recommendation is 
to withdraw no more than 4% 
in the first year of retirement 
(with adjustments for inflation 
thereafter) if you want your 
money to last for 30 years or so. 
In other words, if you’ve saved 
$1 million, you could withdraw 
$40,000 in the first year from 
your portfolio. However, if you 
expect your retirement to last 
more than 30 years, you could 
reduce your withdrawals (and 
conversely, if you anticipate a 
shorter retirement, you could 
reasonably withdraw more).

Once you’ve completed these two 
steps, add up your numbers. The 
sum represents the best prediction 
of your retirement income.

Now look at the spending side of 
your equation. Starting with the 
essentials, add up your costs for 
housing, insurance premiums, 
health care and basic living 
expenses like food and utilities. 
Once you have that number, 
you’ll have a much clearer sense 
of how much will be left over for 
the nice-to-haves. 

into your 60s and 70s, it’s 
generally wise to begin taking 
a more conservative approach. 
That said, in addition to 
your income-producing 
investments, it’s important 
to own some stocks. If you 
want your portfolio to last 
for decades, it still needs to 
have the opportunity for 
growth. Just as an example, 
Schwab recommends that 
people in their 70s who want 
a moderately conservative 
allocation should consider a 
portfolio that consists of 40% 
stocks, 50% fixed income and 
10% cash.

So where does all this  
leave my friend with the new 
house? I’m pleased to report 
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PERSPECTIVES: INTERNATIONAL INVESTING

A World  
of Ideas
Using themes to guide your 
global investments can help 
you transcend geography.
BY JEFFREY KLEINTOP

of big global companies tend to behave more like 
stocks in the same sector—no matter where they’re 
located—than they do stocks that just happen to 
be in the same country. Think of it as an effect of 
globalization: The biggest companies now compete 
in many of the same markets across the world, 
so their performance doesn’t hang so heavily on 
conditions in their home markets.

Another issue is that some international 
markets are dominated by particular sectors or 
companies. For example, there have been times 
when financial companies have accounted for 
almost half of the market capitalization on China’s 
stock market. Similarly, health care stocks often 
account for roughly a third of the market cap of 
Switzerland’s stock market. Investing in mutual 
funds or exchange-traded funds (ETFs) focused 
on either of those countries could leave you 
heavily concentrated in those sectors.

Of course, investing in a market with a high 
concentration in a specific sector isn’t inherently 
bad, provided you want such exposure. Just be 
aware of what’s in your funds. 

Focus on themes
The main benefit of investing according to a 
theme or idea is that you break free of the limits of 
geography and think globally. The world economy 
is in constant flux, and trying to predict the next hot 
region or country misses the point that growth may 
be becoming more globally diversified. Here are a few 
examples of investing ideas that stretch across borders.

The middle class is going global. By 2030, 93% 
of the global middle class will be from emerging 
markets, according to World Bank estimates. And 
consumption by the global middle class is forecast 
to hit $55.7 trillion by 2030—that’s up more than 
160% from $21.3 trillion in 2009.3 The adoption 
of middle-class lifestyles on a global scale will 
have huge implications for providers of goods 
and services of all types. Makers of cars and other 
consumer discretionary goods stand to benefit, as 
do providers of financial and medical services.

Monetary conditions in some countries could 
benefit the financial sector. Central banks in Japan 
and the European Union are likely to continue 
suppressing interest rates and buying bonds as part 
of their efforts to boost local economic growth. 

China may also extend its easing campaign after 
cutting interest rates and taking other steps to 
invigorate its slowing growth. India, Sweden and 
Norway have also been making cuts. All this easing 
bodes well for the financial sector over the next 
year or so, as looser monetary conditions make it 
easier for banks and other financial institutions 
to ramp up lending. That could be good for their 
bottom lines in the years ahead. 

Responses to climate change could spur 
change in many industries. Companies working 
on alternative energy and cleaner industrial 
equipment or technology could all gain from the 
campaign against climate change. Investment 
banks could benefit from the rise of markets for 
trading carbon credits or weather futures. There’s 
also the question of how utilities will respond 
to efforts to rein in greenhouse gas emissions. 
Stricter fuel-efficiency standards could impose 
costs on automakers, though makers of smaller, 
more fuel-efficient vehicles could benefit.

I nvestors have taken to international stock funds 
with gusto. In the 12 months through August 
2015, international equity funds attracted net 

inflows of $210 billion, even as U.S. equity funds 
were hit by net outflows of $7.45 billion.1 This has 
been going on for a while now: International stock 
funds have been attracting more money than their 
domestic counterparts since 2009.2

What’s behind it? For starters, investors are 
likely seeking additional diversification, as 
allocating your investments on a global scale could 
help steady your portfolio when things get rough. 
Many are also likely looking for ways to reap gains 
from strong markets, wherever they may be.  

Diversification and growth opportunities 
are compelling reasons to invest overseas. Of 
course, it’s also worth remembering that foreign 
investments can involve unique risks, such as 
varying regulatory and accounting standards and 
potential geopolitical risks. 

The bottom line is that it’s a big world out 
there, and it helps to have a strategy to guide 
your research and investment decisions. It’s 
not enough to think in terms of domestic or 
foreign investments, or of investing in particular 
countries. Schwab recommends focusing instead 
on ideas or themes that span the globe and then 
executing an appropriate strategy on a global scale. 

Here, I’ll discuss why and touch on the kind of 
themes investors could explore.

 
Geography is incidental
Basing your investment decisions on how much 
exposure you get to a particular country may not 
be effective. Our research shows that the stocks 
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“It’s not 
enough to 
think in terms 
of domestic 
or foreign 
investments, 
or of investing 
in particular 
countries. 
Schwab 
recommends 
focusing 
instead on 
ideas or  
themes that 
span the 
globe.”

no matter where they’re 
locatedthan they do stocks that just happen to 
be in the same country. Think of it as an effect of 
globalization: The biggest companies now compete 
in many of the same markets across the world, 
so their performance doesn’t hang so heavily on 
conditions in their home markets.

Another issue is that some international 
markets are dominated by particular sectors or 
companies. For example, there have been times 
when financial companies have accounted for 
almost half of the market capitalization on China’s 
stock market. Similarly, health care stocks often 
account for roughly a third of the market cap of 
Switzerland’s stock market. Investing in mutual 
funds or exchange-traded funds (ETFs) focused 
on either of those countries could leave you 
heavily concentrated in those sectors.

Of course, investing in a market with a high 
concentration in a specific sector isn’t inherently 
bad, provided you want such exposure. Just be 
aware of what’s in your funds. 

The main benefit of investing according to a 
theme or idea is that you break free of the limits of 
geography and think globally. The world economy 
is in constant flux, and trying to predict the next hot 
region or country misses the point that growth may 
be becoming more globally diversified. Here are a few 
examples of investing ideas that stretch across borders.

 By 2030, 93% 
of the global middle class will be from emerging 
markets, according to World Bank estimates. And 
consumption by the global middle class is forecast 
to hit $55.7 trillion by 2030—that’s up more than 
160% from $21.3 trillion in 2009.  The adoption 
of middle-class lifestyles on a global scale will 
have huge implications for providers of goods 
and services of all types. Makers of cars and other 
consumer discretionary goods stand to benefit, as 
do providers of financial and medical services.

 Central banks in Japan 
and the European Union are likely to continue 
suppressing interest rates and buying bonds as part 
of their efforts to boost local economic growth. 

DO THE 
RESEARCH
Screen mutual 
funds and ETFs 
by sector at 
schwab.com/
OIfundscreener.

1Charles Schwab calculation using data from Morningstar Direct U.S. Asset Flows Update, 
9/16/2015. 
2Ibid. 
3Charles Schwab calculation using data from Homi Kharas, “The Emerging Middle Class in 
Developing Countries,” OECD Development Center, 1/2010.

See page 42 for important information.
Past performance is no guarantee of future results and the opinions presented cannot be viewed as 
an indicator of future performance.

(1215-AEYZ)

China may also extend its easing campaign after 
cutting interest rates and taking other steps to 
invigorate its slowing growth. India, Sweden and 
Norway have also been making cuts. All this easing 
bodes well for the financial sector over the next 
year or so, as looser monetary conditions make it 
easier for banks and other financial institutions 
to ramp up lending. That could be good for their 
bottom lines in the years ahead. 

Responses to climate change could spur 
change in many industries. Companies working 
on alternative energy and cleaner industrial 
equipment or technology could all gain from the 
campaign against climate change. Investment 
banks could benefit from the rise of markets for 
trading carbon credits or weather futures. There’s 
also the question of how utilities will respond 
to efforts to rein in greenhouse gas emissions. 
Stricter fuel-efficiency standards could impose 
costs on automakers, though makers of smaller, 
more fuel-efficient vehicles could benefit.

These are just a few examples of how 
investors could use transnational themes or 
ideas to help guide their investing. There are 
many other possibilities out there, so think 
globally and don’t confine yourself to investing 
within one country’s borders. Taking a broad 
view could help give your global investments  
a more strategic thrust. -

Jeffrey Kleintop (@jeffreykleintop) is Senior Vice 
President, Chief Global Investment Strategist at 
Charles Schwab & Co., Inc.

dOI_Sp16_12-13_PER_Kleintop_V6.indd   13 1/13/16   10:30 AM



OI-Sp16-Q1-14

CHARLES SCHWAB  •  SPR ING 2016 14

©
Th

e 
V

oo
rh

es

PERSPECTIVES: TAXES

AMT 
Triggers
The alternative minimum tax is 
entangling a growing number of 
Americans. Here’s why.
BY RANDE SPIEGELMAN

“If you think 
you’re close to 
the AMT zone, 
some planning 

may help you 
avoid extra 

taxes—or at 
least prepare 

yourself for  
the bite.”

W hat’s worse than doing your 
taxes? How about doing them 
twice and then finding yourself 

on the hook for a bigger bill?
That’s the situation facing a growing 

number of Americans thanks to the 
alternative minimum tax (AMT), a parallel 
income tax system that strips out deductions 
for things like state income and property 
taxes, personal exemptions, and other 
normally deductible expenses. 

Originally intended to crack down on 
tax dodges by the wealthy, the AMT has 
gradually started to hit the middle class  
(see “A quick history,” on page 16). The Tax 
Policy Center estimates that 4.5 million 
taxpayers will owe a combined $30 billion in 
AMT for the 2015 tax year. That is expected 
to grow to 5.6 million people shelling out 
$42.5 billion by 2020.

Will you be among them? Unfortunately, 
there’s no easy way to be sure. If you earn 
more than the AMT exemption amounts 
($53,600 for individuals, or $83,400 for 
married couples, in 2015) you’re required  
to calculate your tax obligation twice—once 
for each system. Then you pay whichever  
is higher. If you use tax software, the 
program will handle this automatically.  
All you might see is a higher bill.

It’s not unusual for single taxpayers in a 
low-tax state with over $500,000 of ordinary 

income to escape the brunt of AMT, while 
a couple with children making a combined 
salary of $200,000 gets hit. But you can’t 
really get out of paying taxes, so the message 
here is just: Be aware.

If there’s a silver lining, it’s that you may be 
able to identify items that could trigger the 
AMT. If you think you’re close to the AMT 
zone, some planning may help you avoid extra 
taxes—or at least prepare yourself for the bite.

What triggers the AMT?
There are no hard-and-fast rules. 
However, here are some common triggers:

 
Under the regular income tax system, 
most taxpayers can claim a $4,000 
exemption for themselves, their spouses 
and each dependent for 2015. The AMT 
doesn’t allow such deductions. So if you’re 
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income to escape the brunt of AMT, while 
a couple with children making a combined 
salary of $200,000 gets hit. But you can’t 
really get out of paying taxes, so the message 
here is just: Be aware.

If there’s a silver lining, it’s that you may be 
able to identify items that could trigger the 
AMT. If you think you’re close to the AMT 
zone, some planning may help you avoid extra 
taxes—or at least prepare yourself for the bite.

What triggers the AMT?
There are no hard-and-fast rules. 
However, here are some common triggers:

Do you have a lot of dependents? 
Under the regular income tax system, 
most taxpayers can claim a $4,000 
exemption for themselves, their spouses 
and each dependent for 2015. The AMT 
doesn’t allow such deductions. So if you’re 

How does  
it work?
Every taxpayer is unique, but 
this simplified example shows 
how the AMT might work. 

In general, you start by 
calculating your ordinary 
taxable income using Form 
1040. Then comes the 
painful part: You have to start 
adding back some types of 
income and dropping certain 
deductions, which you’ll 
reflect on Form 6251. 

You’ll have to include 
income that might be 
tax-free under the normal 
income tax system but not 
under the AMT. One example 
is interest from private-
activity municipal bonds, 
which fund private company 
projects that benefit the 
public ( like airports).

You’ll also have to strip 
out certain tax breaks. 
These include your personal 
exemption, exemptions for 
children, deductions for 
state and local taxes paid, 
deductions for interest on 
home equity loans not used 
to improve your home, and 
other items.

Then you subtract your 
AMT exemption, if you’re 
eligible. Again, it’s $53,600 
for individuals, or $83,400 for 
married couples, in 2015.

Finally, you compute AMT 
on what’s left—the rate is 
26% on the first $185,400 
for both singles and married 
couples filing jointly, and 
28% on anything over that. 
Compare that with what you 
would owe under the regular 
system, and pay the higher 
of the two.

married with four children, for example, 
you may be out deductions amounting to 
thousands of dollars. 

Do you live in a high-tax state?  
The AMT doesn’t allow you to claim a 
deduction for state income or property taxes, 
so if you’re in a state with high taxes you 
could be more exposed to the AMT than 
someone in a state with lower tax rates. 
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NEXT STEPS
Log on to 

schwab.com/
OItax to use 

Schwab’s tax-
planning tools. 

See page 42 for important information.
The Schwab Center for Financial Research is a division of 
Charles Schwab & Co., Inc.

(1215-AF1P)

A quick history 
Back in 1969, when marginal tax rates ran as 
high as 70% and the tax code was rife with 
loopholes, the U.S. Secretary of the Treasury 
revealed to Congress that 155 taxpayers with 
incomes over $200,000 had managed to avoid 
paying any federal income tax. 

Outraged, Congress came up with the AMT 
to strip some breaks from the richest filers and 
force them to pay at least a minimum amount in 
taxes. The trouble is that the original law made 
no allowance for inflation, so as the purchasing 
power of the dollar fell over the decades, the 
AMT started to ensnare people who could 
no longer be considered wealthy. Congress 
has since fixed that flaw—the AMT exemption 
amounts now rise with inflation—and closed 
many of the offending loopholes. But the AMT 
remains and continues to affect more than just 
the very rich.

Have you exercised stock options? 
Exercising qualified employee stock 
options (often called incentive stock 
options, or ISOs) to buy stock at a 
discount to the market price creates 
a paper profit that’s taxable under the 
AMT—even though it’s not a real profit 
until you sell the shares.

If you think you might be close to the 
AMT threshold, you can use the “AMT 
Assistant” on the IRS website to see if 
you’re at risk. You could also run your 
own projections using tax preparation 
software or hire a tax professional to do 
it for you. Because you may find yourself 
in the AMT system one year but not the 
next, multi-year projections are a must 
for smart tax planning.  For example, you 
might accelerate or delay certain expenses 
(such as payment of state or local taxes) 
or income items (such as an ISO exercise) 
depending on your AMT exposure. 

But don’t let fear of the AMT keep you 
from making financial moves that are 
smart for you. Sometimes it can make 
sense to sell shares or use a home equity 
loan to pay for something. And there’s 
no need to panic. Getting hit with the 
AMT is unfortunate, but it’s not a reason 
to have fewer children or move to a 
different state. -

Rande Spiegelman, CPA, CFP®, is  
Vice President of Financial Planning at the 
Schwab Center for Financial Research.

Have you realized a large capital gain? 
Long-term gains (e.g., when you sell a 
home or appreciated stock in a taxable 
account) are taxed at the same rate under 
both systems, but capital gains could put 
you over the AMT exemption threshold, 
triggering additional AMT. And you can’t 
deduct state income tax paid on capital 
gains under the AMT rules.

Have you financed a purchase with  
home equity? Interest on home equity 
loans of up to $100,000 is deductible 
under the ordinary tax system. Under 
the AMT, it’s deductible only if you use 
the loan proceeds to finance a home 
purchase or make capital improvements 
to your primary or secondary residence. 
If you use a home equity loan to pay for 
college or buy a car, you cannot deduct 
the interest.
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Liquid Alternatives
How these mutual funds have  
democratized alternative investments.
BY ANTHONY B. DAVIDOW

Not so long ago, alternative 
investments—investments 
such as hedge funds, 

managed futures and private 
equity—were the exclusive domain 
of institutional investors and the 
ultra-wealthy. This was due to 
their net worth requirements, high 
minimum investments, long lock-
up periods and other restrictions. 

The advent of alternative mutual 
funds (“liquid alternatives”)
changed all this, opening up 
some of these strategies to 
retail investors. Because liquid 
alternatives are mutual funds, 
they are much easier to invest 
in and redeem (hence “liquid”), 
and tend to have lower minimum 

investments and fees than 
traditional alternative investments. 
This gives retail investors more 
opportunities for diversification 
beyond stocks, bonds and cash. 

Investors—eager for 
additional diversification at 
a time when the returns of 
traditional assets have been 
moving in tighter alignment—
have been pouring money into 
these funds. The value of assets 
managed by liquid alternatives 
jumped from $25 billion in 2005 
to nearly $200 billion in 2014.¹ 

Yet many investors are 
unfamiliar with exactly what 
liquid alternatives are. Let’s take 
a closer look.

Not your average  
mutual fund 
One of the most notable things 
about liquid alternatives is 
that they can pursue a wide 
range of investment goals. For 
example, some funds seek to 
minimize downside risk while 
others attempt to outperform 
the broader stock market. It’s 
important to know what you are 
signing up for, so read the fund’s 
prospectus carefully.

Another thing that liquid 
alternatives have in common 
is their use of non-traditional 
investments and trading 
strategies. In contrast to 
traditional mutual funds, 
which typically invest in just 
stocks, bonds and cash, liquid 
alternatives also consider 
assets such as futures, options, 
commodities and unlisted 
securities. They can also try to 
boost gains using non-traditional 
strategies, such as leveraging 
(borrowing money to invest), 
shorting or hedging with 
derivative contracts.

Some liquid alternatives focus 
on a single strategy—for instance, 
they may invest exclusively in 
distressed securities. Other 
funds might use a long-short 
strategy where they buy (or are 
long) certain stocks, while selling 
(shorting) other stocks. Other 
alternative mutual funds may 
combine a variety of these and 
other strategies. Some operate as 
a “fund-of-funds” that invests in 
other alternative funds.

Broadly speaking, liquid 
alternative strategies fall into 
two camps: directional and 
non-correlating. See the chart 
on the next page for details.
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PERSPECTIVES: MUTUAL FUNDS

1Morningstar Direct.

See page 42 for important 
information.

Investors should consider  
carefully information contained 
in the prospectus, including 
investment objectives, risks, 
charges and expenses. You can 
request a prospectus by calling 
Schwab at 800-435-4000.  
Please read the prospectus  
carefully before investing.

Some specialized funds can be  
subject to additional market risks. 
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.
The Schwab Center for Financial 
Research is a division of  
Charles Schwab & Co., Inc.

(1215-AEW7)

Part of a  
diversified portfolio
One of the most appealing 
aspects of liquid alternatives 
has been their diversification 
benefits. Because liquid 
alternatives invest in a large 
variety of assets and can use 
hedging strategies, they tend to 
perform very differently from 
investments in more traditional 
asset classes. That means liquid 
alternatives can serve as a risk 
management tool, potentially 

lessening the overall risk of  
a portfolio.

However, this category also 
encompasses a lot of different 
strategies and shouldn’t be 
grouped as a single solution. 
Liquid alternatives should 
be evaluated like any other 
investment. Certain strategies 
tend to perform better in 
rising market conditions, 
while others do a better job in 
falling markets. There’s also 
the question of how skillful the 

movements. Again, that could 
mean bigger gains when 
markets are rising and bigger 
losses when they fall.

Democratizing 
alternative investments 
Liquid alternatives provide 
individual investors with access 
to strategies similar to those 
that were once the exclusive 
domain of ultra-high-net-
worth investors. The potential 
diversification benefits could be 
an attractive addition to many 
portfolios. But the differences 
between these funds can be 
big, so make sure you do your 
research before investing. 

Anthony B. Davidow, CIMA ,  
is Vice President, Alternative  
Beta and Asset Allocation 
Strategist at the Schwab Center 
for Financial Research.

manager of a particular fund is 
at executing his or her strategy, 
as well as the management 
fees they charge. Finally, every 
investor’s goals, risk tolerance 
and time horizon are different. 
How an investor incorporates 
liquid alternatives in his or 
her portfolio will depend on 
personal circumstances.

Knowing that, we can still 
give a hypothetical example of 
what a portfolio that includes 
alternative investments might 
look like and then compare 
it with a more traditional 
version. The first pie chart 
at right shows a traditional 
portfolio that is 60% stocks and 
40% bonds. The second one 
shows a portfolio that includes 
alternative investments.

Next, we took a look at how 
these hypothetical portfolios 
would have performed from 
2000 through the end of 
September 2015. As you can 
see, adding a small allocation to 
alternative investments would 
have delivered slightly higher 
returns (an annualized 5.21% 
vs. 4.84%) with less volatility 
(a standard deviation of 7% vs. 
9%) over that period. 

What are the risks?
Liquid alternatives have risks 
that should be taken into 
consideration. For one, they 
can use borrowed money to 
amplify the impact of market 
movements. Sometimes this 
can help—and sometimes it 
can hurt returns. Futures and 
other forms of derivatives 
also can be more risky than 
portfolios composed of stocks 
and bonds because they can 
magnify the impact of market 

Directional strategies
These seek to take advantage of market inefficiencies or price disparities.

Objective Portfolio goal

Long/short Buy securities that are expected  
to rise and sell (short) securities 
anticipated to fall

Improve risk-adjusted returns  
over a market cycle

Event driven/
distressed

Seek to exploit pricing inefficiencies 
that may occur before or after a 
corporate event such as bankruptcy, 
merger or acquisition

Reduce the overall risk of a portfolio 
while seeking to capitalize on mergers 
and acquisitions, bankruptcies, 
restructuring, spinoffs, etc. 

Global macro Designed to benefit from anticipated 
movements in global markets—e.g., 
stocks, bonds, commodities and 
currencies

Typically focused on managing risk 
through global hedging, but may also 
profit from market inefficiencies

Non-correlating strategies
These use investments that may perform differently than stocks.

Multi-strategy Employ multiple strategies that seek 
different sources of returns to benefit 
from diversification

Reduce the risk of the overall portfolio 
by diversifying exposure across 
multiple alternative strategies

Market neutral Capture the difference in performance 
of individual stocks or sectors while 
minimizing exposure to market moves  

Reduce the risk of the overall portfolio 
by minimizing exposure to the market 
through offsetting positions (e.g., 
taking a long position in one company 
while shorting its competition)
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NEXT STEPS
Use our Fund 
Screener to find 
alternative mutual 
funds that meet your 
portfolio needs. To 
get started, visit 
schwab.com/
OIfundscreener 
and select 
“Alternative” under 
Fund Category.

1Morningstar Direct.

See page 42 for important 
information.

Investors should consider  
carefully information contained 
in the prospectus, including 
investment objectives, risks, 
charges and expenses. You can 
request a prospectus by calling 
Schwab at 800-435-4000.  
Please read the prospectus  
carefully before investing.

Some specialized funds can be  
subject to additional market risks. 
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.
The Schwab Center for Financial 
Research is a division of  
Charles Schwab & Co., Inc.

(1215-AEW7)

movements. Again, that could 
mean bigger gains when 
markets are rising and bigger 
losses when they fall.

Democratizing 
alternative investments 
Liquid alternatives provide 
individual investors with access 
to strategies similar to those 
that were once the exclusive 
domain of ultra-high-net-
worth investors. The potential 
diversification benefits could be 
an attractive addition to many 
portfolios. But the differences 
between these funds can be 
big, so make sure you do your 
research before investing. -

Anthony B. Davidow, CIMA®,  
is Vice President, Alternative  
Beta and Asset Allocation 
Strategist at the Schwab Center 
for Financial Research.

manager of a particular fund is 
at executing his or her strategy, 
as well as the management 
fees they charge. Finally, every 
investor’s goals, risk tolerance 
and time horizon are different. 
How an investor incorporates 
liquid alternatives in his or 
her portfolio will depend on 
personal circumstances.

Knowing that, we can still 
give a hypothetical example of 
what a portfolio that includes 
alternative investments might 
look like and then compare 
it with a more traditional 
version. The first pie chart 
at right shows a traditional 
portfolio that is 60% stocks and 
40% bonds. The second one 
shows a portfolio that includes 
alternative investments.

Next, we took a look at how 
these hypothetical portfolios 
would have performed from 
2000 through the end of 
September 2015. As you can 
see, adding a small allocation to 
alternative investments would 
have delivered slightly higher 
returns (an annualized 5.21% 
vs. 4.84%) with less volatility 
(a standard deviation of 7% vs. 
9%) over that period. 

Liquid alternatives have risks 
that should be taken into 
consideration. For one, they 
can use borrowed money to 
amplify the impact of market 
movements. Sometimes this 
can help—and sometimes it 
can hurt returns. Futures and 
other forms of derivatives 
also can be more risky than 
portfolios composed of stocks 
and bonds because they can 
magnify the impact of market 

Side by side:   
Traditional and alternative portfolios

Alternative portfolioTraditional portfolio

 Stocks (equities)
 Bonds

Traditional portfolio allocated to 60% stocks (equities) and 40% bonds. Alternative 
portfolio allocated to 50% stocks (equities), 30% bonds, 10% long/short, 5% 
managed futures and 5% broad industry alternative investments. For illustrative 
purposes only. Stocks are represented by the S&P 500® Index. Bonds are 
represented by the Barclays U.S. Aggregate Bond Index. Long/short strategies are 
represented by the Morningstar Global Long/Short Equity Index. Managed futures 
are represented by the Credit Suisse Managed Futures Liquid Index. Broad industry 
alternative investments are represented by the Wilshire Liquid Alternative Index.

 Long/short
 Managed futures

  Broad industry 
alternative investments

Source: Morningstar Direct from 1/1/2000 to 9/30/2015. Hypothetical performance is no guarantee of future 
results. The example is hypothetical and provided for illustrative purposes only. It is not intended to represent a 
specific investment product. Dividends and interest are assumed to have been reinvested, and the example does not 
reflect the effects of taxes or fees. If taxes and fees had been considered, performance would have been lower. 

Alternative portfolio Traditional portfolio

Growth of a hypothetical traditional portfolio 
vs. an alternative portfolio
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The Trader’s  
Copilot
Schwab’s Trading Solutions 
Regional Managers help traders 
navigate changing markets.

“Risk management 
is the most popular 

subject we cover 
with trading clients. 

It’s at the heart of 
everything we do.”

 —MARK EIDEM, SCHWAB 
TRADING SOLUTIONS 
REGIONAL MANAGER

M ark Eidem has spent his career 
helping people make better 
decisions. In his former job as  

a check pilot for Alaska’s civil air patrol,  
he put search-and-rescue trainees through 
a series of tests to see how they would  
react as conditions changed, such as during 
the loss of an engine. Today, as a Seattle-
based Trading Solutions Regional Manager 
(TSRM) with Schwab, Mark helps  
investors navigate the markets and be 
responsive traders. 

“Investing, like flying, is a constantly 
changing environment,” Mark says. “When 
the facts change, we need to be able to 
adapt and make appropriate decisions.” 

Nearly every day of the year, Schwab’s 
16 TSRMs host seminars in Schwab offices 
or conduct one-on-one consultations 
with clients. Their backgrounds include 
experience as Chartered Financial 
Analysts, Chartered Market Technicians, 
Certified Financial Planners and 
Accredited Asset Manager Specialists.  
This varied expertise helps Schwab’s 
TSRMs address subjects as general as  
risk management and as technical as 
hedging strategies. 

Clients in control
Mark covers a 16-office region in 
the Pacific Northwest that includes 
Washington, Oregon, Idaho, Alaska and 
Hawaii. During a trip to Honolulu last 
year, Mark led nine seminars in six days 
at the local office, covering topics such as 
hedging strategies, technical analysis,  
trade execution, risk management and 

Schwab’s StreetSmart Edge® trading 
platform. In between, he met one-on-one 
with nearly 20 clients. 

“I’m always amazed at how sophisticated 
and varied clients’ needs are,” Mark says. “I 
can honestly say after doing this for seven 
years that this is the most fun I’ve had in 
my professional life.”

After leaving the civil air patrol, Mark 
spent some time as a full-time trader but 
eventually found he missed working with 
people. He likes to listen, a trait that all 
TSRMs have in common.

“Whatever clients want to learn—that’s 
what I’m there for,” Mark says. “The agenda 
is totally theirs.”

Mark recalls working with one client 
who wanted help understanding some of 
the psychological aspects of trading. The 
client wanted to know whether mental 
mistakes were contributing to his recent 
run of trading losses. As with most such 
cases, Mark determined that the client’s 
poor win-loss ratio stemmed from issues 
with security selection and trade entry.

“You have to ask yourself, ‘What am  
I buying and when am I buying it?’”  
says Mark. 

He adds that clients often rely on 
fundamental analysis for security 
selection but sometimes fail to realize that 
technical analysis can be a helpful tool 
when deciding when to buy. Similarly, 
traders who are savvy with technicals 
might skip the fundamental analysis and 
gravitate toward low-priced stocks without 
considering why they are priced so low. 
Blending the two trading disciplines, 
he says, is a hallmark of a good risk-
management strategy.

“Risk management is the most  
popular subject we cover with trading 
clients,” Mark says. “It’s at the heart of 
everything we do.”

Focusing on risk management
When working with clients on risk 
management, Mark’s goal is to get them to 
define a trading plan long before they place 
a trade. He asks a series of questions to get 

them thinking about their motivations for 
making a trade, such as: 

--

--

-- Are the potential rewards worth the risk? 

Mark says the answers to those  
questions drive the screening process and 
help him know where clients should focus. 
From there, they discuss strategies for 
minimizing losses. 

Imagining the “what-ifs?”
Robert Kmec, a TSRM who covers the Great 
Lakes region, says his former position as a 
market maker helps him address many aspects 
of risk management with active trader clients. 

Robert says many clients don’t start 
thinking about risk management until they 
are reacting to a coming event. That was the 
case leading up to the Federal Reserve’s rate-
setting policy meeting in September 2015. 
Many believed the central bank would  
finally raise its benchmark lending rate for 
the first time since 2006. 

“In those instances, my consultations  
with clients aren’t about helping them 
predict what’s going to happen, because 
nobody knows,” says Robert, who supports 
26 branches in his five-state region.  
“Instead, I help them work through  
whether they’re prepared for a variety of 
outcomes. Are they comfortable with the 
positions they have if the markets go down? 
Have they thought about reducing capital 
exposed or deploying more capital to a  
trade if that happens?”

Leading up to the August 2015 market 
swoon, Robert helped educate clients about 
how to identify individual stocks that had 
broken through support levels. He noted 
that the market started trading sideways 
beginning in early spring and throughout the 
summer, before breaking through a support 
level and the moving 200-day average in the 
days leading up to the market correction.

Warning signs were flashing before then for 
a wide number of individual securities, he says. 
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NEXT STEPS
To connect with 
your local Trading 
Solutions Regional 
Manager, visit 
schwab.com/
OIbranch to set 
up a call.

See page 42 for important information.
Schwab does not recommend the use of technical analysis 
as a sole means of investment research.

(1115-A7B9)

them thinking about their motivations for 
making a trade, such as: 

-- What are they trying to accomplish with a 
given trade? 

-- At what point will they sell if their plan 
doesn’t work? 

-- Are the potential rewards worth the risk? 

Mark says the answers to those  
questions drive the screening process and 
help him know where clients should focus. 
From there, they discuss strategies for 
minimizing losses. 

Imagining the “what-ifs?”
Robert Kmec, a TSRM who covers the Great 
Lakes region, says his former position as a 
market maker helps him address many aspects 
of risk management with active trader clients. 

Robert says many clients don’t start 
thinking about risk management until they 
are reacting to a coming event. That was the 
case leading up to the Federal Reserve’s rate-
setting policy meeting in September 2015. 
Many believed the central bank would  
finally raise its benchmark lending rate for 
the first time since 2006. 

“In those instances, my consultations  
with clients aren’t about helping them 
predict what’s going to happen, because 
nobody knows,” says Robert, who supports 
26 branches in his five-state region.  
“Instead, I help them work through  
whether they’re prepared for a variety of 
outcomes. Are they comfortable with the 
positions they have if the markets go down? 
Have they thought about reducing capital 
exposed or deploying more capital to a  
trade if that happens?”

Leading up to the August 2015 market 
swoon, Robert helped educate clients about 
how to identify individual stocks that had 
broken through support levels. He noted 
that the market started trading sideways 
beginning in early spring and throughout the 
summer, before breaking through a support 
level and the moving 200-day average in the 
days leading up to the market correction.

Warning signs were flashing before then for 
a wide number of individual securities, he says. 

“When stocks break through their support 
levels, our guidance to clients is to go back 
and reevaluate why they’re holding the stock 
and whether it’s time to start paring back,” 
says Robert, who teaches a seminar on 
identifying support levels and recognizing 
when those levels are broken. 

In the eyes of both Robert and Mark, the 
biggest mistake traders can make is ignoring 
those kinds of red flags. 

“When they have the equivalent of 
engine trouble, some traders convince 
themselves the engine will start working 
again,” says Mark. “Sometimes you have to 
recognize that you’re not going to get to your 
destination, find a place to land and call the 
‘expert’ to fix the engine.” -

ROBERT KMEC,  
SCHWAB TRADING  
SOLUTIONS REGIONAL  
MANAGER
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MIND 
GAMES 
WITH YOUR
MONEY

HOW TO TURN THE BEHAVIORAL TIC KNOWN AS “MENTAL 
ACCOUNTING” INTO A USEFUL INVESTING DEVICE.
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W
hen you get an unexpected bonus or a tax refund, do 
you splurge or make an extra mortgage payment? For 
many of us, splurging is the more tempting option. 
Attaching different values to money depending on 
where it came from or where you keep it is a common 
tendency. Economists call it “mental accounting.” 

When investors talk about mental accounting, 
the conversation often focuses on the potential 
downsides. We are told to be on guard against 

mental accounting and to consider our money fungible, with a dollar here no more 
valuable than a dollar there.

And it’s easy to imagine scenarios where mental accounting might lead you astray. 
For example, an investor who sets up two investing accounts—a “safe” one that is overly 
conservative and a speculative one that takes outsized risks—might end up in a worst-of-
both-worlds situation of hobbled growth potential and increased volatility. 

But this doesn’t mean you can’t use mental accounting to your advantage. 
“Mental accounting is just one of many mental shortcuts we use to live and manage 

our affairs,” says Mark Riepe, Senior Vice President at the Schwab Center for Financial 
Research. “It can hinder you in some important ways, but mental accounting can also be 
helpful. It’s all about how you channel the impulse.”

In other words, there are a few pros to balance out the cons. So what are they?

“ONE OF THE 
NICE THINGS 

ABOUT MENTAL 
ACCOUNTING IS THAT 

IT ENCOURAGES 
YOU TO REALLY 

THINK ABOUT EACH 
ACCOUNT AND WHAT 

YOU’RE TRYING TO 
ACHIEVE WITH IT.”

—Mark Riepe, Senior Vice 
President, Schwab Center for 

Financial Research

GOALS-BASED INVESTING
Having specific goals for specific 
accounts is one potentially positive 
form of mental accounting that 
may already be familiar to many 
investors. For example, if you have 
an account geared toward saving 
for retirement, one for college 
savings and a third to serve as an 
emergency reserve, you’ve likely 
already assigned a timeline and 
risk tolerance to each account, and 
selected investments that are right 
for each goal. If your retirement is 
still decades away, you might have 
more equities in your dedicated 
account. Meanwhile, your emergency 
reserve might hold less-risky 
investments or cash. 

This “bucketing” approach is 
particularly useful for investors 
nearing retirement. As their focus 
shifts from saving to spending, many 

retirees need to tap their investments 
to pay their bills. Schwab suggests 
setting up three buckets to manage 
this transition: one containing cash 
and short-term reserves, a second 
short-term reserve with income-
focused investments that generate 
predictable interest and dividends, and 
a third longer-term portfolio aimed at 
generating capital gains. 

“One of the nice things about mental 
accounting is that it encourages you 
to really think about each account 
and what you’re trying to achieve with 
it,” Mark says. “Any mental trick that 
clarifies this in your mind gets you one 
step closer to achieving your goals.”

Of course, mental accounting can 
become a hindrance if investors have  
too many goals. An investor who has  
15 different priorities and considers 
them all sacrosanct is sure to fall  
short somewhere. 

“You have to pick a few goals,” Mark 
says. “Otherwise, it’s too confusing and 
too cumbersome to manage.” 

CONSOLIDATING ASSETS
Using mental accounting can be 
helpful when it comes to consolidating 
accounts that are focused on the same 
goal—say retirement. 

For example, some investors 
accumulate multiple retirement accounts 
as they change jobs over the years. But 
rather than folding them all into a single 
account that they can monitor and 
manage holistically, some investors just 
keep them separate. Maybe they check 
their statements to see how the different 
accounts are doing, but it can be difficult 
to maintain a clear picture of allocations 
and risk when investments are spread  
far and wide.

Consolidating accounts according 
to their goals is a simple way to bring 
order to your finances.  

REGULAR CHECK-INS
Mark says using mental accounting to 
separate and focus on each goal has 
another benefit: “It encourages investors 
to periodically check in and see how 
they’re really doing.” 

Too often, investors measure their 
performance against broad market 
benchmarks like the S&P 500  Index. 
While that might be helpful up to a 
point, measuring your performance 
against the broader market won’t tell 
you how you’re progressing toward your 
personal goals. 

“Checking in on your goals 
allows you to see not only how your 
investments are performing, but also 
whether your mix of investments is 
still appropriate and whether you’re 
contributing enough to stay on track,” 
Mark says.

Regular check-ins make it easier 
to identify and implement necessary 
adjustments. For example, if the  
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NEXT STEPS 
Call us at  
888-484-5340  
to discuss planning  
for your goals. 

Visit Schwab’s 
Facebook page at 
facebook.com/
charlesschwab  
and tell us what  
kinds of mental 
accounts you have  
set up in your life.
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Mental accounting pitfalls

XWhile mental accounting can be beneficial in certain 
situations, it can also be detrimental if you’re not careful.

For example, imagine a person who receives a bonus 
at work, and instead of saving it or paying off a debt, he treats 
it as “fun money” and spends it on a lavish vacation. In this 
case, he’s exhibited the negative effects of mental accounting 
by viewing the windfall as separate from his normal income.  
If he viewed all of his money equally, he might have found a 
more prudent way to use his bonus.

To avoid the pitfalls of mental accounting, make sure  
to consider the most financially beneficial way to use your 
money regardless of income source. If you have debt or other 
important financial obligations to attend to, take care of  
those before spending on discretionary items like vacations  
and home improvements.

hen you get an unexpected bonus or a tax refund, do 
you splurge or make an extra mortgage payment? For 
many of us, splurging is the more tempting option. 
Attaching different values to money depending on 
where it came from or where you keep it is a common 
tendency. Economists call it “mental accounting.” 

When investors talk about mental accounting, 
the conversation often focuses on the potential 
downsides. We are told to be on guard against 

mental accounting and to consider our money fungible, with a dollar here no more 
valuable than a dollar there.

And it’s easy to imagine scenarios where mental accounting might lead you astray. 
For example, an investor who sets up two investing accounts—a “safe” one that is overly 
conservative and a speculative one that takes outsized risks—might end up in a worst-of-
both-worlds situation of hobbled growth potential and increased volatility. 

But this doesn’t mean you can’t use mental accounting to your advantage. 
“Mental accounting is just one of many mental shortcuts we use to live and manage 

our affairs,” says Mark Riepe, Senior Vice President at the Schwab Center for Financial 
Research. “It can hinder you in some important ways, but mental accounting can also be 
helpful. It’s all about how you channel the impulse.”

In other words, there are a few pros to balance out the cons. So what are they?

See page 42 for important information.
The Schwab Center for Financial Research is a 
division of Charles Schwab & Co., Inc.

©2016 Charles Schwab & Co., Inc. All rights reserved. 
Member SIPC.
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“You have to pick a few goals,” Mark 
says. “Otherwise, it’s too confusing and 
too cumbersome to manage.” 

CONSOLIDATING ASSETS
Using mental accounting can be 
helpful when it comes to consolidating 
accounts that are focused on the same 
goal—say retirement. 

For example, some investors 
accumulate multiple retirement accounts 
as they change jobs over the years. But 
rather than folding them all into a single 
account that they can monitor and 
manage holistically, some investors just 
keep them separate. Maybe they check 
their statements to see how the different 
accounts are doing, but it can be difficult 
to maintain a clear picture of allocations 
and risk when investments are spread  
far and wide.

Consolidating accounts according 
to their goals is a simple way to bring 
order to your finances.  

REGULAR CHECK-INS
Mark says using mental accounting to 
separate and focus on each goal has 
another benefit: “It encourages investors 
to periodically check in and see how 
they’re really doing.” 

Too often, investors measure their 
performance against broad market 
benchmarks like the S&P 500® Index. 
While that might be helpful up to a 
point, measuring your performance 
against the broader market won’t tell 
you how you’re progressing toward your 
personal goals. 

“Checking in on your goals 
allows you to see not only how your 
investments are performing, but also 
whether your mix of investments is 
still appropriate and whether you’re 
contributing enough to stay on track,” 
Mark says.

Regular check-ins make it easier 
to identify and implement necessary 
adjustments. For example, if the  

price of a college education rises 
faster than you planned for, you 
might respond by cutting back your 
spending, increasing your regular 
contributions or (if your time horizon 
is long enough) shifting money into 
riskier assets that may generate  
higher returns. 

“Having the money in a dedicated 
account gives you the freedom 
to home in on your goals and the 
flexibility to alter your plans as 
needed,” Mark says. 

“Mental accounting doesn’t have 
to be a negative influence on our 
decisions,” Mark says. “It’s natural 
for us to assign different values to 
different buckets of money. Rather 
than trying to work against our 
instincts, we can use discipline and the 
right approach to make this behavioral 
quirk work in our favor.” -
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HOW 
WILL 

RISING 
RATES 

AFFECT
YOU?

W ith the Federal Reserve phasing 
out the loose monetary policy 
it adopted in response to the 

financial crisis, you may be wondering how 
you could be affected should interest rates 
climb back to historically normal levels. 
That will depend partly on your life stage.

One way the Fed manages interest 
rates is by setting a target rate for the 
amount of interest banks charge each 
other for overnight loans. When this 
rate changes, the effects can touch 
everything from short-term Treasuries 
to 30-year mortgage rates. Here’s how 
rising rates may affect investors in three 
demographic groups:
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THAT MIGHT DEPEND ON YOUR 
LIFE STAGE.

RECENT GRADS/STARTING OUT (20s and 30s)

In general, young adults commit more of 
their financial energy to borrowing and 
consuming than to long-term investing. 
This is a time when many are paying down 
college loan debt (or possibly taking out new 
loans for graduate school), or buying a car 
or first home. 

-- Student loan debt. Interest rates on 
federal student loans are set by Congress. 
However, in the private market, student 
loan rates tend to be based on the three-
month London Interbank Offered Rate, 
which is highly correlated to the federal 
funds rate. Refinancing an existing 
student loan, or taking out a new loan, 
may become more costly once the Fed 
begins raising rates.

-- Retirement accounts. With retirement 
still far away, younger people typically 
hold a smaller portion of their assets 
in fixed income securities compared 
with older investors. As a result, their 
retirement accounts should be less 
exposed to the negative effect rising rates 
can have on fixed income security prices.

-- Savings rates. Savings account holders 
have been earning extremely low interest 
rates—often near zero—during the past 
six-plus years, compared with annual 
yields of 4% or more in the years leading 
up to the 2007–08 financial crisis. Once 
the Fed begins to raise short-term rates, 
the rates paid on savings accounts should 
begin to rise, as well. 

-- Mortgage loans. Mortgage rates can 
be a key factor in how much a potential 
homebuyer is able to afford. However, 

mortgage rates generally track long-
term bond yields, which are more 
affected by expectations for long-term 
economic growth and inflation than by 
the short-term federal funds rate. While 
an increase in the federal funds rate is 
unlikely to cause 30-year mortgage rates 
to zoom higher, once the Fed begins to 
raise short-term rates it’s far more likely 
that mortgage rates will rise than fall. 
In particular, adjustable-rate mortgages 
(ARMs), which have a fixed interest rate 
for an initial term and then shift along 
with changes in interest rates thereafter, 
could see higher reset rates. Overall, if 
you’re just starting out, there’s probably 
no need to worry about buying a home 
in the next few months versus within the 
next few years. And those who do make a 
purchase may want to consider locking in 
a rate with a 30-year fixed-rate mortgage.

-- Auto loans. The interest rate on 
variable-rate auto loans is generally tied 
to the U.S. prime lending rate, which is 
highly correlated to the federal funds 
rate. Even fixed-rate auto loans tend to 
be driven by short-term rates, although 
rates can vary depending on sales 
incentives and other factors. Financing 
a car purchase could become more 
expensive as the Fed raises rates.

-- Consumer debt. Eventually, a higher 
federal funds rate will affect all forms 
of consumer debt, including credit card 
debt. Such debt will also likely grow 
more costly at a faster rate than other 
types of debt.
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LET’S TALK 
Call us at 888-484-5340 
to discuss rising rates  
and your portfolio.

1The Freddie Mac Primary Mortgage Market 
Survey®. The survey is based on first-lien 
prime conventional conforming home purchase 
mortgages with a loan-to-value of 80%. Data as 
of 9/24/2015.

See page 42 for important information.
©2016 Charles Schwab & Co., Inc. All rights 
reserved. Member SIPC.

(1215-ALRT)

What can 
you do?
Obviously, every individual 
investor’s case will be 
different. Higher rates will 
mean different things to 
different investors, depending 
on their age as well as their 
financial situation. But there 
are a few things you can 
review to get a better sense of 
where you stand:

-- Debt
-- Interest-bearing accounts 
-- Retirement accounts 
-- Bond portfolio

If you have questions, talk 
with a Schwab Consultant.

Compared with younger investors, 
people in their 40s and 50s usually 
have more in the way of assets—and 
debt—that could be affected.

-- Mortgage refinancing. Given 
that 30-year fixed-rate mortgage 
rates have been historically low 
for years—they averaged 3.8% 
during the first eight months of 
2015, compared with 6.4% in full-
year 2006, 8% in 2000 and 10% in 
19901—homeowners whose current 
mortgage rate is higher than the 
market rate may want to think 
about refinancing. If you have an 

ARM, you may want to consider 
refinancing at a fixed rate.

-- HELOCs. Rates on a home equity 
line of credit (HELOC)—a loan 
in which the collateral is the 
borrower’s home equity—are 
generally variable and tied to the 
interest rate that banks charge 
their most creditworthy customers. 
This means a higher federal funds 
rate could lead to higher HELOC 
rates. Again, if possible, consider 
refinancing at a fixed rate.

-- Retirement accounts. Investors 
in their 40s and 50s are likely 

to have a greater proportion of 
fixed income or dividend-paying 
investments than younger investors, 
and these can be negatively affected 
by a Fed rate hike. Stocks have 
typically performed well ahead of 
a rate increase and during the first 
year afterward, but not all equity 
sectors perform the same way. 
Dividend-paying stocks, such as 
those in the utilities sector, may 
underperform; these stocks are 
often purchased for their higher 
yields, but as bond yields move 
higher, dividend-paying stocks can 
become relatively less attractive. 

A higher federal funds rate may have 
the greatest impact on people who are 
close to or currently in retirement, 
as they tend to have the greatest 
proportion of financial assets allocated 
to fixed income products. But a higher 
federal funds rate can affect fixed 
income investments differently.

-- Cash and cash equivalents. 
Investors in cash-equivalent vehicles, 
such as savings accounts, money-
market accounts or short-term 
certificates of deposit (CDs), should 
benefit as interest rates on these 
accounts can be expected to rise (CDs 
pay a fixed rate, but as they mature 
the proceeds can be rolled into new, 
higher-yielding CDs).

-- Short-term bonds—generally, those 
with maturities of around two years 
or less—are highly correlated with the 
federal funds rate. Prices of short-term 
bonds may initially fall as rates rise 
because bond prices and yields move 
in opposite directions. However, 
short-term bond investors might also 
be well placed to benefit from higher 
interest rates because they can roll 
their maturing short-term bonds into 
newer bonds offering higher yields. 
Those investors sitting on the sidelines 

waiting for higher short-term yields 
may finally be rewarded, but Schwab 
would caution that rates all across the 
yield curve could remain well below 
historical norms for the next few 
years, or even longer.

-- Intermediate-term bonds—
generally, those with maturities 
ranging from around five years to 
10 years—may also see some price 
swings after a rate hike, but their 
sensitivity could vary depending on 
the maturity. We would recommend 
focusing on maturities falling 
somewhere in the middle of the 
range: greater than five years and less 
than 10 years. But make sure you 
have a long enough time horizon to 
be able to deal with any drop in price. 

-- Long-term bond yields won’t 
necessarily rise when the Fed raises its 
benchmark interest rate, as long-term 
yields are affected more by growth 
and inflation expectations than by 
short-term rates. However, because 
their maturity dates are so far away, 
any given interest rate change will 
have the greatest effect on long-term 
bond prices. Be sure your investing 
time horizon is appropriate when 
investing in long-term bonds. -

MID-CAREER/FAMILY (40s and 50s)

NEARING RETIREMENT/IN RETIREMENT 
(60s and 70s)
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ACTIVE MANAGEMENT CAN PROVIDE 
UNIQUE BENEFITS—PARTICULARLY 
WHEN MARKETS ARE TURBULENT.

How to  
Use Actively 

Managed  
Funds
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QUALITIES TO CONSIDER
Responsiveness to risk. Active funds 
might appeal in particular to investors 
concerned about suffering big losses 
in downturns. Whereas index mutual 
funds and ETFs will slide just as far 
as their benchmarks during a bear 
market, active managers work hard to 
manage risk by seizing certain market 
opportunities or using other techniques. 

If this sounds good to you, you 
could begin your search for funds by 
identifying those with long track records 
of shining in hard times, keeping 
in mind that this doesn’t guarantee 
future success and that you should also 
consider other factors. 

Understanding of foreign 
markets. Index mutual funds can be a 
good way to gain exposure to U.S. blue 
chip stocks, but because big, familiar 
companies are followed by thousands 
of analysts and professional investors, 
it can be hard for an active manager to 
gain an edge. In foreign stock markets, 

however, the game changes. Fewer 
institutional investors follow overseas 
shares, so it may be easier for fund 
managers to spot undiscovered gems. 

Including different types of 
bonds. Active managers of fixed 
income funds have the potential to 
outperform their index counterparts 
in bond markets. For example, an 
index fund tracking the Barclays U.S. 
Aggregate Bond Index would likely 
be heavily weighted toward Treasuries 
and other bonds backed by the U.S. 
government. At a time when Treasuries 
offer puny yields, active managers 
may be able to deliver better results by 
shopping for other securities. 

“Active managers can potentially 
enhance returns because they have more 
flexibility to allocate to sectors such 
as corporate bonds and foreign bonds 
based on which sectors they expect to 
perform best,” says Jim. However, it’s also 
important to remember that higher yields 
typically come with higher risks.

See page 42 for important information.

Investors should carefully consider information contained in the prospectus, including investment 
objectives, risks, charges and expenses. You can request a prospectus by visiting schwab.com or 
calling Schwab at 800-435-4000. Please read the prospectus carefully before investing.
Past performance is no guarantee of future results.

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. All funds are subject to management fees and expenses.

Charles Schwab Investment Advisory, Inc. (“CSIA”) is an affiliate of Charles Schwab & Co., Inc. 
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STRATEGIES FOR PICKING  
ACTIVE FUNDS
So what principles should you use when 
searching for an actively managed fund? 
Consider the following:  

When investors shop for active funds, 
many pick managers who have delivered 
impressive short-term returns. But this 
can be a mistake. In some cases, the funds 
excelled by taking big risks or focusing on 
narrow segments of the market that can 
quickly move out of favor.  

Some 
investors focus only on funds with the 
very lowest fees. While it is smart to 
avoid unreasonably expensive funds, fees 
should not be the only consideration. 
Instead, investors should look at a variety 
of factors. The goal should be to find 
managers who follow consistent strategies 
that have outperformed while limiting 
losses in downturns. A fund with low fees 
and an erratic record may not be as good 
a choice as a competitor with consistent 
outperformance and a slightly higher 
expense ratio. 

Portfolios that resemble their 
benchmarks are not likely to outdo 
the market, so look for funds with 
distinctive approaches. Managers 
could identify bargain-valued stocks 
that aren’t included in the benchmark 
index or they might venture outside 
the fund’s asset class: For example, a 
fund dedicated to large-cap stocks may 
be allowed to have up to 20% of its 
holdings in other assets.

P
assive investment strategies have become popular  
for good reasons. Index mutual funds and exchange-
traded funds (ETFs) that track market benchmarks  
offer broad market exposure and tend to be much 
cheaper to own than funds actively managed by an 
investment professional. 

But too often, investors overlook the unique potential of some 
actively managed funds, perhaps out of concern they’ll be too costly 
or end up underperforming a passive alternative. At times, active 
managers’ flexibility and specialized approaches to security selection 
can be an advantage, particularly when markets are turbulent. In 
fact, it might make sense for a truly diversified portfolio to include 
an allocation to both types of strategies. 

“By holding a mix of passive and actively managed funds, you 
can take advantage of the strengths of the different approaches,” 
says Jim Peterson, Chief Investment Officer of Charles Schwab 
Investment Advisory (CSIA).

Here we’ll look at a few of the potential advantages of active fund 
management and consider some strategies for selecting such funds.
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 Active managers of fixed 
income funds have the potential to 
outperform their index counterparts 
in bond markets. For example, an 
index fund tracking the Barclays U.S. 
Aggregate Bond Index would likely 
be heavily weighted toward Treasuries 
and other bonds backed by the U.S. 
government. At a time when Treasuries 
offer puny yields, active managers 
may be able to deliver better results by 
shopping for other securities. 

“Active managers can potentially 
enhance returns because they have more 
flexibility to allocate to sectors such 
as corporate bonds and foreign bonds 
based on which sectors they expect to 
perform best,” says Jim. However, it’s also 
important to remember that higher yields 
typically come with higher risks.

Need help 
picking 
funds?
Investors can consult 
Schwab’s Mutual Fund 
OneSource Select List®, which 
includes CSIA’s top picks in 
each category. The goal of 
CSIA’s approach is  
to identify funds that our 
experts think are most likely 
to outperform their peers over 
the next one to three years.

Spotting outperformers  
can be difficult, because 
some funds have lucky 
streaks that can make 
managers look more skillful. 
But hot funds often turn cold. 
To pinpoint attractive choices, 
CSIA experts use qualitative 
and quantitative selection 
criteria, such as expenses, 
historical track record and 
assets under management to 
analyze funds, with the most 
favorably evaluated ones 
earning spots at the top of 
the list.

NEXT STEPS
Find our experts’ actively 
managed fund picks at 
schwab.com/OIselectlist.

See page 42 for important information.

Investors should carefully consider information contained in the prospectus, including investment 
objectives, risks, charges and expenses. You can request a prospectus by visiting schwab.com or 
calling Schwab at 800-435-4000. Please read the prospectus carefully before investing.
Past performance is no guarantee of future results.

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. All funds are subject to management fees and expenses.
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STRATEGIES FOR PICKING  
ACTIVE FUNDS
So what principles should you use when 
searching for an actively managed fund? 
Consider the following:  

Look beyond short-term results. 
When investors shop for active funds, 
many pick managers who have delivered 
impressive short-term returns. But this 
can be a mistake. In some cases, the funds 
excelled by taking big risks or focusing on 
narrow segments of the market that can 
quickly move out of favor.  

Be reasonable about cost. Some 
investors focus only on funds with the 
very lowest fees. While it is smart to 
avoid unreasonably expensive funds, fees 
should not be the only consideration. 
Instead, investors should look at a variety 
of factors. The goal should be to find 
managers who follow consistent strategies 
that have outperformed while limiting 
losses in downturns. A fund with low fees 
and an erratic record may not be as good 
a choice as a competitor with consistent 
outperformance and a slightly higher 
expense ratio. 

Seek standout strategies. 
Portfolios that resemble their 
benchmarks are not likely to outdo 
the market, so look for funds with 
distinctive approaches. Managers 
could identify bargain-valued stocks 
that aren’t included in the benchmark 
index or they might venture outside 
the fund’s asset class: For example, a 
fund dedicated to large-cap stocks may 
be allowed to have up to 20% of its 
holdings in other assets.

Beware of bloated funds. 
Consider the size of the portfolio and 
whether investors have been pouring 
into the fund—causing it to become 
less nimble. For example, the most 
appealing small-cap funds tend to 
have less than $1 billion in assets. To 
appreciate why, consider a small-cap 
fund that has $200 million in assets 
and delivers strong returns. Investors 
pour in, and assets climb to more than 
$2 billion. To absorb all the cash, the 
manager may have to hold a greater 
number of stocks, picking names that 
are not necessarily his or her favorites. 
All that can result in weaker returns. 
“When a fund suddenly increases in 
size, its historical performance may not 
be sustainable,” says Jim.

As with any type of investment, 
not all actively managed funds are the 
same. Some are costly, some aren’t, and 
strategies vary.

What matters is whether you think  
a particular fund pursues a strategy  
that fits with your goals at a price 
you can accept. And think about 
how different funds might work with 
the other assets in your portfolio. 
It helps to think holistically about 
your investments. Don’t treat actively 
managed funds as a special category. 
They’re just one more tool to consider 
including in your toolbox. -
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While we don’t believe a bear market is coming, one big 
lesson from 2008 is that it can’t hurt to be prepared.

Bear-Market 
Tool Kit
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W
hat do you do when a 
bull stops running?

Investors concerned 
about the prospects for 

the current rally might be wondering. 
The S&P 500® Index almost tripled in 
value from the start of the bull market 
in March 2009 through early October 
2015. While that is obviously a pretty 
good run, we don’t expect this bull to 
become a bear any time soon. 

That said, one big lesson from 
2008 is that it can’t hurt to prepare 
an emergency kit for your portfolio. 
Here are seven things to think about 
as you put together your kit:

Bear-Market 

1 Know that you  
have the resources  

to weather a crisis
“We think one of the things that make 
people panic in a bear market is that they 
simply don’t know whether they’ll have 
enough cash to handle near-term goals,” 
says Mark Riepe, Senior Vice President 
at the Schwab Center for Financial 
Research. Ideally, you won’t have to face 
this question in a crisis—because you 
should know the answer. 

If you’re retired, knowing that you have 
the next couple years’ worth of living 
expenses in a bank account—and several 
more years in bonds that mature when 
you need the money—can help keep you 
calm and clear-headed, Mark says. “You’re 
going to react a lot differently than 
someone who gets blindsided and has 
never laid that groundwork. 

“It’s not just about your risk tolerance,” 
he adds. “It’s about your financial 
capacity to handle risk.” You might 
feel risk tolerant, but if you haven’t 
structured your investments to handle 
a sharp drop, your financial capacity to 
handle risk may not match your attitude.

2 Match your money  
to your goals

Map out a plan that takes into  
account what you’re saving for, whether 
near-term expenses or future financial 
goals like college tuition or your 
retirement. Structure your portfolio to 
match those goals. 

Money that you’ll need in the short 
term or that you can’t afford to lose—the 
down payment on a home, for example—
is best invested in relatively stable assets, 
such as money market funds, certificates 
of deposit (CDs) or Treasury bills. Goals 
that need funding in three to five years 
should be addressed with a mixture of 
investment-grade bonds and CDs. For 
money you won’t need for five or more 
years, consider assets with the potential 
to grow, such as stocks, which are more 
volatile. (Of course, your allocation 
should also account for your time horizon 
and risk tolerance. If you’re retiring in six 

years, you probably don’t want to invest 
solely in stocks.)

3 Remember:  
Downturns don’t last

The Schwab Center for Financial 
Research looked at both bull and bear 
markets in the S&P 500 going back to 
the late ’60s and found that the average 
bull ran for more than four years, 
delivering an average return of nearly 
140%. The average bear market lasted 
a little longer than a year, delivering an 
average loss of 34.7%. The longest of the 
bears was a little more than two years—
and was followed by a nearly five-year 
bull run. (See chart on page 36.)

How does this impact your bear-
market kit? Even if you find yourself 
headed into the second year of a bear 
market, remember that it won’t last. No 
bull market endures forever, and neither 
does a bear. And historically the market’s 
upward movement has prevailed over 
the declines.

4 Keep your  
portfolio diversified

Let’s say there is a slump—is there a 
remedy to help your portfolio get back 
on its feet? Being well diversified can 
help cushion against losses, and that’s a 
preventive measure you can take now. 
Consider the assets you’ve set aside for 
medium-term needs or goals. Being 
diversified means you have a wide 
variety of investment-grade bonds—
corporate, municipals, Treasuries and 
possibly foreign issues. And they should 
have varying maturity dates, from short-
term to mid-term, so you always have 
some bonds maturing and providing you 
with either income or money to reinvest.

Your long-term assets should be 
divvied up among a wide array of 
domestic stocks—big and small, fast-
growing and dividend-paying—as well as 
international stocks, real estate investment 
trusts (REITs) and commodities, says 
Mark. That mix gives you exposure to 
asset classes that tend to move at different 
times and speeds, he says. 
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     Bear market   
     recoveries
     are often  
     front-loaded

CUMULATIVE RETURN FOLLOWING BEAR MARKET

12-MONTH  
PERIOD

24-MONTH 
PERIOD

36-MONTH  
PERIOD

If fully invested 46% 65% 77%

1 month of T-bills after bottom 32% 50% 62%

3 months of T-bills after bottom 19% 36% 45%

6 months of T-bills after bottom 11% 28% 37%

Source: Schwab Center for Financial Research with data provided by Bloomberg. The market is represented by daily price returns of the S&P 500 Index. Bear 
markets are defined as periods with cumulative declines greater than 10% and duration of at least six months. Periods with declines of 20% or more over at 
least two months are also considered bear markets. Periods between bear markets are designated as bull markets. Indexes are unmanaged, do not incur fees or 
expenses, and cannot be invested in directly. Past performance is no guarantee of future results.

Bear markets generally occur every 4 to 5 years
S&P 500 peak-to-trough or trough-to-peak price returns (February 1966—September 2015)

772 
days

+48%

945 
days

+74%

708 
days

+73%
988 
days

+61%

1,813 
days

+229%

1,800 
days

+102%

2,361 
days

+184%

3,560 
days

+415%

942 
days

+65%

238 
days

–22%
537 
days

–36%
622 
days

–48%

517 
days

–19%

614 
days

–27%

99 
days

–34%

85 
days

–20%
758 
days

–49%

510 
days

–57%

BEAR MARKET BULL MARKET

Average duration
Bull market: 1,543 days
Bear market: 442 days

Average return
Bull market: 138.9%
Bear market: -34.7%

1966 1971 1976 1981 1986 1991 1996 2001 2006 2011

See page 42 for important information.
The Schwab Center for Financial Research is a division of Charles 
Schwab & Co., Inc.

©2016 Charles Schwab & Co., Inc. All rights reserved. Member SIPC.

(1215-ALNE)

Source: Schwab Center for Financial Research with data from Morningstar, Inc. The market is 
represented by total monthly returns of the S&P 500 Index, January 1926–June 2012. T-bills are 
represented by the total returns of the Ibbotson U.S. 30-day Treasury Bill Index. The 16 bear markets 
analyzed are defined as periods with cumulative declines greater than 10% and duration of at least 
six months, and include the bear market that spanned from October 2007 through February 2009.  
Past performance is no indication of future results.

As you can see in the table at left, 
the all-stock portfolio was the best 
performer and was still delivering 
higher returns than the other portfolios 
three years after the market bottomed. 

 Timing the market is very difficult—
no one knows for sure when the bottom 
will come—so if you can tolerate it, 
riding out a bear market  
may be worth it.

6 Cash has its short-term uses, 
true, but don’t let that blind you to 
its long-term potential as an agent of 
diversification in your portfolio. Cash 
has a very low correlation to other 
asset classes, so it offers protection 
against volatility. Another advantage: 
Cash reserves can come in handy in 
down markets. With cash you can buy 
in when prices are attractively low—
without having to sell securities at a 
loss, if they are also at a low point. So 
cash can provide your portfolio with 
some stability (low correlation, low 
volatility) and flexibility (to buy new 
assets without selling old ones cheap).

7
Finally, your bear market kit could 
benefit from having a built-in buddy 
system, so to speak. Meaning, if you’re 
not sure how to structure your portfolio 
correctly, or you think you’d be tempted 
to do something rash in a market slide, 
you should find a financial professional 
you trust to collaborate with you. 
That person can walk you through a 
complete portfolio review and help 
prepare you and your portfolio for 
times when the market gets tough. 

-- One that was diverted to T-bills 
for three months after the market 
bottomed before returning to a 
100% stock allocation. 

-- One that was diverted to T-bills 
for six months after the market 
bottomed before returning to a 
100% stock allocation. 

5 Don’t miss out on  
market rebounds

“It’s easy to say that you’re risk tolerant 
when the markets are near all-time 
highs,” says Mark. “A better indicator is 
what you did in the last downturn.”

Many investors sold at the bottom of the 
market in March 2009, turning temporary 
paper losses into real, wealth-crushing 
losses. Mutual fund outflows were about 
$21.6 billion that month, according to  
the Investment Company Institute.  
And many of those same investors failed 
to get back in the market during one of 
the strongest bull markets in history. 

To get a sense of what’s at stake 
when you pull out of the market, even 
temporarily, during a bear market, the 
Schwab Center for Financial Research 
compared the returns from four 
hypothetical portfolios: 

-- One that remained 100%-invested in 
stocks as the market touched its bear-
market low and then rebounded.

-- One that was diverted to short-term 
T-bills for a month after the market 
bottomed before returning to a  
100% stock allocation.

OI-Sp16-Q1-36

CHARLES SCHWAB  •  SPR ING 2016 36

dOI_Sp16_34-37_FT_BearMarket_V4.od.indd   36 1/13/16   11:25 AM



Past performance is no guarantee of future results. Investors should 
carefully consider the investment objectives, risks, charges and expense of a 
fund. This and other important information about a fund is contained in the 
fund’s prospectus. For more complete information about these Value Line 
Funds and a copy of a prospectus, contact Schwab at 800-435-4000 or go 
to www.schwab.com/mutualfunds, or contact your financial advisor. Read 
the prospectus carefully before you invest or send money.
There are risks associated with investing in small and mid-cap stocks, 
which tend to be more volatile and less liquid than stocks of large 
companies, including the risk of price fluctuations.
Charles Schwab & Co., Inc., Member SIPC, receives remuneration 
from fund companies and/or their affiliates in the Mutual Fund 
OneSource® service for recordkeeping, shareholder services and 
other administrative services (0216-0158).

Equity Funds

Small Cap Opportunities Fund (VLEOX)

Premier Growth Fund (VALSX)

Larger Companies Focused Fund (VALLX) New 
Focused 

Strategies!Value Line Mid Cap Focused Fund (VLIFX)

Hybrid Funds

Asset Allocation Fund (VLAAX)

Income and Growth Fund (VALIX)

Fixed Income Funds

Core Bond Fund (VAGIX)

Tax Exempt Fund (VLHYX)

Value Line Funds
Available through Charles Schwab

Solid Fundamentals.
Disciplined Investing.

Six Decades of Experience.

Trusted By Investors for Over 60 Years

LET’S TALK 
Call us at  
888-484-5340 
to discuss your 
portfolio.

See page 42 for important information.
The Schwab Center for Financial Research is a division of Charles 
Schwab & Co., Inc.

©2016 Charles Schwab & Co., Inc. All rights reserved. Member SIPC.
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As you can see in the table at left, 
the all-stock portfolio was the best 
performer and was still delivering 
higher returns than the other portfolios 
three years after the market bottomed. 

 Timing the market is very difficult—
no one knows for sure when the bottom 
will come—so if you can tolerate it, 
riding out a bear market  
may be worth it.

6 Include cash in your kit
Cash has its short-term uses, 

true, but don’t let that blind you to 
its long-term potential as an agent of 
diversification in your portfolio. Cash 
has a very low correlation to other 
asset classes, so it offers protection 
against volatility. Another advantage: 
Cash reserves can come in handy in 
down markets. With cash you can buy 
in when prices are attractively low—
without having to sell securities at a 
loss, if they are also at a low point. So 
cash can provide your portfolio with 
some stability (low correlation, low 
volatility) and flexibility (to buy new 
assets without selling old ones cheap).

7 Find an expert  
you can count on

Finally, your bear market kit could 
benefit from having a built-in buddy 
system, so to speak. Meaning, if you’re 
not sure how to structure your portfolio 
correctly, or you think you’d be tempted 
to do something rash in a market slide, 
you should find a financial professional 
you trust to collaborate with you. 
That person can walk you through a 
complete portfolio review and help 
prepare you and your portfolio for 
times when the market gets tough. -
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All expressions of opinion are subject to change without notice in reaction to 
shifting market conditions. Data contained herein from third-party providers 
is obtained from what are considered reliable sources. However, its accuracy, 
completeness or reliability cannot be guaranteed. (p. 4, 5, 6–7, 8, 10—11, 
12—13, 14—16, 17—19, 28—30, 34—37)

The information provided here is for general informational purposes only and 
should not be considered an individualized recommendation or personalized 
investment advice. The investment strategies mentioned here may not be 
suitable for everyone. Each investor needs to review an investment strategy 
for his or her own particular situation before making any investment decision. 
(p. 5, 8, 9, 10—11, 12—13, 17—19, 20—21, 25—27, 28—30, 31–33, 34—37)

This information is not intended to be a substitute for specific individualized 
tax, legal or investment planning advice. Where specific advice is necessary 
or appropriate, Schwab recommends consultation with a qualified tax advisor, 
CPA, financial planner or investment manager. (p. 4, 14—16, 28—30)

Tax laws are subject to change, either prospectively or retroactively. 
Individuals should contact their own professional tax advisors or other 
professionals to help answer questions about specific situations or needs 
prior to taking any action based upon this information. (p. 14—16)

The information presented does not consider your particular investment 
objectives or financial situation and does not make personalized 
recommendations. This information should not be construed as an offer to sell 
or a solicitation of an offer to buy any security. The investment strategies and 
the securities shown may not be suitable for you. We believe the information 
provided is reliable, but Charles Schwab & Co., Inc. (“Schwab”) and its affiliates 
do not guarantee its accuracy, timeliness or completeness. Any opinions 
expressed herein are subject to change without notice. (p. 14—16)

Examples provided are for illustrative purposes only and not intended to be 
reflective of results you can expect to achieve. (p. 10–11, 14—16, 25—27)

Investing involves risks, including loss of principal. Hedging and protective 
strategies generally involve additional costs and do not ensure a profit or 
guarantee against loss. (p. 20—21)

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, market valuations, 
liquidity, prepayments, early redemption, corporate events, tax ramifications 
and other factors. Lower-rated securities are subject to greater credit risk, 
default risk and liquidity risk. (p. 4, 8, 28—30, 31—33, 34—37)

Tax-exempt bonds are not necessarily a suitable investment for all persons. 
Information related to a security’s tax-exempt status (federal and in-state) 
is obtained from third parties and Schwab does not guarantee its accuracy. 
Tax-exempt income may be subject to the alternative minimum tax (AMT). 
Capital appreciation from bond funds and discounted bonds may be subject 
to state or local taxes. Capital gains are not exempt from federal income tax. 
(p. 4, 34—37)

Diversification strategies do not ensure a profit and do not protect against 
losses in declining markets. (p. 34—37)

International investments involve additional risks, which include differences 
in financial accounting standards, currency fluctuations, geopolitical risk, 
foreign taxes and regulations, and the potential for illiquid markets. Investing 
in emerging markets may accentuate these risks. (p. 12—13, 31—33, 34—37)

Commodity-related products, including futures, carry a high level of risk 
and are not suitable for all investors. Commodity-related products may be 
extremely volatile, illiquid and can be significantly affected by underlying 
commodity prices, world events, import controls, worldwide competition, 
government regulations and economic conditions, regardless of the length of 
time shares are held. Investments in commodity-related products may subject 
the fund to significantly greater volatility than investments in traditional 
securities and involve substantial risks, including risk of loss of a significant 
portion of their principal value. (p. 5)

Small-cap funds are subject to greater volatility than those in other asset 
categories. (p. 31—33)

Investing in REITs may pose additional risks such as real estate industry risk, 
interest rate risk and liquidity risk. (p. 34—37)

Indexes are unmanaged, do not incur management fees, costs and expenses, 
and cannot be invested in directly. (p. 4, 5, 17—19, 25–27, 31–33, 34–37)

The S&P 500© Index is a market capitalization-weighted index comprising 
500 widely traded stocks chosen for market size, liquidity and industry group 
representation. (p. 17—19, 25—27, 34—37)

Barclays Municipal Bond Index consists of a broad selection of investment-
grade general obligation and revenue bonds of maturities ranging from one 
year to 30 years. It is an unmanaged index representative of the tax-exempt 
bond market. (p. 4)

Barclays U.S. Aggregate Bond Index includes fixed-rate debt issues rated 
investment grade or higher by Moody’s Investors Service, Standard & 
Poor’s®, or Fitch Investor’s Service, in that order. (It also includes commercial 
mortgage-backed securities.) Bonds or securities included must be fixed 
rate, must be dollar denominated and non-convertible, and must be publicly 
issued. Bonds included span the maturity horizon, although all issues must 
have at least one year to maturity. All returns are market-value weighted 
inclusive of accrued interest. (p. 17—19, 31—33, 34—37)

The Bloomberg Commodities Index is made up of 22 exchange-traded futures 
on physical commodities. The commodities are weighted to account for 
economic significance and market liquidity. (p. 5)

The Wilshire Liquid Alternative Index is composed of the Wilshire Liquid 
Alternative Equity Hedge Index, the Wilshire Liquid Alternative Global Macro 
Index, the Wilshire Liquid Alternative Relative Value Index, the Wilshire Liquid 
Alternative Multi-Strategy Index and the Wilshire Liquid Alternative Event 
Driven Index. (p. 17—19)

The Credit Suisse Managed Futures Liquid Index tracks 18 of the most 
liquid and widely traded instruments in seeking to reflect the returns  of the 
managed futures sector. (p. 17—19)

The Morningstar Global Long/Short Equity Index measures the performance 
of global highly liquid exchange-listed futures contracts in equities. It has the 
ability to go both long and short, providing greater flexibility and the potential 
to capture both upward and downward movements in price. (p. 17—19) 

Schwab Equity Ratings and the general buy/hold/sell guidance are not 
personal recommendations for any particular investor or client and do not 
take into account the financial, investment or other objectives or needs 
of, and may not be suitable for, any particular investor or client. Investors 
and clients should consider Schwab Equity Ratings as only a single factor 
in making their investment decision while taking into account the current 
market environment. (p. 9)

Schwab Trading Services includes access to StreetSmart® trading platforms, 
the Schwab Trading Community, and priority access to Schwab trading 
specialists. Call 888-245-6864 to request access (a Schwab brokerage 
account is required). There are no fees to use Schwab Trading Services. Other 
account fees, optional data fees, fund expenses and brokerage commissions 
may apply. Schwab reserves the right to restrict or modify access at any time. 
Access to electronic services may be limited or unavailable during periods 
of peak demand, market volatility, systems upgrades or maintenance, or for 
other reasons. (p. 20—21)

Schwab Mutual Fund OneSource Select List® information is provided 
for general information purposes only and should not be considered an 
individualized recommendation or personalized investment advice. The 
securities listed may not be suitable for everyone. Each investor needs to 
review a security transaction for his or her own particular situation. Schwab or 
its employees may sometimes hold positions in the securities listed. Charles 
Schwab & Co. Inc. is the underwriter and distributor of Schwab Funds®.  
(p. 31—33)

©2016 Charles Schwab & Co., Inc. All rights reserved. Member SIPC.
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Y ou have an idea of what’s in 
your portfolio, but how often 
do you check in to make sure 

everything is going as planned? 
An investment portfolio is a bit  

like a garden. Once you plant your 
seeds, you need to look after them. 
If you ignore your patch for a long 
stretch, it’s likely that when you come 
back to it you won’t find a collection of 
crops waiting to be harvested. Instead, 
some things will have grown, others 
will have wilted and weeds will have 
sprouted in between.

Markets are dynamic and constantly 
changing. An outperforming asset 
class can become a greater portion of 
your portfolio, leaving it unbalanced 
and possibly exposed to more risk 
than necessary to achieve your 
financial goals. Annual rebalancing, 
which includes harvesting some of 
your gains and reinvesting in other 
asset classes, can restore the benefits of 
diversification to your portfolio. 

If you haven’t looked at your 
portfolio in a long time, you may 
find it’s no longer appropriate for 
your life stage, or that you are  
paying more for your investments 
than is necessary. 

Diversification strategies do not ensure a profit and do not protect against losses in declining markets.

(1215-AE8H)

Know What You Own
Don’t let too much time pass before  
checking up on your investments.

Staying on top of your investment 
portfolio can fall by the wayside when 
life gets in the way. That’s why we offer 
help. From online resources you can 
use to keep tabs on your portfolio 
to input from Schwab Financial 
Consultants and managed investment 
solutions, we want to make sure 
you have the tools you need to stay 
appropriately diversified. 

It’s imperative to keep a handle 
on your investments. Indeed, left 
untended, a portfolio can evolve in 
unexpected ways. And the results can 
be disappointing. Some of the best 
advice I can give you is to know what 
you own—and revisit it often. 

Charles R. Schwab,
Founder & Chairman

“Some of the 
best advice I 

can give you is 
to know what 
you own—and 

revisit it often.”
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There are eligibility requirements to work with a dedicated Financial Consultant. Wealth management refers to products and services available through the operating 
subsidiaries of The Charles Schwab Corporation of which there are important differences including, but not limited to, the type of advice and assistance provided, fees 
charged, and the rights and obligations of the parties. It is important to understand the differences when determining which products and/or services to select. The 
Charles Schwab Corporation provides a full range of brokerage, banking, and fi nancial advisory services through its operating subsidiaries. Its broker-dealer subsidiary, 
Charles Schwab & Co., Inc. (member SIPC), offers investment services and products, including Schwab brokerage accounts. Its banking subsidiary, Charles Schwab Bank 
(member FDIC and an Equal Housing Lender), provides deposit and lending services and products.
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Brokerage Products: Not FDIC-Insured • No Bank Guarantee • May Lose Value

If you are not a Kansas taxpayer, before investing consider whether your or the benefi ciary’s home state offers a 529 plan that provides its taxpayers with 
state tax benefi ts and other benefi ts not available through this plan. 

As with any investment, it is possible to lose money by investing in this plan.

The Schwab 529 College Savings Plan is available through Charles Schwab & Co., Inc. and is managed by American Century Investment Management, Inc. The plan 
was created by the Kansas State Legislature under the provisions of Section 529 of the Internal Revenue Code and is administered by Kansas State Treasurer Ron Estes. 
Notice: Accounts established under the Schwab 529 College Savings Plan and their earnings are neither insured nor guaranteed by the State of Kansas, the Kansas 
State Treasurer, American Century Investments®, or Charles Schwab & Co., Inc. Accounts established under the Schwab 529 College Savings Plan are domiciled at 
American Century Investments and not Schwab. American Century Investment Services, Inc., Distributor and Underwriter.

©2015 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. IAN (0715-4UGL) ADP76005-01 (07/15)

Tuition, fees, books, room and board. It all adds up, and quickly. 
Whether you are saving for your child, grandchild, or other loved 
ones, a Schwab 529 Plan can offer the tax advantages, professional 
management, and fl exibility you’ll need to pursue your college 
savings goals.

Learn more at Schwab.com/529 or call 1-888-302-1559.

 Saving for college?

Consider the 
benefi ts of a 
Schwab 529 Plan.
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