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CEO’s NOTE

1Maurna Desmond, “They Turned Down the TARP,” forbes.com, 01/23/2009. | 2Charles Schwab received the highest 
numerical score in the J.D. Power 2016–2018 U.S. Full Service Investor Satisfaction Study. 2018 study based on 4,419 
total responses from 18 firms measuring opinions of investors who used full-service investment institutions, surveyed 
November–December 2017. |  3Charles Schwab earned the highest overall satisfaction score in the Large Plan segment 
of the 2018 J.D. Power Group Retirement Satisfaction Study. The 2018 study was based on 9,500 responses from group 
retirement plan members surveyed February–March 2018.

Doing Right 
by Our 
Clients
 
We work hard to earn—and 
keep—your trust.

See page 42 for 
important information. 
u Your experiences may 
vary. Visit jdpower.com.
(0818-8YMP)

hen I assumed the responsibil-
ities of CEO of Charles Schwab 

nearly a decade ago, we were in the 
midst of the worst recession in modern 
history, precipitated in large part by  
a subprime mortgage crisis that  
undermined investors’ trust in the 
financial-services industry. When 
roughly 80% of major U.S. banks 

applied for aid from the U.S. Treasury’s 
historic $700 billion bailout program,1 
even those of us who didn’t seek relief 
knew we faced an uphill battle in earn-
ing back consumers’ trust.

Client trust and satisfaction have 
always been top priorities for Schwab, 
born from our deep-seated belief that 
trust takes a lifetime to earn but can be 
lost in an instant. This year, we were 
ranked by J.D. Power as “Highest in 
Investor Satisfaction with Full Service 
Brokerage Firms” for the third year in a 
row.2 We also earned Highest in Group 
Retirement Satisfaction among Large 
Plan Providers in the 2018 J.D. Power 
Group Retirement Satisfaction Study.3

These coveted accolades are wel-
come recognition of another core belief: 
that investors deserve the best service at 
the best value, each and every day.

Sincerely,

Walt Bettinger
President & CEO

W



Build the core 

of your portfolio 

with low-cost 

Schwab ETFs™.

Schwab market cap
index ETFs provide:
• Among the lowest operating expenses  

in the industry

• Choices spanning domestic equity, fixed income, 
and international equity—all designed to be part 
of the core of your portfolio

And all Schwab ETFs trade commission-free1

online in your Schwab account.

Investors should consider carefully information contained in the prospectus or, if available, the summary 
prospectus, including investment objectives, risks, charges, and expenses. You can view and download 
a prospectus by visiting schwabfunds.com/prospectus. Please read it carefully before investing.

Investment value will fluctuate, and shares, when redeemed, may be worth more or less than original cost. Shares of ETFs are not individually 
redeemable directly with the ETF. ETF shares are bought and sold at market price, which may be higher or lower than the net asset value (NAV).
1 Restrictions apply: Online trades of Scwhab ETFs™ are commission-free at Charles Schwab & Co., Inc., while trades of certain third-party ETFs are 
subject to commissions. Broker-assisted and automated phone trades are subject to service charges. Waivers may apply. See the Charles Schwab 
Pricing Guide for more details. All ETFs are subject to management fees and expenses. An exchange processing fee applies to sell transactions.

2 The table is based on operating expense ratios (OER) data comparison between Schwab market cap index ETFs and non-Schwab market cap index ETFs. 
The non-Schwab market cap index ETFs shown represent Vanguard and iShares market cap index ETFs with the lowest expenses ratio within their fund family 
in their respective Lipper category listed. The asset classes shown above are a sampling of the Schwab Market-Cap Index 
ETFs. For more information on the entire suite and how they compare, go to schwab.com/lowcostetfs. Schwab OERs and 
competitor OERs represent the lowest OERs reported from prospectuses and Strategic Insight Simfund, reflected as of 
6/14/18. ETFs in the same Lipper category may track different indexes, have differences in holdings, and show different 
performance. Expense ratios are subject to change.

Charles Schwab Investment Management, Inc. (CSIM) is the investment advisor for Schwab ETFs. Schwab ETFs are distributed 
by SEI Investments Distribution Co. (SIDCO), One Freedom Valley Drive, Oaks, PA 19456. SIDCO is not affiliated with CSIM.

©2018 Charles Schwab & Co., Inc. All rights reserved. Member SIPC.
CC1794944 (0918-8KZD) ADP102017-00 (06/18) 00210206

See how Schwab ETFs’ low costs compare to Vanguard and iShares.2

Schwab Vanguard iShares
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Large-Cap Core SCHK 0.05% VV 0.05% IWB 0.15%

International Small/
Mid-Cap Growth

SCHC 0.12% VSS 0.13% SCZ 0.40%

Core Bond SCHZ 0.04% BND 0.05% AGG 0.05%

Commission-
Free at Schwab

Get more details at schwab.com/lowcostetfs, or call 1-877-913-9332.

156341_2018_Q3_OI_ADP102017-00_CSIM.indd   1 6/7/18   1:16 PM



FA L L  2 0 1 8    |    O N  I N V E S T I N G    |    5

IL
L

U
S

T
R

A
T

IO
N

 B
Y

 M
A

T
T

 B
L

E
A

S
E The K–12  

Conundrum
Why tapping a 529 for precollege expenses may not make sense.

CONTENTS   529s   |   ACTIVELY MANAGED FUNDS  |  RETIREMENT SAVINGS  |  INTERNATIONAL BONDS  |  AND MORE
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THE BOT TOM LINE

1Madison Sargis and Kai Chang, The Aftermath of Fund Management Change,  
Morningstar Quantitative Research, 07/24/2017.

See page 42 for important information. ◆ Investors should consider carefully 
information contained in the prospectus or, if available, the summary 
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. (0818-8C86)

f you’re thinking of fleeing an actively managed fund just 
because its manager has departed, think again. There’s no 

apparent correlation between a fund’s returns and a change in 
management, according to research from Morningstar.1

That’s not to say a fund’s management team isn’t a determining 
factor in performance, says Jim Peterson, chief investment officer 
at Charles Schwab Investment Advisory (CSIA). However, who is 
managing a fund is often less important than how a fund is being 
managed.

CSIA, for example, favors funds with a disciplined, identifiable 
investment process run by a team of two or more, over those that rely 
on a single star portfolio manager. With that structure in place, “the 
departure of any one individual is less likely to have a meaningful 
impact on future performance,” Jim notes.

Of course, it can sometimes be difficult for the average investor to 
assess a management team’s process, so Jim suggests turning to the 
experts. “Look for resources that do the legwork for you,” he says. 
“CSIA, for instance, evaluates every fund on the Schwab Mutual Fund 
OneSource Select List® (schwab.com/selectlist) on both qualitative 
and quantitative factors—including investment strategy and 
management structure.”

I

ax-advantaged 529 college sav-
ings plans aren’t just for college 

anymore: Such funds can now be used 
for kindergarten through 12th-grade 
tuition at private schools—up to 
$10,000 per child per year—as a result 
of the 2017 Tax Cuts and Jobs Act.

Not only do 529 plans provide 
federal tax-free growth and tax-free 
withdrawals for qualified expenses, 
but many states offer residents a full 
or partial tax credit or deduction for 
contributions to their state’s plan, 
and some states allow you to deduct 
contributions to any plan.

That said, not all states permit 
529 plan spending on K–12 tuition 
expenses, so be sure to check your 
plan’s rules, lest you be subject to state 
income tax plus penalties.

Of course, tapping a 529 earlier than 
college may not make sense, even if 
permitted by state law. If you open a 
529 account when a child is born, for 
example, and then use it a few years 
later to pay for kindergarten, the 
investment gains—and therefore the 
tax benefits—will likely be modest. 

“It’s always good to have more 
options,” says Hayden Adams, CPA and 
director of tax and financial planning 
at the Schwab Center for Financial 
Research. “But the main advantage 
of 529s is their long-term potential 
for tax-free gains—to say nothing of 
saving for college itself—and both can 
be compromised if you begin drawing 
down the funds much earlier.”

Learn more about the Schwab 529 College 
Savings Plan at schwab.com/529.

See page 42 for important information.  
◆ Investing involves risk, including loss 
of principal. ◆ This information does not 
constitute and 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. (0818-8XKR)

NEXT
STEPS

T

Follow the Leader?
What to do when a fund manager leaves.
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Supercharge 
Your 
Retirement 
Savings
Four ways to sock away  
even more.

contribute to a 401(k) offered by your 
primary employer. Be aware, however, 
that you may not be able to max out 
both your company 401(k) and a 
self-employment retirement plan, so 
be sure to check IRS rules at irs.gov/
retirement before contributing.

   Learn more at  
      schwab.com/smallbusiness.

Scenario 3:  
You participate in a  
high-deductible health plan

Participants in such plans are eligible 
to open a triple-tax-advantaged 
health savings account (HSA): 
Contributions are federally tax-
deductible; capital gains, dividends 
and interest accumulate tax-free; and 
you pay no tax on withdrawals for 
qualified medical expenses. Beginning 
at age 65, HSA withdrawals used for 
any other purpose will be taxed as 
ordinary income, putting them on 
the same footing as funds from an 
IRA. Best of all, HSAs aren’t subject 
to required minimum distributions 
(RMDs) beginning at age 70½, giving 
you greater control over withdrawals.

   Find more tips at  
      schwab.com/retirementsavings.

Scenario 4:  
You’re age 50 or older

Starting in the year you turn 50, the 
IRS allows you to save an extra $6,000 
annually to your 401(k) and $1,000 
annually to your IRA, thanks to 
catch-up contributions. That means 
in 2018 you can put away as much as 
$24,500 in your 401(k) and $6,500 in 
your IRA.

   Log in and contribute at  
      schwab.com/contribute. 

hen it comes to saving for 
retirement, maxing out your 

401(k) and/or Individual Retirement 
Account (IRA) is just the beginning. 
Here are four scenarios in which you 
may be able to give your savings an 
extra boost.

Scenario 1:  
Your spouse doesn’t work

So long as you have earned income, 
your nonworking spouse can maintain 
a separate IRA in her or his name—
funded from your earnings—effectively 
doubling your savings potential.1

   Open a spousal IRA at  
       schwab.com/IRA.

Scenario 2:  
You have a side gig

If you earn income from freelance work 
or a side business, you may be able 
to contribute to a Savings Incentive 
Match Plan for Employees (SIMPLE) 
IRA, a Simplified Employee Pension 
(SEP) IRA or a Solo 401(k)—even if you 

W

See page 42 for important information. ◆ Investing involves risk, including loss of principal. ◆ This information does not constitute and 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. (0818-8XTP)

1Provided the couple files a joint tax return.
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THE BOT TOM LINE

LET’S 
TALK

For help selecting bonds for your  
portfolio, call a Schwab fixed income 
specialist at 866-893-6699.

Made in  
the USA
U.S. Treasuries are  
giving foreign bonds a run 
for their money.

hen the U.S. dollar declines 
against other currencies, the 

interest on bonds denominated in 
those currencies gains in value when 
converted back into dollars. Although 
it’s recovered somewhat after last 
year’s worst annual showing in nearly 
a decade and a half, the greenback’s 

relative weakness may leave many 
investors wondering whether a buying 
opportunity for international bonds 
persists.

“Not necessarily,” says Kathy Jones, 
chief fixed income strategist at the 
Schwab Center for Financial Research. 
“A weak dollar is often viewed as a buy 
sign for international bonds, but there 
are other factors that can influence a 
bond’s value.”

Indeed, the economic and interest-
rate policy in a bond’s home country 
can have a much greater impact on 
yields, Kathy says. “Having some 
exposure to a variety of economies 
is great from a diversification 
perspective, but too much exposure 
can add undue risk to your portfolio.”

Instead, investors searching for 
higher yields may want to look 
closer to home. U.S. Treasury yields, 
for example, have been on the rise 
thanks to a series of Federal Reserve 

interest-rate hikes, allowing investors 
to add income to their portfolios 
without the added risk of investing 
overseas.

“Treasuries are finally starting to 
offer competitive yields,” Kathy says, 
“even when you factor in the positive 
exchange rates on international 
coupons resulting from a declining 
dollar.”

See page 42 for important information. 
◆ 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. ◆ 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.
(0818-80BX)

W
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NEXT 
STEPS

Use the Schwab Intelligent Advisory™ online tool to start building your  
plan, then work with a CERTIFIED FINANCIAL PLANNER™ professional to put it into action.  
Learn more at schwab.com/intelligentadvisory.

any investors evaluate their 
portfolio returns against 

benchmarks like the S&P 500® 
Index. But even the broadest index is  
unlikely to reflect the diversity of many 
long-term investors’ portfolios, which 
often include not only domestic stocks 
but also bonds, cash investments and 
international equities—to say nothing 
of more-specialized asset classes.

“If your portfolio holds both stocks 
and bonds, the S&P 500 wouldn’t be an 
accurate gauge because it measures only 
U.S. large-cap stocks,” says David Koenig, 
vice president and chief investment 
strategist for Schwab Intelligent 
Portfolios®. In this case, a blended 
benchmark—consisting of, say, the S&P 
500 and the Bloomberg Barclays U.S. 
Aggregate Bond Index—could offer a 
more accurate comparison point. Just 
remember to blend the two indexes 
in direct proportion to your holdings. 

M

The Right 
Yardstick
How to gauge your 
portfolio’s performance.

See page 42 for important information. ◆ 
Schwab Intelligent Portfolios® and Schwab 
Intelligent Advisory™ are made available 
through Charles Schwab & Co., Inc. 
(“Schwab”), a dually registered investment 
adviser and broker dealer. ◆ Please read 
the Schwab Intelligent Advisory disclosure 
brochure for important information about 
this program. (0818-8E9D)

If your portfolio consists of 60% stocks 
and 40% bonds, for instance, the index 
blend should also be 60/40.

Benchmarks can also be useful 
for evaluating actively managed 
funds, as the success of such funds is 
most often measured by how much 
they outperform their underlying 
index. That said, “any fund can beat a 
benchmark over short periods,” David 
says, “so look for outperformance over 
a longer period—ideally, three to five 
years, or even an entire market cycle.”

In the end, however, investing isn’t 
a competition—it’s about achieving 
your goals. If your portfolio gains 8% 
against a benchmark that rose just 4%, 
for example, you’ll likely be pleased 
with your outperformance. But will 
you have enough for a comfortable 
retirement? No benchmark can tell 
you that, so work with a financial 
advisor if you’re unsure.



Investors should consider the investment objectives, risks, charges and expense of the Matthews Asia Funds carefully before 
making an investment decision. This and other information about the Funds is contained at matthewsasia.com. Read the 
prospectus carefully. Investing involves risk including the possible loss of principal. International and emerging markets 
may involve additional risks including higher volatility and market illiquidity. Foreside Funds Distributors LLC.
Charles Schwab & Co., Inc., Member SIPC, receives remuneration from fund companies and/or their affiliates in the Mutual Fund OneSource® service for 
recordkeeping, shareholderservices and other administrative services. The amount of fees Schwab or its affiliates receive from funds participating in the Mutual 
Fund OneSource services is not considered in the Select List selection, nor does any fund pay Schwab to be included in the Select List. Schwab and Mutual 
Fund OneSource are trademarks of Charles Schwab & Co., Inc. and used with permission.

Put the real power of Asia in your portfolio.
With Asia representing one-third of global GDP and more than half of the world’s annual growth, 
we believe that investors should consider making a dedicated allocation to the world’s fastest 
growing region.
For over 25 years, we have pursued an active, fundamental approach to investing in Asia, resulting 
in portfolios with an average active share of 85% and holdings that we believe represent a better 
exposure to the future growth of the region.
Find out more about our experience, insight and passion for Asia—and the role Asia can play 
in your portfolio—at matthewsasia.com/missing or view the available Matthews Asia Funds on the 
Q3 2018 Schwab Mutual Fund OneSource Select List® at www.schwab.com/matthewsasia.
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Dear Reader,
Congratulations to you and your wife! 
The arrival of a new baby is a joyous 
affair but also a life-changing one, so 
you’re smart to consider the financial 
aspects of parenthood now. Research 
shows that it costs roughly $235,000 
for a middle-income family to raise 
a child through age 17, not including 
college savings.1

But don’t be daunted by that figure: 
Raising a family can be quite manage-
able—especially if you plan ahead. Here 
are four ways to help keep your finances 
in order with a baby in tow.

1   Ensure you’re insured
Whether your medical coverage is 
through your employer or a do-it- 
yourself plan, you typically have only 
30 days from your child’s date of birth 
to add him or her to your coverage. 
If you miss that window, you’ll have 
to wait until open enrollment rolls 
around, potentially leaving you—and 
your child—in the lurch.

If you get your coverage through a 
federal or state health insurance mar-
ketplace, look into options that work 
for a growing family. I’d recommend 
getting the best health insurance you 
can afford, such as a traditional Health 
Maintenance Organization (HMO) or 
Preferred Provider Organization (PPO) 
plan. Even otherwise healthy kids can 
get ear infections and runny noses early 
on, so it’s generally better not to have 
high copays and out-of-pocket costs 
every time you run to the pediatrician.

If you do go with a high-deductible 
health plan, you’ll have lower premi-
ums but more out-of-pocket expenses, 
so make sure you establish and fund a 
Health Savings Account (HSA) to help 

BY CARRIE SCHWAB-POMERANTZ

Baby On 
Board

Financial tips  
for parents-to-be.

Dear Carrie, 
My wife and I are expecting  
our first child this fall. We’re excited 
but also feeling a bit overwhelmed, 
particularly where our finances  
are concerned. Where should  
we begin?

Q A



1 2    |    C H A R L E S  S C H W A B    |    FA L L  2 0 1 8

ASK CARRIE

Growing your family? See more tips  
at schwab.com/parenting.

NEXT 
STEPS

pay for them. A nice benefit of having 
an HSA is that you don’t pay taxes on 
withdrawals for qualified medical 
expenses.2 Plus, contributions are 
tax-deductible at the federal level and 
generally tax-deductible at the state 
level.3

2   Budget for childcare
Childcare can be one of the largest 
expenses young families face, although 
such costs vary dramatically by region. 
Washington, D.C., for example, has 
the country’s most expensive average 
infant-care costs at $1,886 per month. 
In Alabama, on the other hand, parents 
report paying an average of $470 per 
month.4

Fortunately, there are many ways to 
save money on childcare. First, check 
to see whether your employer offers 
a Flexible Spending Account (FSA) for 
dependent care. These tax-deductible 
accounts allow you to contribute up 
to $5,000 per year as a married cou-
ple to cover childcare expenses, and 
many employers even offer matching 
contributions. A potential drawback 
is that the IRS requires money contrib-
uted to an FSA to be spent during the 
plan year—or a grace-period exten-
sion—and if the money isn’t used, it’s 
forfeited. You might also consider more 
creative solutions to your childcare 
needs, such as enlisting grandparents, 
sharing a nanny with another family or 
hosting a live-in au pair.

3   Consider college costs
It’s never too early to start saving  
for college, particularly as tuition 
continues to rise. The College Board 
projects it will cost roughly $200,000 
for today’s infants to attend an in-state, 
four-year public university.

Consider opening a 529 college 
savings account as soon as your child 
is born, if not before. (If you open 
an account early, you can generally 
list yourself as the beneficiary until 

your child is born.) Contributions 
are made with after-tax dollars, but 
the investments in these accounts 
grow income-tax-free and you won’t 
be taxed federally on withdrawals—
including gains—made for qualified 
educational expenses. Many states 
offer residents a full or partial tax 
credit or deduction for contributions 
to their state’s plan—and some states 
allow you to deduct contributions to 
any plan.5 Plus, friends and family can 
contribute to these accounts, making 
them a great gift option for birthdays 
and other celebrations.

4   Cover your bases
Tough as it may be to contemplate, it’s 
crucial to draft a will that designates 
a guardian for your child. If you don’t 
put such wishes in writing, the state 

has the authority to name your child’s 
guardian, and it may not choose the 
person you would have selected.

You should also consider purchasing 
life insurance if you haven’t already, 
ideally opting for a policy that can 
cover ongoing costs—including 
childcare, household expenses and 
mortgage payments—along with any 
money you’re setting aside for college. 
For most families, term life insurance 
is the most cost-effective choice. 
However, in certain cases—when 
there’s a dependent who will need 
lifelong care, for example—a perma-
nent life insurance policy may be the 
wisest choice.

Finally, be sure to update the bene-
ficiary designations on any annuities, 
insurance policies, and brokerage 
or retirement accounts. Although 
your spouse will most likely be your 
primary beneficiary, your child can 
be listed as a contingent beneficiary. 
An estate-planning attorney can help 
ensure your family is taken care of 
according to your wishes.

Baby steps
While it may seem like a lot to con-
sider, getting a handle on many of 
these details before your baby arrives 
should help ease the transition to this 
exciting new phase of life.  n

Carrie Schwab-Pomerantz  
(@carrieschwab), CFP®, is president of the 
Charles Schwab Foundation and senior vice 
president of Schwab Community Services 
at Charles Schwab & Co., Inc.
 

1U.S. Department of Agriculture. | 2State 
taxes may vary. | 3HSA contributions are not 
deductible in several states, including Alabama, 
California and New Jersey. Check with your 
tax advisor for specific tax advice. | 4Economic 
Policy Institute. | 5Savingforcollege.com.

See page 42 for important information. ◆ 
As with any investment, it’s possible to lose 
money by investing in a 529 plan. Additionally, 
by investing in a 529 plan outside of your 
state, you may lose tax benefits offered by 
your own state’s plan. ◆ This information does 
not constitute and 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. (0818-8HEJ)

It’s never too early  
to start saving for 
college, particularly 
as tuition continues 
to rise. The College 
Board projects it will 
cost roughly $200,000 
for today’s infants 
to attend an in-state, 
four-year public 
university.
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Sea Change
Can low-volatility stocks stem the rising tide of market turbulence?

By Steven Greiner and Mahmoud Shammaa
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nvestors caught off guard by 
the sudden return of market 

volatility in early 2018 may have found  
themselves newly appreciative of the 
steadier holdings in their stock portfo-
lios. But low-volatility stocks aren’t just 
useful during bouts of turbulence—over 
time they actually tend to outperform 
their more-volatile peers.1

Of course, we’ve all been taught that 
with greater risk comes potentially 
greater rewards—and that wisdom 

holds true when comparing asset 
classes. (Equities, for example, tend to 
outperform lower-volatility bonds over 
the long term.) Within the category of 
equities alone, however, stocks with 
higher risk profiles may yield lower 
long-term returns.

A hypothetical portfolio com-
prising the Russell 1000® Index’s  
least-volatile stocks, for example, would 
have declined 27% during the depths 
of the 2008 financial crisis—compared 
with 37% for the Russell 1000 as a whole 
and 45% for the Russell 1000’s most- 
volatile stocks.2 And over the ensuing 
decade, that low-volatility portfolio 
would have continued to outperform— 
returning more than twice as much as its  
high-volatility counterpart (see “Built  
to last,” above).

So, what’s the best way to put 
low-volatility stocks to work in your 

portfolio? First you need to determine 
the volatility of the stocks you already 
own—say, by checking their Price 
Volatility Outlook in their Schwab 
Equity Ratings® reports (see “Storm 
watch,” below right). Once you know 
your exposure, you can determine 
whether it makes sense to shift  
additional dollars into less-volatile 
equities.

How much, if any, to shift depends 
on your tolerance for big price swings. 

Aggressive investors may wish to keep 
low-volatility stocks to a minimum, 
whereas more conservative investors 
might choose to migrate a greater por-
tion of their portfolios into relatively 
stable stocks.

That said, there might be times 
when a historically turbulent share 
price is worth the risk. Investors in 
technology stocks, for instance, are 
often willing to stomach their ups and 
downs in exchange for potentially 
higher growth.

In the end, what matters most is 
building a portfolio you can live with, 
even as markets go through their inev-
itable gyrations. Knowing all you can 
about your individual holdings should 
help you to do just that. n

STORM WATCH
Schwab Equity Ratings, which assigns letter 
grades A through F to approximately 3,000 
U.S.-traded stocks, now includes a Price 
Volatility Outlook as a way to gauge expected 
volatility during the next six months. To view 
a stock’s Price Volatility Outlook, log in to 
schwab.com/research, enter its ticker 
symbol in the search field, click its Schwab 
Equity Rating grade and then click on the 
Schwab Equity Ratings Report link on the 
right-hand side to view an in-depth PDF.

I

See page 42 for important information. u 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. u Schwab Equity Ratings are assigned to approximately 3,000 
of the largest ( by market capitalization) U.S. headquartered stocks using a scale of A, B, C, D 
and F. Schwab's outlook is that A-rated stocks, on average, will strongly outperform and F-rated 
stocks, on average, will strongly underperform the equities market over the next 12 months. 
Each of the approximately 3,000 stocks rated in the Schwab Equity Ratings universe is given 
a score that is derived from several research factors. The assignment of a final Schwab Equity 
Rating depends on how well a given stock scores on each of the factors and then how that stock 
stacks up against all other rated stocks. (0818-8DES)

1Andrew Ang, Robert J. Hodrick, Yuhang Xing and Xiaoyan Zhang, “The Cross-Section of Volatility 
and Expected Returns,” The Journal of Finance, February 2006. Xi Li, Rodney N. Sullivan and Luis 
Garcia-Feijóo, “The Low-Volatility Anomaly: Market Evidence on Systematic Risk vs. Mispricing,” 
Financial Analysts Journal, Vol. 72, No. 1, 2016. | 2Every month over a 20-year period, all Russell 1000 
companies were ranked by their past one-year volatility, with the lowest-volatility tercile classified as 
low volatility and the highest-volatility tercile classified as high volatility.

Steven P. Greiner, 
Ph.D., is a senior vice 
president of Schwab 
Equity Ratings at the 
Schwab Center for 
Financial Research.

Mahmoud Shammaa, 
CFA®, is a director 
of Schwab Equity 
Ratings at the 
Schwab Center for 
Financial Research.

Source: Schwab’s QORE ANALYTICS™. Data from 03/31/1997 through 05/31/2018. Chart shows the 
total return (price appreciation plus interest and dividends) of the Russell 1000 Index, the highest-
volatility tercile (one-third) of the Russell 1000 Index and the lowest-volatility tercile of the Russell 
1000 Index, rebased to $1 as of 02/01/1997. One dollar invested in each category on 02/01/1997 
would have been worth $5.56 (Russell 1000), $3.12 (highest-volatility tercile) or $6.31 (lowest-
volatility tercile) by 05/31/2018. Past performance is no guarantee of future results.
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Built to last
Following the 2008 financial crisis, low-volatility stocks’ risk-adjusted returns 
outpaced those of high-volatility stocks over the short, medium and long terms.
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s tech goes, so goes the market—
or so it would seem. After all, 

information-technology companies 
account for roughly a quarter of the 
S&P 500® Index.

But several of these stocks—namely, 
Facebook, Twitter and Alphabet 
(Google’s parent company)—have 
recently found themselves in regula-
tors’ crosshairs because of concerns 
about the privacy of user data. 
Facebook, in particular, has drawn 

A

 Moving On
Why some of the biggest names in Information Technology—
think Facebook and Google—are leaving the sector.  
By Brad Sorensen

unwanted attention following reports 
that one of its apps recorded users’ 
call and message histories—and that 
Cambridge Analytica, an outside com-
pany, improperly accessed the data of 
millions of users.

Such revelations triggered an 
investigation by the Federal Trade 
Commission, along with concerns that 
the social media company’s troubles 
could spread to the rest of the tech 
sector. But how likely is that to happen, 
and how should investors respond?

Beyond FANG
Although Facebook, Amazon, Netflix 
and Google tend to garner the lion’s 
share of attention, it’s worth noting 
that these so-called FANG stocks aren’t
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representative of the tech sector at 
large. Indeed, the Global Industry 
Classification Standard (GICS®) will 
move Facebook and Alphabet from the 
Information Technology sector into its 
new Communication Services sector in 
late September (see “Ch-ch-changes,” 
below right). Meanwhile, Amazon and 
Netflix were never considered technol-
ogy companies to begin with: They’re 
both part of Consumer Discretionary—
though Netflix, too, will soon relocate 
to Communication Services.

In truth, the tech sector covers a  
wide array of technology-related 
stocks—including makers of mobile 
phones, personal computers, semicon-
ductors and software—and its overall 
fundamentals appear promising.

In April, for example, the cash-rich 
Information Technology sector boasted 
the lowest long-term debt-to-equity 
ratio of all 11 sectors. In theory, this 
would leave Information Technology 
companies well positioned to pursue 
mergers and acquisitions that might 
eliminate competition and consolidate 
expenses.

In addition, we have seen such 
companies increase their dividend  
payments over the better part of a 
decade (see “Promising payouts,” 
above right), a sign of fiscal health 
that’s likely to be further bolstered by 
the effects of the 2017 Tax Cuts and 
Jobs Act, which boosts after-tax profits.

The overall economic picture also 
looks supportive. For example, the 
Business Roundtable Q2 2018 CEO 
Economic Outlook Index, which 
measures CEOs’ projections for spend-
ing and hiring, indicates that 61% of 
respondents expect to boost capital 
spending during the next six months 
(the survey was conducted in May). 
In last year’s survey, by comparison, 
fewer than 50% of CEOs said they 
expected to increase such spending. 
Meanwhile, consumer confidence in 
May reached a 17-year high, according 
to the Conference Board Consumer 
Confidence Index®.

See page 42 for important information. 
(0818-8KHL)

NEXT 
STEPS

Log in to schwab.com/techstocks to view 
Schwab’s top-rated stocks in the IT sector.

Spread the wealth
We believe it’s important to maintain 
some exposure to each of the 11 GICS 
sectors. After all, today’s top sector can 
be tomorrow’s also-ran. Information 
Technology, for example, led the other 
10 sectors in 2009 with a return of 
61.7% but had come in near the bot-
tom of the pack just one year earlier, 
with a return of –43.1%.

Generally speaking, all investors 
should pay attention to their asset 
allocations and consider taking prof-
its in positions that are overweight. 
However, we currently see no funda-
mental change to the majority of the 
tech sector and continue to hold our 
Outperform rating.  n

 Dividends for S&P 500 Information Technology sector (in billions)
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Source: FactSet. Data are from 01/01/2010 through 12/29/2017 and show annual pace of payouts. 
Past performance is no guarantee of future results.

Brad Sorensen, CFA®, 
is managing director 
of market and sector 
analysis at the Schwab 
Center for Financial 
Research.

2010 2011 2012 2013 2014 2015 2016 2017

Promising payouts
From 2010 through 2017, the Information Technology sector increased dividend 
payments by 270%, dramatically outstripping the growth in dividends for the 
S&P 500 Index as a whole.

Ch-ch-changes
Say hello to a new GICS sector, 
as we bid another goodbye.

The Global Industry Classification 
Standard  breaks equities into 11 
sectors: Consumer Discretionary, 
Consumer Staples, Energy, 
Financials, Health Care, Industrials, 
Information Technology, Materials, 
Real Estate, Telecommunication 
Services and Utilities. Come 
September 29, GICS will broaden 
its definition of the 
Telecommunication Services sector 
to include companies that facilitate 
the communication and 
dissemination of information 
through various media. The sector, 
which will be renamed 
Communication Services, will 
include not only existing telecom 
companies but also a handful of 
notable names from the Consumer 
Discretionary and Information 
Technology sectors that meet the 
new criteria, including Alibaba, 
eBay, Facebook and Netflix.

This change is meant to reflect 
the evolution of the ways in which 
people communicate and access 
information, as well as the blurring 
of lines between internet, media 
and telecom companies.



*161 of our 367 mutual funds had a 10-year track record as of 6/30/18. (Includes all share classes and excludes funds used in insurance products.) 135 
of these 161 funds (84%) beat their Lipper averages for the 10-year period. 208 of 349 (59%), 181 of 232 (78%), 157 of 191 (82%), of T. Rowe Price funds 
outperformed their Lipper average for the 1-, 3-, 5-year periods ended 6/30/18, respectively. Calculations are based on cumulative total return. Not all 
funds outperformed for all periods. (Source for data: Lipper Inc.). Schwab and Mutual Fund OneSource are trademarks of Charles Schwab & Co., Inc. 
Used with permission. T. Rowe Price Investment Services, Inc., Distributor.

T. Rowe Price mutual funds are subject to ongoing management fees and may be subject to redemption fees. Request a prospectus 
or summary prospectus at Schwab.com/OneSource; each includes investment objectives, risks, fees, expenses, and other information 
that you should read and consider carefully before investing.
Past performance cannot guarantee future results. All funds are subject to market risk, including possible loss of principal, and are 
subject to management fees and expenses. Charles Schwab & Co., Inc., Member SIPC, receives remuneration from fund companies 
and/or their affi  liates in the Mutual Fund OneSource® service for recordkeeping, shareholder services and other administrative services. 
The amount of fees Schwab or its affi  liates receive from funds participating in the Mutual Fund OneSource service is not considered in 
the Select List selection, nor does any fund pay Schwab to be included in the Select List.

Whether it’s navigating your career, raising kids, or planning 
for retirement, being actively involved matters in achieving 
better results.

When it comes to managing our funds, we share the same 
active philosophy. Our investment teams navigate down 
markets and help manage risk so you can stay on track in 
reaching your goals.

Over 80% of T. Rowe Price mutual funds beat their 
10-year Lipper average as of 6/30/18.*

Put our active investment approach to work for you today.

Life isn’t a passive activity. Investing shouldn’t be either.

Over 100 funds available with 
no transaction fee, including 22 
funds on the Q3 2018 Mutual Fund 
OneSource Select List®.

Visit Schwab.com/troweprice

Active Matters in 
taking care of the 
ones who matter most.
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See page 42 for important information. u This information 
does not constitute and 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.  
u A donor’s ability to claim itemized deductions is subject 
to a variety of limitations depending on the donor’s specific 
tax situation. Consult your tax advisor for more information. 
(0818-8JYK)

LEARN 
MORE

To find out how recent tax laws may affect your 
charitable giving, visit schwab.com/charitable.

he Tax Cuts and Jobs Act, which 
went into effect on January 1,  

was the most sweeping tax-code 
overhaul in decades. It affected not 
only corporate and individual tax rates 
but also how taxpayers itemize their 
deductions—which could impact char-
itable donations and the organizations 
that rely on them. On Investing sat 
down with Hayden Adams, CPA and 
director of tax and financial planning 
at the Schwab Center for Financial 
Research, to find out how.

1  
First things first: What are the 
biggest changes taxpayers 
should know about?
 
The biggest change is to tax rates and 
tax brackets. Because of these changes, 
more income will be taxed at lower 
rates. In addition, the standard deduc-
tion has been increased, while some 
itemized deductions have been limited 
or eliminated.

2  
Are charitable donations still 
deductible?
 
They are, but only if you itemize—
something fewer households are likely 
to do now that the standard deduction 
has been increased. It’s estimated that 
90% of taxpayers are likely to take the 
standard deduction, meaning the vast 
majority won’t receive a tax benefit 
for their charitable giving. That said, 
many people give because they want 
to support the causes they care about, 
not because of a tax deduction.

3

For those who continue 
to itemize their charitable 
deductions, have the rules 
changed?
 
Yes, in two ways that should benefit 
donors. First, taxpayers are now 
permitted to make cash contributions 
of up to 60% of their adjusted gross 
income (AGI)—up from 50% previ-
ously. Second, the so-called Pease lim-
itation, which reduced the value of a 

T Taxpayers 
should consider 
concentrating their 
giving into a single 
year because once 
their charitable and 
other deductions 
exceed the standard 
deduction amount, 
they can itemize.

taxpayer’s itemized deductions by 3% 
for every dollar of AGI above a certain 
threshold, was eliminated entirely.

4  
Are there ways for those who 
take the standard deduction 
to give more tax-efficiently?
 
There are, especially for those who 
are just shy of the itemized-deduction 
threshold. Taxpayers in this situation 
should consider concentrating their 
giving into a single year because once 
their charitable and other deduc-
tions exceed the standard deduction 
amount, they can itemize. A great  
tool to help plan your giving is a 
donor-advised fund (DAF), which 
allows the account holder to donate 
in the current year (and potentially 
get that itemized deduction) with-
out having to decide right away  
which organization or organizations 
should benefit.

Another strategy is to donate 
appreciated assets, which are still tax- 
advantaged under the new law. With 

this approach, you give those assets 
directly to a charity or DAF. Because 
those donations aren’t subject to 
capital-gains taxes, this approach 
can maximize both your donations  
and your deductions, potentially  
pushing you over the standard- 
deduction threshold.

5   
Are qualified charitable 
distributions (QCDs)—
which allow those 70½ or 
older to gift up to $100,000 
from an IRA directly to a 
qualified public charity—still 
permitted?
 
QCDs weren’t affected by the new tax 
law and can still be used to satisfy some 
or all of the required minimum distri-
butions (RMDs) from tax-deferred 
retirement accounts—giving you more 
control over your taxable income and, 
by extension, over the taxability of 
Medicare and Social Security benefits.

Gifting directly from your IRA 
maximizes your donation because the 
amount is not reduced by taxes. Unlike 
gifting appreciated assets, however, 
giving QCDs isn’t tax-deductible.

6  
What else should taxpayers 
know about the charitable 
deduction?
 
Of all the itemized deductions avail-
able to you, the charitable deduction 
is perhaps the most flexible in that 
you can control both the amount and 
the timing of your donations. And, as 
with all tax decisions, it’s a good idea 
to meet with a tax or financial advisor 
to determine the best charitable- 
giving strategy for your situation. n

Pop Goes the 
Tax Break
How the Tax Cuts and  
Jobs Act could affect your 
next donation—and what 
to do about it.



2 0    |    C H A R L E S  S C H W A B    |    FA L L  2 0 1 8

NEXT 
STEPS

Need help selecting  
muni-bond funds for  
your portfolio? Call  
877-906-4670 to  
speak with a Schwab  
fixed income specialist.

Given the tax benefits of 
most in-state munis, does 
it ever make sense to buy 
another state’s bonds?

Make 
Way for 
Munis

“When you buy a municipal 
bond from an issuer in your 
home state, the interest 
earned is generally exempt 
from state income tax,” says 
Cooper Howard, a senior 
research analyst at the 
Schwab Center for Financial 
Research.

This is especially 
advantageous for high-
income earners in high-tax 
states. “In particular, 
investors in California and 
New York—where taxes are 
high, credit conditions are 
relatively strong, and the 
muni markets are large and 
diverse—may benefit from 
staying in state,” he says.

Most other investors, 
however, would see only a 
marginal tax benefit from 
remaining in state.

“Particularly if the credit 
conditions in your home 
state aren’t favorable or  
your in-state options are  
limited, other states’ 
bonds—individually or in 
the form of a mutual fund—
might be more appealing,” 
Cooper says.

“ South Dakota’s yields may be 
attractive but they belie one 
important detail: There are very 
few South Dakota munis available 
in the marketplace,” says Cooper.

Source: Bloomberg Index Services Limited (yields), as of 06/06/2018. Moody’s (issuers), as of 03/12/2018. Bond durations, 
credit quality and other factors will vary by state, which may account for differences in yields. 

See page 42 for important information. ◆ 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. ◆ 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. ◆ Investing involves risk, including loss of principal. (0818-8KZN)
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2.49%
22

3.39%
1  Higher yield Lower yield  Number of issuers  

Yield to worst  

MASSACHUSETTS

2.57%

318

CONNECTICUT

2.86%

161

RHODE ISLAND

2.69%
57

NEW JERSEY

3.26%

462

DELAWARE

2.48%
22

MARYLAND

2.45%
93

ALASKA

2.52%
26

WASHINGTON

2.53%
335

MONTANA

2.95%
26

WYOMING

3.05%
9

IDAHO

2.75%
68

NEVADA

2.63%
35

ARIZONA

2.49%
155

UTAH

2.63%
90

COLORADO

2.82%
219

NEW MEXICO

2.31%
110

TEXAS

2.69%

1,110

NORTH 
DAKOTA

3.34%
75

SOUTH DAKOTA

3.39%
46

NEBRASKA

2.82%
70

KANSAS

2.57%
145

OKLAHOMA

2.70%
40

ARKANSAS

2.65%
50

MISSOURI

2.76%
140

IOWA

2.51%
229

MINNESOTA

2.43%
439

WISCONSIN

2.59%
488

MICHIGAN

2.75%
354

OHIO

2.70%
711

KENTUCKY

2.93%
158

NEW  
YORK

2.59%
921

MAINE

2.68%
68

ILLINOIS

3.35%
640

INDIANA

2.72%
85

LOUISIANA

2.84%
77

MISSISSIPPI

2.75%
69

ALABAMA

2.80%
168

GEORGIA

2.52%
281

TENNESSEE

2.72%
173

SOUTH  
CAROLINA

3.08%
194

WEST 
VIRGINIA

2.81%
24

OREGON

2.59%
209

CALIFORNIA

2.44%
   917

VERMONT

3.05%
16

NEW 
HAMPSHIRE

2.48%
61

FLORIDA

2.70%
325

NORTH CAROLINA

2.46%
205

VIRGINIA

2.55%
142

PENNSYLVANIA

2.94%
459



For a limited time, two home 
purchase discounts are available 
exclusively through Schwab.

See current rates on schwab.com/mortgagerates or call 1-877-490-6837.

In order to participate, the borrower must agree that the lender, Quicken Loans, may share their information with Charles Schwab Bank. This offer is subject to change or withdrawal at any time 
and without notice. Nothing herein is or should be interpreted as an obligation to lend. Loans are subject to credit and property approval. Other conditions and restrictions may apply. Only one 
discount eligible per loan. 
For Mortgage First: The borrower will receive a $500 promotional closing cost credit on Conforming, High Balance Mortgages or a $750 promotional closing cost credit on Jumbo Mortgages 
upon closing a Mortgage First purchase loan. Closing cost credits are limited to one per loan, depending on loan type. This promotional closing cost credit offer is only available to Mortgage First 
preapproval program participants who close on a Mortgage First purchase loan offered by Schwab Bank’s home lending provider Quicken Loans. The application date must be between April 4th, 
2018 and December 31st, 2018 in order to qualify to receive a closing cost credit. Your application date is printed on your Loan Estimate. This offer is not valid on Home Equity Lines of Credit. The 
closing cost credit will appear on the borrower’s fi nal Closing Disclosure and is non-refundable in cash to the borrower. 
The documentation we review in evaluating your Mortgage First loan application is valid for 90 days from the date of receipt. It may be necessary to update such documentation during the loan 
process and this preapproval is subject to the results of such updates. Your preapproval shall be void if, in the opinion of Quicken Loans Inc., there is or has been a material change in your fi nancial 
situation, employment status, credit status, property or any other information reviewed by us in connection with the mortgage loan application, including but not limited to an increase in the 
qualifying monthly payment. Certain property types not eligible for fi nancing include, but are not limited to commercial properties, dockominiums, houseboats, mobile and manufactured homes. A 
satisfactory title report and an appraisal supporting the property type and minimum loan to value ratio for the type of mortgage product selected will be required. Hazard insurance may be required. 
You may contact Quicken Loans, Inc. to discuss any of these conditions. 
For Schwab Bank Investor Advantage Pricing: Only one discount eligible per loan. Discounts available for all Adjustable-Rate Mortgage (ARM) loan sizes, and selected Jumbo Fixed-Rate loans. 
Discount for ARMs applies to initial fi xed-rate period only with the exception of the 1-month ARM where the discount is applied to the margin. Eligible balance based on Schwab and Schwab 
Bank combined account balances, including the following retirement account types: Traditional, Roth, Rollover, and Inherited IRAs. Clients that utilize an eligible IRA account balance to qualify for 
certain discounts may qualify for one special IRA benefi ts package per loan. This includes: a $200 bonus award into your Schwab IRA account with the largest balance, and an In-depth personal 
fi nancial plan analysis to include a detailed review of your IRA(s) by a CERTIFIED FINANCIAL PLANNER PROFESSIONAL. This information does not constitute and is not intended to be a substitute 
for specifi c individualized tax, legal, or investment planning advice. 
IRA account balance eligibility and the IRA benefi t package is not available for clients and independent investment advisors. Details for the discount program available for these clients can be found 
by visiting www.schwab.com/advisors. 
Eligible balance must be verifi ed 15 days prior to your anticipated closing for an on-time close. If you deposit your eligible assets with less than 15 days remaining before closing, your closing date 
may be delayed and your eligibility to receive the promotional rate may be affected. 
Where specifi c advice is necessary or appropriate, Schwab Bank recommends consultation with a qualifi ed tax advisor, CPA, CERTIFIED FINANCIAL PLANNER PROFESSIONAL, or investment 
manager. Charles Schwab Bank and Charles Schwab & Co., Inc., are separate but affi liated companies and subsidiaries of The Charles Schwab Corporation. Investment products are offered by 
Charles Schwab & Co., Inc. (member SIPC). Charles Schwab & Co., Inc., does not solicit, offer, endorse, negotiate, or originate any mortgage loan products and is neither a licensed mortgage broker 
nor a licensed mortgage lender. Home lending is offered and provided by Quicken Loans Inc., Equal Housing Lender. Quicken Loans Inc. is not affi liated with The Charles Schwab Corporation, 
Charles Schwab & Co., Inc., or Charles Schwab Bank. Deposit and other lending products are offered by Charles Schwab Bank, Member FDIC and an Equal Housing Lender. Lending services 
provided by Quicken Loans Inc., a subsidiary of Rock Holdings Inc. Quicken Loans is licensed in all 50 states. Quicken Loans Nationwide Mortgage Licensing System #3030. Restrictions may apply. 
Equal Housing Lender.
Equal Housing Lender. Quicken Loans Inc. is not affi liated with The Charles Schwab Corporation, Charles Schwab & Co., Inc., or Charles Schwab Bank. Deposit and other lending products are 
offered by Charles Schwab Bank, Member FDIC and an Equal Housing Lender. Quicken Loans is licensed in all 50 states. Quicken Loans Nationwide Mortgage Licensing System #3030. Restrictions 
may apply. Equal Housing Lender. Lending services provided by Quicken Loans Inc., a subsidiary of Rock Holdings Inc.
See QuickenLoans.com for more information about awards.

Charles Schwab Bank, PO Box 982605 El Paso, TX 79998-2605
©2018 Charles Schwab Bank. All rights reserved. Member FDIC. Equal Housing Lender.
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Brokerage Products: Not FDIC-Insured • No Bank Guarantee • May Lose Value

You may be eligible for a closing cost discount up to $750 when you apply for the Mortgage 
First preapproval program offered by Schwab Bank’s home loan provider Quicken Loans.® 

Receive a 0.250% interest rate discount on select home purchase loans with Schwab Bank’s 
Investor Advantage Pricing. 
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often hear active investors 
lament the time and energy they 

spend identifying trade candidates. 
But with so many stocks to choose 
from—the New York Stock Exchange 
alone has more than 2,700—what’s a 
trader to do? Consider these five steps.

1  Assess the market
Before you add a position, note how 
the broader market is moving, since 
research suggests that roughly 75% of 
stocks move in step with the market.1 
Just like a rising tide lifts all boats, 

Judgment 
Day
How to simplify your stock-
picking routine in five steps.
By Lee Bohl

buying stocks when the market is 
trending higher may increase your 
odds of a successful trade.

Next, look at a major index’s mov-
ing average (which shows the general 
trend in prices over a given period) to 
determine the market’s momentum. If 
your trading time frame is two months, 
for example, you might look at the 
50-day moving average of the S&P 500® 

Index in order to gauge the market’s 
general direction over that period.

Pay attention, too, to potentially  
market-moving events that could 

I



2 4    |    C H A R L E S  S C H W A B    |    FA L L  2 0 1 8

TRADING

See page 42 for important information. 
u Past performance is no guarantee of 
future results. u Investing involves risk, 
including loss of principal. (0818-89RB)

affect your trade, such as Federal 
Reserve policy meetings or earnings 
announcements.

2  Identify a sector
Once you have a general picture of the 
market, home in on sectors and indus-
tries that look particularly promising. 
One approach is to track the perfor-
mance of each of the 11 sectors defined 
by the Global Industry Classification 
Standard, or GICS® (see “Moving On,” 
page 15), to see which have excelled in 
recent months. If the trend indicates 
possible difficulty ahead, you might 
want to focus on sectors or industries 
with more-defensive characteristics, 
such as Health Care and Utilities.

It also can be helpful to consult 
Schwab’s biweekly Sector Views 
(schwab.com/sectorviews), which 
provides a short-term outlook for each 
GICS sector.

3  Screen for stocks
After you’ve found a sector you like, 
it’s time to look for individual stocks. 
Schwab clients can use the screener 
tool (schwab.com/stockscreener), 
which allows you to filter by analyst 
rating, price performance, sector and 
more (see “Now screening,” right).

To further narrow the list, try focus-
ing on growth or value candidates. 
Growth stocks tend to have higher 
valuations that reflect the company’s 
potential, while value stocks tend to 
have lower prices relative to current 
fundamentals. If you’re interested in 
growth, you might screen for factors 
such as historical or projected growth 
rates. If you care more about value, you 
might screen for low price-to-book or 
price-to-earnings ratios.

4  Review the fundamentals
With a short list of candidates in hand, 
it’s time to dig into the details. First, 
check the investment commentaries 
available for each company. Are there 
any red flags such as a product recall 

or litigation against the company that 
could negatively impact the price? 
Conversely, are there factors such as a 
product launch or the announcement 
of a pending takeover that suggest the 
stock’s price could rise in the future?

You might also look into each com-
pany’s earnings, financial statements 
and ratings (such as the Schwab Equity 
Ratings® assigned to individual stocks). 
Don’t go overboard, though: The goal is 
not to learn everything you can about 

each company but rather to identify 
details that might set one stock apart 
from another.

5  Check the charts
Once you’ve whittled your list to the 
most-promising candidates, look at 
each stock’s trend line. In general, it’s a 
good time to get into a trade if you can 
either buy into an uptrend or, alterna-
tively, buy into a dip if you have reason 
to believe the decline is an anomaly.

As you fall into a rhythm with your 
stock-selection process, these steps 
should become second nature. But 
whatever methodology you apply, 
keep careful track of your expectations 
and reasons behind every trade—the 
better to learn from both your failures 
and your successes. n

NEXT 
STEPS

Sign up to attend live webinars on topics from 
basic stock selection to advanced trading 
strategies at schwab.com/webinars.

NOW SCREENING
Narrow your search with two 
Schwab tools.

Schwab clients can log in to schwab.
com/stockscreener to screen for 
trade candidates using a variety of 
criteria, including price, sector and 
technical metrics.

The screen above, for example, 
searches for smaller-market-cap 
stocks that have above-average 
revenue and earnings growth and 
whose price action is outperforming 
its industry group.

Alternatively, clients can log in to 
schwab.com/sectors to compare 
performance among sectors and the 
S&P 500.

Lee Bohl, CMT,  
is trading services 
manager at Charles 
Schwab & Co., Inc.

1The Big Picture: How to Decipher What the 
Market Is Saying, American Association of 
Individual Investors.

For illustrative purposes only.
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When it comes to funding your 
retirement, you might not know  
what choices are right for you. 
Schwab can help you develop an 
income-generating portfolio that 
makes sense for your current and 
future goals.

We can offer:

• Access to your Financial Consultant who can 
partner with you to create a tailor-made 
retirement plan 

• Guidance from specialists at Schwab who have 
deep knowledge of specific investment areas

• A broad range of income products from asset 
managers across the industry

• A commitment to straightforward, low pricing 
so you can keep more of your money invested

We’re ready to answer your questions.

Call your Financial Consultant  
or visit schwab.com/income.

Retirement 
income.
Get smart solutions 
and guidance from 
Schwab.
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SEVEN QUESTIONS ABOUT SOCIAL SECURIT Y

When you’re 
saving money  
for retirement, 
there are three 
key risks:
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Although you can start collecting a reduced benefit as early as 62, even the full retire-
ment age of 66 or 67 is a bit of a false summit since those who continue to wait accrue 
even more. Indeed, the longer you put off collecting past your full retirement age, the 
bigger your check will be—to the tune of about 8% a year. That means if you wait until 
70, after which there is no incremental benefit, you’ll collect from 24% to 32% more 
than if you had begun collecting at your full retirement age—and roughly 76% more 
than if you had begun collecting at 62.

Of course, waiting works only if you have enough money in the meantime and if you 
or your spouse expects to live reasonably far into the future (see “When waiting pays 
off,” below). Those in poor health, for example, might decide to take Social Security as 
soon as possible—and they wouldn’t be alone. According to the Center for Retirement 
Research at Boston College, 48% of women and 42% of men begin collecting at age 62.

Assuming you can afford it, however, waiting can be smart—even if that means 
drawing down your savings. “Because you can’t outlive Social Security and it can’t be 
eaten up by inflation, it’s to your great advantage to maximize your benefit,” says Rob 
Williams, director of income planning at the Schwab Center for Financial Research.

2 3

When waiting pays off
For those who live to age 76 or older, waiting to collect Social Security can be rewarding.

Source: SSA.gov. Hypothetical benefits assume the retiree was age 62 in 2010, age 66 in 2014 and age 70 
in 2018, and began collecting benefits in January of each year. Benefits are increased by 2.5% annually to 
account for inflation.

To qualify for Social Security, you need to have paid the Social 
Security payroll tax for a total of 10 years—or be married to 
someone who has (a nonworking spouse is eligible for her or 
his own benefit equal to up to half of a spouse’s benefit).

That said, 4% of all retirement-age Americans will never 
receive Social Security benefits—including career government 
workers whose jobs include a pension and those who never 
established the required work history, such as an unmarried 
person with little to no employment record or an immigrant 
who arrived to the United States late in life.

1

Those who have not yet begun to col-
lect their benefits may be wondering, 
“Will Social Security be there for me?”

The current surplus of $3 trillion in 
the two Social Security trust funds—
the Old-Age and Survivors Insurance 
Trust Fund, which pays retirement and 
survivors benefits, and the Disability 
Insurance Trust Fund, which pays 
disability benefits—will be exhausted 
by 2034, all things being equal.

However, “exhausted” is a relative 
term. According to the Social Security 
Administration, some benefits could be 
paid even if the trust funds are depleted. 
In fact, the trust funds’ annual income 
is projected to equal about 79% of the 
program’s cost even if the reserve were 
to be fully depleted.

“What I tell clients is, ‘It will be there 
for you—but there may be changes,’” 
says Robert. That could mean later 
retirement dates for future recipients, 
reduced benefits for retirees who can 
afford it or increases to the Social 
Security payroll tax.

“Lawmakers may well do something 
in all three categories,” says Nancy 
Cresswell, an associate financial 
planner at Schwab Private Client 
Investment Advisory, who adds it’s 
unlikely that benefits would go away 
entirely. “Of course, if you’re worried 
about potential changes, there’s one 
sensible way to try to hedge against 
that risk,” she says: “Save more.”

   Inflation, or the risk that rising prices 
could erode the value of your nest egg.

  Longevity, or the risk that you’ll outlive 
your investments.

    Market decline, or the risk that a down-
turn could compromise your long-term 
savings.

“Social Security is uniquely positioned 
to hedge against all three of these risks,” 
says Robert Aruldoss, a senior financial 
planning analyst at the Schwab Center for 
Financial Research. “It’s something that’s 
very difficult to replicate.”

That’s because Social Security is:

   Indexed to inflation.
   Guaranteed for as long as you live.
   Unrelated to the fate of the financial 

markets.

The maximum monthly Social Security check 
for someone at full retirement age (currently 
66 but rising to 67 for those born in 1960 
or later1) is $2,788, or $33,456 a year—and 
that’s for those lucky enough to have earned 
significant sums during the 35-year span the 
Social Security Administration relies on to 
calculate your payout. The average is just 
half that, or $1,404 a month.2

Given these numbers, it’s unlikely that 
Social Security will ever be more than a 
piece of the retirement puzzle, at least for 
those wanting to maintain anything close 
to their current lifestyle.

That said, there are strategies for maxi-
mizing it—assuming you’re eligible at all. 
There are also unique considerations for 
married couples—to say nothing of other 
potential beneficiaries. And then there’s the 
question looming above it all: “How secure 
is Social Security?”

For the answers, read on.
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cumulative benefit 
of collecting at age 
66 would surpass the 
cumulative benefit of 
collecting at age 62.

The age at which  
the cumulative benefit 
of collecting at age 
70 would surpass the 
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of collecting at age 
70 would surpass the 
cumulative benefit of 
collecting at age 66.
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(as early as possible)

   Age 66  
(full retirement age)

  Age 70  
(maximum benefit amount)
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Visit schwab.com/retirementincome 
to find out how Schwab can help you 
generate income in retirement.

NEXT 
STEPS

6

Begun under President Franklin Roosevelt in 1935, Social 
Security paid retirees some $793 billion in 2017. But that 
titanic figure belies a little-known truth: The program 
replaces only about 40% of a middle-income earner’s 
paycheck, with the remainder coming from earnings, 
pensions and savings.4 (For those in upper-income tax 
brackets, the figure is even less.)

However, with only a fifth of those 65 and older work-
ing at least part-time5 and pensions in precipitous decline, the pressure has 
never been greater to supplement Social Security with personal savings. (Just 
35% of Fortune 1000 companies sponsored actively accruing plans in 2011, 
down from 59% in 2004.6)

“Today, there’s a greater individual burden than ever before to save for 
retirement,” says Nancy, who notes that clients request consultations on Social 
Security more than any other topic. “It’s important to fully understand your 
Social Security benefit, but also important to understand that it was never 
intended to be your sole source of retirement income.” n

7

5

4
Because the benefit formula is based on an 
indexed average annual income of your 35 
highest-earning years, the more you earn over 
your lifetime, the more you can expect to receive 
from Social Security. That said, earnings above a 
certain level—$128,400 in 2018—won’t yield a 
bigger benefit, although neither will you pay the 
6.2% Social Security payroll tax on income above 
that threshold.

By design, this benefit formula favors the less 
wealthy, since lower earners see a higher percent-
age of their income replaced by Social Security, 
even if their overall benefit is less.

Although there’s not much you can do to revise 
your earnings history, continuing to work can 
be beneficial in two ways. One, if you don’t yet 
have 35 years of income history, every additional 
year you work replaces a zero-income year. And 
two, if you’re at or near your peak income, every 
additional year could replace a year in which 
your earnings were lower.

Hence, in both cases, working longer could 
significantly boost your benefit.

See page 42 for important 
information. (0818-8RHR)

Male

Average monthly benefit by gender3

Female

“Many clients come to us and say, ‘I want to start taking Social Security right away,’” 
Nancy says. “But one thing they might not be considering is how a married person’s 
decision affects her or his spouse.”

For example, primary earners may be eligible for a significantly larger benefit than 
their partners. In those instances, it often makes sense to collect the lesser of the two 
benefits early while allowing the other to grow. That’s because after the death of one 
spouse, the surviving spouse receives the larger of the two benefits for the remainder of 
his or her lifetime.

“I often suggest that clients think through a worst-case scenario in which one of 
the two checks goes away,” Nancy says. “How much difference might it make for the 
surviving spouse, having maximized the benefit?”

It’s not just a spouse who can benefit from the Social 
Security you’ve earned. Dependent children and even 
grandchildren may also be eligible if they are under 18 when 
a Social Security recipient dies, becomes disabled or retires. 
And disabled children of any age may qualify if they were 
disabled before the age of 22. However, “the rules, especially 
around disability, are complicated,” cautions Nancy, who 
recommends consulting the appropriate benefit specialists 
at the Social Security Administration.

1To find out your full retirement age, visit https://www.ssa.gov/planners/retire/retirechart.html. | 
2Data as of 01/2018. | 3,4SSA.gov. | 5Ben Steverman, “Working Past 70: Americans Can’t Seem to  
Retire,” bloomberg.com, 07/10/2017. | 6Brendan McFarland and Irina Pogrebivsky, “Pension 
Freezes Among the Fortune 1000 in 2011,” towerswatson.com, 11/2011.

$1,519
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ow does someone who’s devoted 
years to studying the flaws 
and biases in human decision- 
making apply what he’s learned 
to his own finances? Dan Heath, 
who’s co-authored four books 
steeped in psychology, discusses 

his approach with Mark Riepe, head of the Schwab 
Center for Financial Research and co-author, with 
Nobel Prize–winning economist Daniel Kahneman, of  
“Aspects of Investor Psychology: Beliefs, Preferences, 
and Biases Investment Advisors Should Know About.”1

Mark: In your books, you make the point that it’s 
not enough to simply understand behavioral biases. 
People need to learn how to change behavior and 
avoid the pitfalls our minds can lead us into.

Dan: Being aware of your own behavioral biases is 
about as effective as being aware that you’re near-
sighted. To see better, you need a pair of glasses, and 
to make better decisions, you need a process.

Let me give you an example from my own experi-
ence. I’m pretty ignorant about the stock market, but 
because I have an MBA from Harvard I’m also prone 
to overconfidence. So what I do is faithfully follow an 
investment portfolio developed by David Swensen, 
the longtime manager of Yale’s endowment. It’s a very 
meat-and-potatoes portfolio—stocks, U.S. Treasuries, 
REITs and some inflation-protected securities. It 
makes my investing very simple; I just rebalance from 
time to time. And that way I know that I’m not going 
to fall victim to my own hubris.

Mark: At Charles Schwab, we have seven investing 
principles. Number one is establish a plan. Number 
seven is ignore the noise and stick to your plan. That 
seems to be what you’re saying.

Dan: I mean, you don’t need a decision-making 
process for what you’re going to eat for lunch, but for 
decisions that really matter—that affect your family 
or your job or your wallet—you need a plan.

Mark: For investors, there’s no shortage of contrary 
opinions: The economy’s doing great; the economy’s 
doing poorly. Tech stocks are overvalued; tech stocks 
are undervalued …

Dan: Like a lot of investors, I can get paralyzed by 
the kind of financial news you’re describing. I read 
that the economy is coming to a crashing halt—and 
I get scared. I read that things have never been better 
—and I’m back to being confident. But what I’m 
describing is another behavioral trap: making deci-
sions based on short-term emotion. When it comes 
to personal finance, the game is often won or lost on 

emotion—which is another reason to get out of the 
business of predicting the market and just stick to a 
strategy. Or at least that’s what I do.

Mark: That’s right. If you’re watching monthly 
returns and there’s a drop of 10%, it feels like the end 
of the world. But if you define success as how your 
wealth has grown over the past decade and whether 
you’re making progress toward your goals, things 
look very different. Right now, for example, the stock 
market is up several hundred percent from its 2009 
low during the financial crisis. Suddenly, a bad month 
or even a bad year doesn’t look nearly as significant.

Dan: Ultimately, investors have to find their own 
solutions for insulating themselves from the panic (at 
the bottom of the market) and overconfidence (at the 
top) that lead us to make dumb decisions. For some, 
that means a financial advisor. It’s funny: Some people 
think that what they’re getting with a financial advisor 
is some kind of wizardry with respect to picking a 
portfolio. But what’s of even greater value is the finan-
cial advisor’s role as an emotional shock absorber.

Mark: Whether you get advice from a financial 
advisor or from a trusted friend who knows some-
thing about investing, I think the first goal is to find 
someone who can help you establish a plan. With a 
plan in hand, he or she can then also help you keep 
short-term emotions in check. They can help you 
step back and ask, Is there anything going on in the 
market of a magnitude that would cause me to alter 
my plan? Usually, the answer is no.

Dan: That’s interesting, because what you’re getting 
at applies not just to investing decisions but also to 
the decisions you make across your life. Ideally, you 
want a process you can trust that ensures you’re con-
sidering the right information—and not just acting on 
emotion—no matter what decision you’re making. We 
can’t control the outcomes. We’ll win some and lose 
some. But we can be confident that we did everything 
we could to make the right call in the moment. n

1The Journal of Portfolio Management, 1998.

Dan Heath—co-author of Decisive: How to Make Better Choices in Life 
and Work and host of the first season of Schwab’s podcast  
Choiceology—on how he deals with behavioral traps in his own life.

Behave Yourself H

Episode 1:  
“It’s Hard to Be Humble”

What do the Battle 
of Midway, a box of 

crackers and your money 
have in common?

Episode 2:  
“The Big Impact of 

Small Changes”
Sometimes it’s the minor 

moves that can prove 
the most significant.

Episode 3:  
“Summit Fever”

Knowing when to cut 
your losses can mean 

the difference between 
life and death.

Episode 4:  
“The Devil’s Advocate”

Even in the face of all 
evidence to the contrary, 
we sometimes see only 
what we want to see.

Episode 5:  
“Swimming With 

Sharks”
Worrying about Great 
Whites is a waste of 

time. Vending machines, 
on the other hand …

Episode 6: 
“A Number in Mind”
Focusing on a single 

data point can quickly 
skew your judgment.

Episode 7: 
“How Tomorrow  

Feels Today”
It’s hard to predict how 

life-changing events will 
affect your future.

Catch up on 
Choiceology

Listen to all seven episodes at 
schwab.com/podcast or on 

your favorite podcasting app.

Getting a second opinion can help 
ensure you’re not acting on  
emotion. See all the ways Schwab  
can help at schwab.com/advice.

NEXT 
STEPS

See page 42 for important information. u Investing  
involves risk including loss of principal. 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. (0818-81DJ)
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Illustration by Zohar Lazar

Volatility.

 Inflation.

 Rising Rates.

How to beat back the  

three market forces most likely to  

give investors insomnia.
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Need help formulating your plan? 
Discuss your goals with a CERTIFIED 
FINANCIAL PLANNER™ professional 
when you enroll in Schwab 
Intelligent Advisory™ (schwab.com/
intelligentadvisory).

NEXT 
STEPS

VOLATILIT Y. INFLATION. RISING RATES.

market phenomena cause more angst 
than volatility, inflation and rising 
interest rates. Individually, they can 
be unnerving enough. But when they 
team up—as they have this year—they 
can be downright disruptive.

“On any given day, you have people 
telling you what the market or interest 
rates or consumer prices are going to 
do,” says Mark Riepe, head of the 
Schwab Center for Financial Research. 
“The trouble is, these predictions are 
often at odds with one another—and 
are tough to get right in any case.”

Rather, success in attaining your 
financial goals is often about ignoring 
all that noise, Mark says, “and that’s 
easier to do when your portfolio is 
well-positioned.”

Toward that end, here are some 
of the most common tools you can 
use to cope with these sometimes  
disconcerting market conditions.

Volatility

For active traders who capitalize on 
price moves, the return of higher 
volatility earlier this year came as 
welcome relief. But for many investors, 
market swings are synonymous with 
heartburn.

One of the best ways to put volatil-
ity in its place is to invest a set dollar 
amount at regular intervals (through 
automatic deductions from your 
paycheck, for instance). This strategy, 
known as dollar-cost averaging, may 
help you lower your average cost per 
share by capturing a broader spec-
trum of prices than you would if you 
purchased all your shares at once. (See 
“Slow and steady,” below.)

“We all know in theory that we’re 
supposed to buy low and sell high, but 
in practice we often do the exact oppo-
site, because we let our emotions get 
the best of us,” says Liz Ann Sonders, 
Schwab’s chief investment strategist. 

“Dollar-cost averaging puts your pur-
chasing on autopilot.”

Another potentially effective strat-
egy for dealing with increased volatility 
is rebalancing your portfolio from time 
to time, so you don’t stray too far from 
your target asset allocation.

Retired savers whose portfolios 
favor fixed income, for example, might 
find themselves with an uncomfort-
ably high exposure to equities after a 
sustained market run-up. While this 
can increase the value of your overall 
portfolio, it can also exacerbate your 
downside if the market suddenly 
swings the other way.

Regular rebalancing is even more 
critical during periods of increased 
volatility. That’s because prices by 
definition fluctuate to a much greater 
extent and, as a result, can push your 
asset allocations above or below their 
targets more frequently.

“Rebalancing helps keep your 
exposure to any single asset class 
within acceptable limits, so that mar-
ket events don’t hit you harder than 
absolutely necessary,” says Liz Ann. 
(See “Rebalancing act,” right.)

Rising interest rates

You won’t find many retirees com-
plaining about higher rates of return 
on Treasuries and other fixed income 
investments. But for many investors, 
rising rates can undercut their bond 
and stock portfolios.

For example, as rates rise, bond 
prices generally decline, spurring 
some investors to sell. However, just 
as you wouldn’t want to unload your 
equity positions at the bottom of the 
market, neither should you rush for 
the exits where your bond holdings 
are concerned.

Instead, consider shortening the 
duration of the bonds in your portfolio 
if you think interest rates are likely to 
keep climbing, says Kathy Jones, chief 
fixed income strategist at the Schwab 

Center for Financial Research. “The 
shorter the term of the bond, the 
sooner you can reinvest your capital 
and capture the higher yields that tend 
to accompany rising rates,” she says.

Investment-grade floating-rate 
notes, or floaters, are a particularly 
good way to implement this strategy. 
Not only do they have very short 
durations, but they also do well when 
short-term rates are rising because 
their yields rise as well.

Less directly, rising rates can detract 
from your stock portfolio, as increased 
borrowing costs squeeze company 
profits. As a result, you might consider 
cutting back on stocks—but not below 
the lower end of your equity-allocation 
range—and shifting the money into 
an interest-bearing savings account, 
a money market fund or a short-term 
certificate of deposit.

That said, some companies, such 
as those in the Financials sector, tend  
to benefit from higher rates because 
they can earn more on the money 
they lend. Thus, upping your exposure 
to banks and other lenders might  
also make sense in an environment of 
rising rates.

Inflation

Just as rising interest rates can increase 
a company’s borrowing costs, so too 
can inflation boost the cost of goods 
and services, potentially compromis-
ing company valuations. At times like 
these, investors commonly seek out 
Treasury Inflation-Protected Securities 
(TIPS), along with precious metals and 
other commodities whose prices tend 
to rise alongside inflation.

However, even these relatively 
safe investment vehicles can react 
differently to inflation depending 
on what’s behind it, according to 
new research by Charles Schwab 
Investment Management (CSIM). For 
example, TIPS were among the best- 
performing assets during those times 

since 1982 when inflation was driven 
by cost increases on raw materials—
but among the worst when inflation 
was caused by rising prices for materi-
als coupled with strong demand.

“It’s never as simple as saying, OK, 
during times of higher inflation you 
should add these four asset classes, 
because inflation isn’t driven by one 
thing,” says Liz Ann. Rather, CSIM’s 
research concluded that a well- 
diversified portfolio of stocks, bonds 
and cash is the best antidote to higher 
inflation—whatever its cause.

Stocks, in particular, may be worth 
hanging on to. While it’s true that  
valuations have historically suffered 
during periods of hyperinflation, infla-
tion today is far tamer. “Indeed, if you 
look at the long term, stocks tend to 
be a better inflation hedge than gold,”  
Liz Ann says.

No silver bullets

The challenge for investors is that  
volatility, inflation and rising interest 
rates rarely occur in isolation, and a 
solution purported to address one can 
intensify the effects of another.

“There are always trade-offs with 
any single solution, and what works 
this time might not work the next,” 
Mark says. “In the end, the best portfo-
lio isn’t one that’s perfectly positioned 
for any single market environment but 
rather one that’s built to weather all 
kinds of forces. And holding a healthy 
mix of assets based on your goals is a 
great way to achieve that.” n

See page 42 for important information. (0818-8C5W)

Slow and steady
Investing a set amount at regular intervals can help lower your average cost per share.

This example is hypothetical and provided for illustrative purposes only. Periodic investment plans (dollar-cost  
averaging) do not ensure a profit and do not protect against loss in declining markets.

Rebalancing act
Without regular rebalancing, a port-
folio that started with 50% stocks 
and 50% bonds in 2002 would have 
strayed to 60% stocks and 40% bonds 
by 2007—adding undue risk ahead of 
a significant market downturn.

Few

Timing Amount Share price Shares purchased

Month 1 $200  $10    20

Month 2 $200  $8    25

Month 3 $200  $5   40

Month 4 $200  $8      25

Month 5 $200  $8    25

Total  
invested

$1,000

Average  
cost/share

$7.40

Total shares  
purchased 

135

Source: Schwab Center for Financial Research. 
The hypothetical portfolio was composed of 
50% stocks and 50% bonds on 12/31/2002 and 
was not rebalanced through 12/31/2007. Bond 
returns are represented by the Bloomberg 
Barclays U.S. Aggregate Bond Index and stock 
returns by the S&P 500® Index. Returns assume 
reinvestment of dividends and interest. Rebal-
ancing may cause investors to incur transaction 
costs and, when rebalancing a nonretirement 
account, may increase your tax liability. 
Rebalancing does not ensure a profit or protect 
against losses in a declining market. Indexes 
are unmanaged, do not incur fees and  
expenses, and cannot be invested in directly.

Stocks
50%

Stocks
60%

Bonds
50%

Bonds
40%

Risk tolerance

Risk tolerance

Portfolio risk

Portfolio risk

2007

2002
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SPOTLIGHT 
PRODUCTS A Modern Way to Pay

Digital wallets are a simple and quick way to make purchases 
in-store, online or through mobile applications. When you add 
your card to a digital wallet, making a purchase is as easy as pay 
and go. Plus, you have the advantage of an extra layer of security. 

More convenient 

Once you’ve downloaded and opened the digital wallet app 
(either Apple Pay, Google Pay, Microsoft Wallet or Samsung Pay), 
follow the prompts to enroll your Schwab Bank Visa debit card 
and start spending. You don’t have to worry about creating an 
account with a retailer or entering your personal information 
every time you make a purchase in-store, online or through an 
app. Since all the necessary information is already on file through 
your digital wallet, for online purchases, all you have to do is 
confirm your order and your address for billing and shipping. No 
chip readers and no waiting at checkout. It’s that easy! 

More secure

With a seemingly endless number of online merchants popping 
up every day, it can sometimes be difficult telling the real 
retailers from the frauds. Plus, no one wants to worry about 
having their card information compromised. When using a digital 
wallet, you are given a unique code for each purchase—meaning 
merchants never see your card number or store your payment 
details. What’s more, any payments made with your digital wallet 
must also be authenticated using your fingerprint, iris scan or a 
unique passcode. And if your phone is ever lost or stolen, you 
can secure your wallet through your bank or another digital 
device. 

Get convenience for online and 
mobile app purchases with extra 
security.

See page 42 for additional offer information. u Use of your debit card through a digital wallet is subject to the terms and 
conditions of your Schwab Bank Deposit Account Agreement (which contains information on any potential liability for 
unauthorized transactions); your Visa Debit Card Agreement—terms, conditions and privacy policy of the digital wallet you 
use; and the privacy policy set forth at schwab.com. u Apple, the Apple logo, iPhone, and iPad are trademarks of Apple Inc., 
registered in the U.S. and other countries. Apple Pay, Touch ID and Apple Watch are trademarks of Apple Inc. u Google Pay is a 
trademark of Google Inc. u Microsoft and Microsoft Wallet are trademarks of Microsoft Corporation. u Samsung, Samsung Pay, 
Samsung Gear, Galaxy S and Gear S (and other device names) are trademarks or registered trademarks of Samsung Electronics 
Co., Ltd. Use only in accordance with law. Other company and product names mentioned may be trademarks of their respective 
owners. Samsung Pay is available on select Samsung devices. u Charles Schwab & Co., Inc., and Charles Schwab Bank are 
separate but affiliated companies and subsidiaries of The Charles Schwab Corporation. Brokerage products are offered by 
Charles Schwab & Co., Inc., Member SIPC. Deposit and lending products and services are offered by Charles Schwab Bank, 
Member FDIC and an Equal Housing Lender. (0818-8KLJ)

Brokerage Products: Not FDIC-Insured • No Bank Guarantee • May Lose Value

NEXT STEPS
Add your Schwab 
Bank Visa debit 
card to your digital 
wallet today or visit 
schwab.com/
digitalwallets to 
learn more.



FA L L  2 0 1 8    |    O N  I N V E S T I N G    |    3 9

SPOTLIGHT 
SERVICES

Add Non-Schwab Accounts 
to Your View

See both Schwab and outside accounts with your customized portfolio overview on schwab.com.

Your finances live in many places, but now you can view them all on one site. 

A single view. Combine your view of 
Schwab and non-Schwab accounts 
within the schwab.com Summary page.  

Customize your experience. Choose 
which accounts appear in your Personal 
Value chart and Positions section.

Monitor your investment allocations. 
Non-Schwab accounts can also be 

included in tools like Portfolio Checkup, 
so you can check asset allocations 
across your whole portfolio—regardless 
of where your accounts are held.

Our commitment to security. Schwab 
uses advanced encryption and has 
read-only access to your outside 
accounts.

NEXT STEPS
To see all your 
financial accounts in 
one place, log in to 
schwab.com today.

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. u  Schwab does not provide investment advice or guidance with regard to assets held in accounts outside of Schwab. For more 
information about linking non-Schwab accounts, including terms of use, please visit: schwab.com/aggregationterms. u  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. u  Examples provided are for illustrative purposes only and not intended to be reflective of results you can 
expect to achieve. (0818-8ZWT)

1  
Log in to your 
account on  
schwab.com. 

3  
If you’re already using the new Summary 
page that looks like this, click “Add a 
Non-Schwab Account” to get started.

2  
If your Summary page looks like this, click 
the green “Try it now” button to check out 
the new schwab.com Summary page.

How to get it:



SPOTLIGHT 
RESEARCH

Choosing Funds  
That Fit Your Needs

GET EXPERT HELP 
WITH A SCHWAB 
SELECT LIST®.

See page 42 for important information. u Investors should carefully consider information contained in the prospectus or, if available, the summary 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. u Past performance is no guarantee of future results. u Investment value will fluctuate, and shares, when redeemed, may be worth more 
or less than their original cost. If an expense waiver was in place during the period, the net expense ratio was used to calculate fund performance. Unlike mutual 
funds, shares of ETFs are not individually redeemable directly with the ETF. Shares are bought and sold at market price, which may be higher or lower than the net 
asset value (NAV). (0517-VLFX)

1Trades in no-load mutual funds available through Mutual Fund OneSource® ( including Schwab Funds®), as well as certain other funds, are available without transaction fees when placed through schwab.com 
or our automated phone channels. For each of these trade orders placed through a broker, a $25 service charge applies. Schwab reserves the right to change the funds we make available without transaction 
fees and to reinstate fees on any funds. Schwab’s short-term redemption fee of $49.95 will be charged on redemption of funds purchased through Schwab’s Mutual Fund OneSource service (and certain other 
funds with no transaction fees) and held for 90 days or less. Schwab reserves the right to exempt certain funds from this fee, including Schwab Funds, which may charge a separate redemption fee, and funds 
that accommodate short-term trading. Charles Schwab & Co., Inc., receives remuneration from fund companies for record keeping, shareholder services and other administrative services for shares purchased 
through its Mutual Fund OneSource service. Schwab also may receive remuneration from transaction fee fund companies for certain administrative services. | 2State, local and the federal Alternative Minimum 
Tax may apply. Capital gains are not exempt from federal taxation. | 3Conditions apply: Trades in ETFs available through Schwab ETF OneSource™ ( including Schwab ETFs™) are available without commissions 
when placed online in a Schwab account. Service charges apply for trade orders placed through a broker ($25) or by automated phone ($5). An exchange-processing fee applies to sell transactions. Certain 
types of Schwab ETF OneSource transactions are not eligible for the commission waiver, such as short sells and buys to cover (not including Schwab ETFs). Schwab reserves the right to change the ETFs we 
make available without commissions. All ETFs are subject to management fees and expenses. Please see the Charles Schwab Pricing Guide for additional information. Charles Schwab & Co., Inc., receives  
remuneration from third-party ETF companies participating in Schwab ETF OneSource™ for record keeping, shareholder services and other administrative services, including program development and  
maintenance. Schwab ETFs are distributed by SEI Investments Distribution Co. (SIDCO). SIDCO is not affiliated with Charles Schwab & Co., Inc.

ETF SELECT LIST

The ETFs in this list cover more 
than 68 asset categories and are 
screened for liquidity, viability  
and structural stability; many 
trade commission-free online.3

Categories:
• Large-cap U.S. stock funds
• Small- and mid-cap U.S.  

stock funds
• International stock funds
• Taxable and tax-free2 bond funds
• Sector funds
• Commodity funds and more

INCOME MUTUAL FUND  
SELECT LIST

The mutual funds on this list, which 
trade online without loads or 
transaction fees,1 are screened  
for their potential for income 
generation and growth.

Categories:
• Taxable and tax-free2 bond funds
• Large-cap U.S. stock funds
• International stock funds
• Real estate funds and more

MUTUAL FUND ONESOURCE 
SELECT LIST

The mutual funds on this list, which 
trade online without loads or 
transaction fees,1 are screened for 
performance, risk and expense.

Categories:
• Large-cap U.S. stock funds
• Small- and mid-cap U.S. 

stock funds
• International stock funds
• Sector funds
• Taxable and tax-free2  

bond funds and more

GET STARTED TODAY:
Explore a Schwab  
Select List online at  
schwab.com/selectlist.

QUESTIONS?
Call us at  
866-782-1480.

Getting started:  
Turning information into action

Step 1:  
Evaluate your 
portfolio.  
Use the Portfolio 
Checkup tool 
(schwab.com/
portfoliocheckup) 
to help identify 
opportunities to 
diversify or gain 
exposure to other 
asset classes, 
such as large-cap 
U.S. stocks or 
tax-free2 bonds.   

Step 2:  
Choose a  
Select List.  
After determining 
your desired 
exposure, choose 
among the Mutual 
Fund OneSource 
Select List, the 
Income Mutual 
Fund Select 
List and the ETF 
Select List, based 
on your needs 
and goals.

Step 3:  
Compare  
funds.  
Use the mutual 
fund comparison 
tool (schwab.com/
comparefunds) or 
ETF comparison 
tool (schwab.com/
compareETFs) 
to evaluate your 
choices using 
past performance, 
price, risk 
and other key 
indicators.

Step 4:  
Place your  
trade.  
Once you’ve  
selected the fund 
that best matches 
your investing 
criteria, complete 
your transaction 
by clicking the 
Trade button.

If you’re looking to diversify your 
portfolio or fill an investment  
gap, mutual funds and exchange-
traded funds (ETFs) can be 
excellent options. But with 
thousands to choose from, it can 
be difficult to find those that best 
fit your needs.

A prescreened list by the  
Charles Schwab Investment 
Advisory team can greatly simplify 
the process. Our easy-to-use 
Mutual Fund OneSource Select 
List®, Income Mutual Fund Select 
List® and ETF Select List® 
comprise our experts’  
top choices (see below).

Whatever type of fund you’re 
looking for, a Schwab Select  
List can help you match 
investment opportunities with 
your financial goals.

Compare up to five funds with Schwab’s comparison tool (above; for illustrative purposes only).
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IMPORTANT DISCLOSURES

Find this issue and archives 
of On Investing at  
schwab.com/oninvesting.

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.

All expressions of opinion are subject to change without notice in 
reaction to shifting market conditions. Data contained herein from 
third-party providers are obtained from what are considered reliable 
sources. However, their accuracy, completeness and reliability cannot 
be guaranteed.

Examples provided are for illustrative purposes only and not intended 
to be reflective of results you can expect to achieve.

Pg. 5–6, 8, 13–14, 15–16, 18–19, 26–31, 32–33, 34–37: The Schwab 
Center for Financial Research is a division of Charles Schwab & Co., Inc. 

Pg. 6, 40–41: Charles Schwab Investment Advisory, Inc., is a registered 
investment advisor and an affiliate of Charles Schwab & Co., Inc.

Pg. 13–14: Investing involves risks, including loss of principal.

Pg. 13–14, 32–33: Past performance is no guarantee of future results.

Pg. 15–16: All corporate names and 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.  
◆ Schwab Sector Views do not represent a personalized recommendation 
of a particular investment strategy to you. You should not buy or sell an 
investment without first considering whether it is appropriate for you 
and your portfolio. Additionally, you should review and consider any 
recent market news. ◆ Performance may be affected by risks associated 
with non-diversification, including investments in specific sectors. Each 
individual investor should consider these risks carefully before investing 
in a particular security or strategy. ◆ Companies within the Information 
Technology sector may be significantly affected by technology evolution 
and product obsolescence, changing consumer tastes and spending, 
economic fluctuations and other factors.

Pg. 15–16, 32–33, 34–37, 40–41: Diversification and rebalancing 
strategies do not ensure a profit and do not protect against losses in 
declining markets.

Pg. 20–21, 34–37: Source: Bloomberg Index Services Limited. 
BLOOMBERG® is a trademark and service mark of Bloomberg Finance 
L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a 
trademark and service mark of Barclays Bank Plc (collectively with its 
affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s 
licensors, including Barclays, own all proprietary rights in the 
Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves 
or endorses this material, or guarantees the accuracy or completeness 
of any information herein, or makes any warranty, express or implied, 
as to the results to be obtained therefrom and, to the maximum extent 
allowed by law, neither shall have any liability or responsibility for injury 
or damages arising in connection therewith.

Pg. 26–31: Schwab wealth strategists are employees of Schwab Private 
Client Investment Advisory, Inc., a registered investment advisor and an 
affiliate of Charles Schwab & Co., Inc.

Pg. 34–37: 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. ◆ Treasury Inflation 
Protected Securities (TIPS) are inflation-linked securities issued by 
the US Government whose principal value is adjusted periodically in 
accordance with the rise and fall in the inflation rate. Thus, the dividend 
amount payable is also impacted by variations in the inflation rate, as it is 
based upon the principal value of the bond. It may fluctuate up or down. 
Repayment at maturity is guaranteed by the US Government and may be 
adjusted for inflation to become the greater of the original face amount at 
issuance or that face amount plus an adjustment for inflation. ◆ Schwab 
Intelligent Advisory is made available through Charles Schwab & Co., Inc., 
a dually registered investment advisor and broker-dealer.

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

The Bloomberg Barclays U.S. Aggregate Bond Index is a broad-based 
flagship benchmark that measures the investment grade, U.S. dollar-
denominated, fixed-rate taxable bond market.◆ The Russell 1000® 
Index measures the performance of the large-cap segment of the U.S. 
equity universe. It is a subset of the Russell 3000 Index, representing 
approximately 90% of the total market capitalization of that index. 
It includes approximately 1,000 of the largest securities based on a 
combination of their market cap and current index membership. ◆ 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. ◆ The Schwab 1000 Index® represents the 
performance of the largest 1,000 publicly traded companies in the 
United States. As a result of corporate actions, the index may comprise 
more or less than 1000 securities.

©2018 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. 
(0818-8DAY)

ONLINE



Lorem ipsum dolor sit amet, molestie mi pellentesque sodales mattis, adipiscing penatibus lacinia vestibulum velit non aliquam,

FPO

1  Source: Strategic Insight Simfund, Lipper. As of 3/31/18, based on Class A shares at NAV and Class A assets. The respective number of MFS funds ranking in the top half of their category in 
relation to total MFS funds within the category in 1, 3, 5 and 10 years as follows: Fixed Income – 20/28, 21/28, 20/28, 20/26. The number of investment companies in the category for 1, 3, 5 
and 10 years: 270, 243, 210, 160.

Keep in mind that a high relative ranking does not always mean the fund achieved a positive return during the period. Lipper rankings do not take into account sales charges and are based on 
historical total returns, which are not indicative of future results. Note that rankings are based on the performance of all share classes and sales load types as reported by Lipper. Rankings for 
other share classes may be higher or lower. 

Past performance is no guarantee of future results. Keep in mind that all investments, including mutual funds, carry a certain amount of risk, including the possible loss of the principal amount 
invested.

Charles Schwab & Co., Inc., member SIPC, receives remuneration from fund companies participating in Schwab’s Mutual Fund OneSource® service for record keeping, shareholder services and
other administrative services. Schwab also may receive remuneration from transaction fee fund companies for certain administrative services.

Schwab Mutual Fund OneSource® is a registered mark of Charles Schwab & Co., Inc. and used with permission.

Investments are not FDIC-insured, nor are they deposits of or guaranteed by a bank or any other entity, so they may lose value.

Before investing, consider the fund’s investment objectives, risks, charges, and expenses. For a prospectus,  
or summary prospectus, containing this and other information, contact your investment professional or view  
online at Schwab.com/OneSource. Please read it carefully.
MFS Fund Distributors, Inc., 111 Huntington Avenue, Boston, MA 02199   40406.1

 When Market Ups and Downs Make It Tough to Navigate…

It Helps to Stay Active.

How do you keep up with fixed income market changes and keep your long-term strategy on track? Look out  

for the downside while trying to capture the upside. As an active manager, MFS® has been doing this for nearly  

a century. Finding opportunities and actively managing risk to help you stay on course. 

Put 90 years of active management expertise to work toward your long term goals.

To view a list of MFS funds that are available without a transaction fee or load through the 
Schwab Mutual Fund OneSource® service, please visit www.schwab.com/MFS 

Our fixed income funds 
were in the top half of their 

Lipper classification over 
the 10-year period1

77%
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n a dynamic economy such as ours, growth 
happens gradually: day by day, year by year, 

with some bumps along the way. But when we look 
back over the past few decades, we can see just how 
far we’ve come. The results are encouraging for 
people like me who believe in long-term investing. 

For example, take a look at the Schwab 1000 
Index, designed to track the 1,000 largest publicly 
traded companies in the U.S. Since I launched it 
in 1991, its average annualized return has been 
10.06%. Put another way, a hypothetical $10,000 
investment in the Schwab 1000 Index in 1991, left 
untouched, would have been worth more than 

I

ON YOUR SIDE

Taking the Long View
 

The Schwab 1000® Index offers a look back over the past 26 years.

$129,000 by the end of 2017. For more on its track 
record, read our new publication, The Schwab 1000 
Index: 26 Years of Battle-Tested Results, available at  
schwab.com/schwab1000. 

Index investing is just one approach, of course. If 
you have the time, interest and discipline to research 
and build a diversified portfolio of individual 
stocks—and to hold fast when things get bumpy—by 
all means, do so. But for the majority of us, often the 
simplest solution is the right one. And for my money, 
there are few simpler solutions than tracking an 
index of America’s largest companies—the growth 
engines at the heart of our economy.

Charles R. Schwab
Founder & Chairman

See page 42 for important information. u Source: Schwab Center for Financial Research with data provided by Morningstar Direct.  
Data as of 12/31/2017. Performance shown is based on a hypothetical investment on 04/02/1991, with dividends and capital gains reinvested.  
Indexes are unmanaged, do not incur management fees, costs and expenses, and cannot be invested in directly. For illustrative purposes only.  
Past performance is not a guarantee of future results. (0818-8SBJ)



Diversification and rebalancing strategies do not ensure a profit and do not protect against losses in declining markets. 
Tax-loss harvesting is available for clients with invested assets of $50,000 or more in their Schwab Intelligent Portfolios account. Clients must enroll to receive this service.
Schwab Intelligent Portfolios charges no advisory fees. Schwab affiliates do earn revenue from the underlying assets in Schwab Intelligent Portfolios accounts. This revenue 
comes from managing Schwab ETFs™ and providing services relating to certain third-party ETFs that can be selected for the portfolio, and from the cash feature on the 
accounts. Revenue may also be received from the market centers where ETF trade orders are routed for execution.
There is no guarantee the intended goal, or the duration of future withdrawals associated with those goals, will be reached. 
Please refer to the Schwab Intelligent Portfolios Disclosure Brochure at intelligent.schwab.com/disclosurebrochure for additional information.

Brokerage Products: Not FDIC-Insured • No Bank Guarantee • May Lose Value

Schwab Intelligent Portfolios® is made available through Charles Schwab and Co., Inc. (“Schwab”), a dually registered investment adviser and broker-dealer. Portfolio 
Management for the Schwab Intelligent Portfolios is provided by Charles Schwab Investment Advisory, Inc. (“CSIA”), a registered investment adviser and an affiliate 
of Schwab. Both CSIA and Schwab are separate entities and subsidiaries of The Charles Schwab Corporation.
©2018 Charles Schwab & Co., Inc. All rights reserved. CC1924940 (0818-85KB) ADP102508-00 (06/18) 00211945
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The Schwab Investor Card® from 
American Express could be getting you more: 
more cash back, more rewards, and more benefi ts. 

Learn more at schwab.com/cards 
or call 866-912-8258.

The Schwab Investor Card® from American Express is only available to clients that maintain an eligible Schwab account.*
 

The Cards under this program are issued by American Express National Bank and not Charles Schwab & Co., Inc. (“Schwab”). Schwab is the broker dealer subsidiary 
of The Charles Schwab Corporation. Brokerage products, including the Schwab One® brokerage account, are offered by Schwab, Member SIPC.

*The Platinum Card® from American Express exclusively for Charles Schwab and the Charles Schwab Investor Credit Card® from American Express are only available to you if 
you maintain an eligible account at Schwab (an “eligible account”). An eligible account means (1) a Schwab One® or Schwab General Brokerage Account held in your name or in 
the name of a revocable living trust where you are the grantor and trustee or (2) a Schwab Traditional, Roth or Rollover IRA that is not managed by an independent investment 
advisor pursuant to a direct contractual relationship between you and such independent advisor. Eligibility is subject to change. 
American Express may cancel your Card Account and participation in this program, if you do not maintain an eligible account. 

Charles Schwab & Co., Inc, 211 Main Street, San Francisco, CA 94105 
©2018 Charles Schwab & Co., Inc. All rights reserved. Member, SIPC. 
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