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See page 46 for important information. (0219-9MYF)

Dear Client,

After a volatile 2018 fueled in part by interest rate hikes and trade concerns, should investors  
expect more of the same in 2019? On page 13, Schwab’s chief investment strategist, chief global 
investment strategist and chief fixed income strategist discuss what they’ll be watching for in the 
year ahead.

Elsewhere in this issue you’ll find a piece that puts a 500-point stock market drop in perspective 
(page 20); how to be disciplined about your portfolio whether your investments are up or down 
(page 26); and seven ways to help protect your digital identity (page 34).

If you have questions about anything in this issue, no matter how minor, I encourage you to reach 
out to us at 877-297-1126. We welcome every opportunity to help you plan for a brighter 
tomorrow.

Sincerely,

Terri Kallsen
Executive Vice President
Schwab Investor Services
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CEO’s NOTE

ecisions made in the heat of the 
moment can have a big impact 

on our lives.
Selling when markets get rocky is a 

prime example. Periods of uncertainty 
can tempt us to make decisions that 
fly in the face of our goals. An analysis 
by the Schwab Center for Financial 

D

Walt Bettinger
President & CEO

Look Past the 
Present
 
When markets are churning, 
keep your eyes on the big 
picture.

Research found that investors who 
missed just the top 10 trading days of 
2009—a very volatile year for stocks—
would have fared worse than those 
who stayed invested through the ups 
and downs.1

Market swings are an inevitable—
and uncontrollable—part of investing. 
What is within our control is how we 
react to the ups and downs. By sticking 
to your plan and ignoring the day-to-
day buzz of the market, you’re less likely 
to make irrational decisions that could 
upend your goals. And if you ever need 
help putting together a plan that will 
serve you in good times and bad, we’re 
always just a phone call or click away.

Sincerely,

1Schwab Center for Financial Research with data from Morningstar. Example compares two hypothetical $100,000 investments made on 01/01/2009. One 
portfolio remained invested for the full year. The other missed the top 10 best-performing days of the year. Market returns are represented by the S&P 500® 
Index, and top days are defined as the best-performing days during 2009. The year began on the first trading day in January and ended on the last trading 
day of December, and daily total returns were used. Returns assume reinvestment of dividends. Fees and expenses would lower returns. When out of the 
market, cash is not invested. Past performance is no guarantee of future results.

By sticking 
to your plan, 

you’re less 
likely to upend 

your goals.

See page 46 
for important 
information.
(0219-8P9L)



Save with a 0.250% interest rate discount on eligible home purchase loans.1

When you need a home loan, look to Schwab Bank’s home lending provider Quicken Loans® for value and award-winning 
service.2 You may lower your interest rate and quickly go from preapproval to close.3 It’s an opportunity to help you save on 
your monthly home purchase loan payments so you can invest more in your portfolio.

Enjoy exclusive
mortgage rate discounts
as a Schwab Client.

Call 1-877-490-6837 or visit schwab.com/mortgagerates to get started.

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. Hazard insurance may be required.  
1. For Schwab Bank Investor Advantage Pricing: Only one Investor Advantage Pricing 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 Certifi ed Financial Planner®. 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 of 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 recommends consultation with a qualifi ed tax advisor, CPA, fi nancial planner, or investment manager.
2. Quicken Loans received the highest numerical score in the proprietary J.D. Power 2010 – 2016 Primary Mortgage Origination studies and the 2014 – 2017 Primary 
Mortgage Servicer studies. 2017 Origination (or Sales) based on 5,893 total responses and measures the opinions of customers who originated a new mortgage or 
refi nanced within the past 12 months, surveyed in July – August 2017. 2017 Servicing based on 7,374 total responses and measures the opinions of homeowners on their 
mortgage servicing company, surveyed in March – April 2017. Your experiences may vary. Visit JDPower.com.
3. Quicken Loans Mortgage First documentation that is reviewed in evaluating mortgage loan applications is valid for 90 days from the date of receipt. It may be necessary to 
update such documentation during the loan process and this approval is subject to the results of such updates. This approval 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. This approval is subject to lender approval of the property. A 
satisfactory title report and an appraisal supporting the minimum loan to value ratio for the type of mortgage product selected will be required. Hazard and fl ood insurance 
may be required. You may contact Quicken Loans, Inc. to discuss any of these conditions. 
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. 
Quicken Loans is licensed in all 50 states. Quicken Loans Nationwide Mortgage Licensing System #3030. Restrictions may apply. Lending services provided by Quicken 
Loans Inc., a subsidiary of Rock Holdings Inc. 

©2019 Charles Schwab Bank. All rights reserved. Member FDIC. 
(0319-85FJ) ADP92439-09  (11/18)
00218465

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

Charles Schwab Bank PO Box 982605 El Paso, TX 79998-2605
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Spoiler Alert
How to help stop health 
care costs from ruining your 
retirement.

edicare isn’t a perfect shield against unexpected 
health care costs in retirement. Indeed, health- 

related expenses accounted for three of the top five financial 
shocks cited in a recent survey of retirees.1

“Most people know that Medicare is there for them 
starting at age 65, but they may not understand as much 
as they could about the coinsurance, copays, deduct-
ibles, premiums, options and rules—and of course 

M
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Need help planning for health care  
costs in retirement? Call your Schwab financial 
consultant today.

LET’S 
TALK

what’s not covered at all,” says  
Rob Williams, vice president of finan-
cial planning at the Schwab Center for 
Financial Research. “Even under the 
best of circumstances, Medicare won’t 
cover everything.”

Here are four ways to help ensure 
you don’t come up short.

Consider Medigap …

This private insurance supplements 
Medicare Part A, which covers hospi-
talization, and Medicare Part B, which 
covers doctor visits (the two parts 
together are sometimes referred to as 
Original Medicare). There are currently 
10 Medigap plans standardized by 
the government, though prices vary 
depending on where you live (check 
medicare.gov for pricing).

Depending on which option you 
choose, Medigap can reduce or elimi-
nate copays, coinsurance and deduct-
ibles and limit your out-of-pocket costs. 
It may also provide limited coverage 
when traveling outside the United 
States. Once you enroll in Medicare, 
you have a six-month open-enrollment 
window during which to buy a Medigap 
plan without preexisting conditions 
affecting cost or eligibility.

… or Medicare Advantage
 
Also known as Medicare Part C, 
this private insurance replicates the 
benefits of Original Medicare and is 
often less expensive but restricts you 
to certain doctors and hospitals, much 
like a health maintenance organization 
(HMO) or preferred provider organiza-
tion (PPO) does.

If you have Medicare Advantage, 
you don’t need—and shouldn’t pur-
chase—Medigap. That said, Medicare 
Advantage may offer benefits that 
Original Medicare plus Medigap do 
not, such as basic dental, hearing and 
vision care, and even fitness benefits. 
Most Medicare Advantage plans also 

include drug coverage (under Original 
Medicare, you must sign up for a stand-
alone prescription drug program, 
known as Medicare Part D).

Budget for out-of-pocket costs
 
Medicare Part B, Medigap, Medicare 
Advantage and Part D drug coverage 
each come with their own costs. And 
even with drug coverage and basic 
dental, hearing and vision care, you can 
still be on the hook for health care costs 
that aren’t covered by insurance.

Schwab recommends budgeting 
$450 to $600 per month per person 
as a starting point to cover premiums 
and out-of-pocket expenses. However, 

health care costs—which have escalated 
exponentially in recent decades (see 
“Uphill battle,” above)—can vary widely 
depending on individual circumstances, 
including your place of residence.

Do your homework
 
Check medicare.gov for more details 
about what’s covered by Medicare, 
Medigap and Medicare Advantage. Rob 
recommends you explore your options 
closer to retirement—but well before 
you reach age 65, so there’s still time to 
plan ahead and, if necessary, boost your 
retirement savings to guard against any 
unpleasant surprises.

“Socking away money in a Health 
Savings Account, if available to you, 
can be especially effective,” Rob says. 
That’s because contributions are tax- 
deductible, earnings are tax-free and 
withdrawals are also tax-free if used for 
qualified medical expenses—including 
Medicare (though not Medigap) premi-
ums and out-of-pocket costs.

1Society of Actuaries 2015 Risks and Process of 
Retirement Survey, 01/2016.

See page 46 for important information. 
(0219-8ZT5)

Once you enroll in 
Medicare, you have a six-
month window during 
which to buy a Medigap 
plan without preexisting 
conditions affecting  
cost or eligibility.
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Uphill battle
Health care costs have increased nearly fivefold since 1970—putting many retirees 
at risk.
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See page 46 for important information. ◆ 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. (0219-8ZU1)

Ready to get a jump on your taxes?  
Log in to schwab.com/taxforms to download  
the 2018 forms for your Schwab accounts.

NEXT 
STEPS

Walk the Line
Even if you don’t itemize, 
you may still be eligible for 
above-the-line deductions.

he Tax Cuts and Jobs Act nearly 
doubled the standard deduction. 

As a result, 28.5 million fewer Americans 
are expected to itemize for 2018.1

That said, even taxpayers who don’t 
itemize for 2018 may be eligible for one 
or more above-the-line deductions—
that is, expenses that can be subtracted 
from your gross income before you 
calculate your taxable income.

For savers

n	 Traditional Individual Retirement 
Account (IRA) contributions: Depending 
on your situation, you may be able to 
deduct some or all of your contributions 
to a traditional IRA (see chart, below)—
up to the annual maximum of $5,500 
($6,000 in 2019), or $6,500 for those ages 
50 and older ($7,000 in 2019).

T

n	 Health Savings Account (HSA)  
contributions: Regardless of income, 
HSA contributions are fully deductible 
up to the annual contribution limits: 
$3,450 for individuals ($3,500 in 2019) 
and $6,900 for families ($7,000 in 
2019), plus an extra $1,000 for those 
ages 55 and older.

For the self-employed
	

n	 Health insurance premiums : 
Individuals can deduct 100% of their 
health insurance premiums, up to the 
total annual profit from the business. 
However, those who have multiple 
businesses must choose only one busi-
ness when determining deductibility.

n	 Retirement plan contributions:  
Annual contributions to SEP IRAs, 
SIMPLE IRAs and solo 401(k) plans are 
generally 100% deductible up to the 
contribution limits. Plan limits vary, 
however, so be sure to consult a tax advi-
sor for help determining deductibility.

n	 Self-employment tax: Those who are 
self-employed must pay the employee 
and employer portions of their Social 
Security and Medicare taxes (12.4% 
and 2.9%, respectively). However, the 
IRS allows you to deduct 50% of the 
total from your personal tax return.

For students
	

n	 Student loan interest: Individuals 
can deduct up to $2,500 in student 
loan interest, provided their modified 
adjusted gross income is less than 
$65,000 for single filers or $135,000 for 
married couples, at which points the 
deduction begins to phase out.

You may be entitled to other above-
the-line deductions not listed here, so 
be sure to check with a tax professional 
before filing your return.

1Tables Related to the Federal Tax System as in  
Effect 2017 Through 2026, United States Con-
gress Joint Committee on Taxation, 04/23/2018.

Single

Married  
filing 
jointly*

Full deduction allowed if: Partial deduction allowed if:

• You earned less than $63,000 
($64,000 in 2019) or

• You were not covered  
by an employer-sponsored 
retirement plan

• You earned less than $101,000 
($103,000 in 2019) or

• Neither you nor your spouse 
was covered by an employer- 
sponsored retirement plan
 

• You were covered by an 
employer-sponsored retirement 
plan and you earned between 
$63,000 and $73,000 (between  
$64,000 and $74,000 in 2019)

• Both you and your spouse  
were covered by an employer- 
sponsored retirement plan and 
you earned between $101,000 
and $121,000 (between $103,000 
and $123,000 in 2019) or

• Only your spouse was covered 
by an employer-sponsored  
retirement plan and you earned  
between $189,000 and $199,000 
(between $193,000 and 203,000 
in 2019)*Income limits are for combined earnings. 
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See all the ways Schwab helps  
keep your data safe at schwab.com/
schwabsafe.

LEARN 
MORE

Tax Return Identity Theft
How scammers target taxpayers—and what to do about it.

magine going to the trouble 
of filing your tax return only 

to discover that an identity thief had 
beaten you to it. Fraudsters using false 
identities pocketed at least $1.6 billion 
in tax refunds in 2016, according to the 
Government Accountability Office, 
and the IRS confirmed almost 600,000 
cases of fraudulent returns in 2017.

What can taxpayers do to help pro-
tect themselves? Here are some tips:

n File early: File your taxes right 
away—especially if you’re expecting a 
refund. It may sound like a small thing, 

file an identity-theft report with 
the Federal Trade Commission at  
identitytheft.gov.

n Add protection: Certain taxpayers 
can request a six-digit Identity 
Protection PIN from the IRS as an 
added layer of protection for tax 
filings. Visit the IRS website for 
more information about eligibility 
requirements.1

If your refund check is improp-
erly issued to someone else, the 
fraudster’s next step will likely be to 
deposit it into an account illegally 
opened in your name. Freezing 
your credit account with each of the 
three consumer credit–reporting 
agencies can help keep unautho-
rized financial accounts from being  
established (see “Digital Self-Defense,” 
page 34).

Your financial institution may also 
be able to help. Banks and brokerage 
houses, including Charles Schwab, 
work with the IRS to help reduce 
tax-related identity theft. In 2017 
alone, such firms helped recover 
144,000 refunds totaling some $204 
million.2

“We work closely with the IRS 
to identify potentially fraudulent 
accounts and deposits, with large IRS 
refund checks given special scrutiny,” 
says Carol Sniegowski, managing 
director of fraud investigation at 
Schwab. “When we can prevent stolen 
refund checks from being deposited, 
we help thwart theft and reduce 
the time necessary to get warranted 
refunds to the appropriate person.”

I

 See page 46 for important information.
(0219-8EUP)

1Eligible taxpayers can request an Identity 
Protection PIN at irs.gov/identity-theft-fraud-
scams/get-an-identity-protection-pin. | 2“Key 
IRS Identity Theft Indicators Continue Dra-
matic Decline in 2017; Security Summit Marks 
2017 Progress Against Identity Theft,” irs.gov, 
02/08/2018.

but filing early can deprive scammers 
of the time they need to file a fraudu-
lent return in your name.

n Don’t take the bait: A common form 
of tax-related identity theft starts with 
a fraudster requesting personal infor-
mation or even a tax payment over 
the phone or via email. Don’t fall for 
it—IRS policy forbids personnel from 
requesting financial or other personal 
information over the phone or via 
email, text or social media channels. 
The agency would also never call to 
demand immediate payment. It would 
mail you a bill instead.

n Speak up: If you suspect you’re  
the victim of identity theft—tax- 
related or otherwise—immediately 
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NEXT 
STEPS

Want to build a portfolio that can help you  
weather the market’s ups and downs? Call your Schwab  
financial consultant today.

Out of sync
Of the 13 bear markets since WWII, five did not coincide with an economic recession.

RecessionBear market Bear market and recession

See page 46 for important information. (0219-9RG1)

Cycle vs. Cycle
Are business and stock market cycles one and the same?

hat’s the difference between 
a stock market cycle and a 

business cycle? While often used 
interchangeably, the two phenomena 
are related but distinct.

Stock market cycles are measured by 
the performance of benchmark indexes 
such as the S&P 500® and have two 
phases: a bull market, when a bench-
mark index is rising, and a bear market, 
when a benchmark index has fallen 
20% or more from its previous high.

Business cycles—also called eco-
nomic cycles—are natural expansions 
and contractions of the economy. 

1945, only eight—or less than two-
thirds—coincided with an economic 
recession,” says Liz Ann Sonders, 
Schwab’s chief investment strategist 
(see “Out of sync,” below).

That’s because bear markets are 
sometimes triggered by noneconomic 
factors like big debt defaults or interna-
tional currency issues.

By the same token, the stock  
market is just one of many factors that  
influence the business cycle. “As with 
most things, you need to consider the 
bigger picture, not just a single metric,” 
Liz Ann says.

W

Source: Charles Schwab. Data from 01/02/1945 through 01/02/2019.  
Past performance is no guarantee of future results.

Typically, a complete cycle begins 
with a period of consistent economic 
growth in which measures such as 
employment, inflation and investment 
spending are rising. Then comes a peak 
and a slowdown that leads to a reces-
sion. Finally, there’s a recovery—and 
the cycle begins anew. (In the United 
States, when one phase ends and 
another begins is determined only 
after the fact by the National Bureau 
of Economic Research.)

Stock market and business cycles 
often move in tandem—but not 
always. “Of the 13 bear markets since 
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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, shareholder services and other administrative services. Schwab and Mutual Fund OneSource are trademarks of Charles Schwab & Co., Inc. and 
used with permission. Trades in no‐load mutual funds available through Mutual Fund OneSource® service (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. 
Funds are also subject to management fees and expenses. Matthews Asia and Charles Schwab & Co., Inc. are not affiliated.
©2019 Matthews International Capital Management, LLC 

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 Matthews Asia Funds available with no transaction fee (NTF) through Schwab 
Mutual Fund OneSource® service at www.schwab.com/matthewsasia.
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ife insurance can be more than 
just a way to guard against the 

unexpected. For those with significant 
assets, it can also help solve complex 
estate-planning challenges.

The broad case for life insurance 
is well-known: Those in the prime 
of life can use it to help beneficiaries 
replace lost income, settle debts or 
achieve other financial goals should 
the insured pass away prematurely. 
But for those with large estates, there 
are other potential uses.

“Life insurance can be a creative, 
tax-efficient way to provide for your 
family if you have a large estate with 
specific requirements as to how your 
assets are to be distributed,” says Nancy 
Murphy, a Schwab senior financial 
planner in Indianapolis. Specifically, 
life insurance can be used to:

 Pay federal and/or state estate taxes.
  Settle an estate with an illiquid asset.

L

  Provide for multiple heirs in blended 
families.
  Establish a charitable giving plan 
while also providing for your 
beneficiaries.

While by no means exhaustive, 
these examples are meant to show 
how you can work with attorneys, 
financial planners and tax profession-
als to incorporate life insurance as part 
of your estate plan, when appropriate.

Estate taxes
For those estates that exceed the federal 
estate tax exemption—$11.2 million 
for individuals and $22.4 million for 

married couples in 2018—earmarking 
life insurance proceeds to cover federal 
estate taxes can be a prudent strategy. 
However, even smaller estates may face 
taxation for two reasons:

1  Seventeen states and the District of 
Columbia impose estate and/or inher-
itance taxes (see “States that impose 
taxes,” next page).
2  Although the federal estate tax 

exemption was doubled under the 
Tax Cuts and Jobs Act of 2017, that  
provision is set to expire at the end of 
2025, at which point the limits could 
come back down. While it’s possible 
Congress could extend or make 

 Late-in-Life 
 Insurance
Life insurance can be a smart 
estate-planning strategy for 
those getting on in years.
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permanent the new exemption limits, 
wealthier individuals should still con-
sult a tax professional to understand 
how current and future estate tax rates 
could affect their plans.

Illiquid assets
Families with a complicated or rela-
tively illiquid estate—one that includes 
a business or real estate holdings, for 
example—may have a particular inter-
est in using life insurance to generate 
cash flow for heirs while the estate is 
being settled.

“Say you have an apartment build-
ing or a family business as part of the 
estate,” Nancy says. “Life insurance can 
provide immediate liquidity so the 
family isn’t forced to borrow or sell to 
cover estate taxes, operating expenses 
or other cash needs.”

Death benefits from life insurance 
aren’t subject to income tax, but they 
may be subject to estate taxes if they 
are included in the value of the estate. 
One way to avoid such a scenario is to 
work with an attorney to establish an 
irrevocable life insurance trust (see “A 
Matter of Trusts,” page 38).1

Blended families
Life insurance can also help provide for 
multiple heirs in a blended family. For 
example, someone in a second mar-
riage with children from a previous 
relationship might be concerned that 
having her or his estate pass first to 
the new spouse could cause tensions 
within the family.

In such instances, a life insurance 
policy can provide an immediate 
payout to the children from the first 
marriage, without their having to wait 
for the remainder of the estate upon 
the stepparent’s passing.

“That’s just one way that life 
insur ance can be used to equalize 
an estate and create goodwill,”  
Nancy says.

Charitable giving
Life insurance may also be suitable for 
those who wish to provide for their 
heirs but also establish a charitable- 
giving plan. Here’s one example of 
how it might work:

1  An individual who doesn’t need to 
tap a tax-deferred retirement account 
for income uses the required minimum 
distributions the IRS mandates from 
such accounts starting at age 70½ to 
pay the premiums on a life insurance 
policy that will benefit her or his heirs.
2  The individual then names a charity 

as the sole beneficiary of the retire-
ment account.
3  Upon the individual’s passing, the 

heirs receive the insurance policy’s 
death benefit while the charity receives 
the remaining assets in the retirement 
account.

This kind of strategy can also yield 
tax benefits. While the remaining 
assets in the retirement account would 
be included in the taxable value of the 
estate, the estate might also receive a 
tax deduction for its charitable gift.

Planning ahead
Such strategies may not make sense for 
every estate, but they can be effective in 
addressing particular challenges.

If you do decide to deploy life insur-
ance as part of your estate plan, don’t 
wait too long to buy it. “As a person 
ages, their life expectancy decreases, 
which will have a significant impact 
on the insurance premium—not to 
mention the ability to secure a policy,” 
says Mark Porcelli, a Schwab senior 
financial planner in New York City. “As 
such, the earlier you purchase a policy, 
the more affordable it’s likely to be.” n

States that impose taxes
Twelve states and the District of Columbia impose an estate tax (which is levied 
on the decedent’s assets before they’re disbursed) and six states impose an 
inheritance tax (which is levied on inherited assets after they’re disbursed). 
Marylanders pay both.

See page 46 for important information. ◆ Charles Schwab & Co., Inc., in association with Small 
Business Insurance Agency (SBIA), provides customers with access to life insurance issued by 
respected life insurance companies. Charles Schwab & Co., Inc. and SBIA are not affiliated. 
Both are licensed insurance agencies. Not available in all states. (0219-8LUW)

LET’S 
TALK

Call your Schwab financial consultant today to 
discuss how life insurance can help your estate-
planning needs.

  Has an estate tax   Has an inheritance tax

Source: Taxfoundation.org. 
Tax rates and exemptions 
listed are for the 2018 tax year. 
Inheritance taxes are levied on the 
posthumous transfer of assets and 
will vary based on the inheritor’s 
relationship to the decedent. 

Tax Rate Tax RateExemption

Iowa 0%–15%

Kentucky 0%–16% 

Maryland 0%–10%

Nebraska 1%–18%

New Jersey 0%–16%

Pennsylvania 0%–15%

Connecticut 7.2%–12% $2.6M

District of Columbia 6.4%–16% $11.2M

Hawaii 10%–15.7% $11.2M

Illinois 0.8%–16% $4M 

Maine 8%–12% $5.6M

Maryland 16% $4M

Massachusetts 0.8%–16% $1M 

Minnesota 13%–16% $2.4M 

New York 3.06%–16% $5.25M

Oregon 10%–16% $1M

Rhode Island 0.8%–16% $1.538M

Vermont 16% $2.75M

Washington 10%–20% $2.193M

1Provided the insured lives at least three years beyond the policy’s effective date. Existing policies 
must be gifted to an ILIT to be considered separate from the main estate.
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What to watch for in the year ahead.
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ast year was a rough ride. Interest 
rate uncertainty, slowing growth 

and trade tensions all weighed on the 
markets, leaving the S&P 500® Index 
down 4.38% for the year.1

With all three factors still in play,  
Onward sat down with Schwab’s Chief 
Investment Strategist Liz Ann Sonders, 
Chief Global Investment Strategist 
Jeffrey Kleintop and Chief Fixed Income 
Strategist Kathy Jones in January to find 
out what they would be watching for in 
the year ahead.

1  Trade

Liz Ann   I believe the biggest near-term 
issue is trade. The tensions between 
China and the United States are likely 
to continue this year, which could 
continue to hurt the economy and 
business optimism, especially if the 
two sides can’t reach some sort of deal. 
Higher tariffs on Chinese imports act 
as a “tax” on U.S. corporations and put 
downward pressure on gross domestic 
product (GDP) growth. If the Trump 
administration were to move forward 
with its proposed tariffs on all Chinese 
imports, it could knock a full percentage 
point off our growth rate. And there 
would be ripple effects, too: Inflation 
could accelerate, and capital spending, 
profit margins, and business and inves-
tor confidence could all suffer.

 Jeffrey   One positive for the markets 
last year was the evolution from a 
potential trade war between the United 
States and everyone else to a one-front 
trade battle between the United States 
and China. That change made the 
potential costs to the global economy a 
bit more manageable.

I think the financial health of the 
Chinese consumer is definitely some-
thing to watch, as well. China is a big 
country, and it recently made a major 
transition from an export-dependent 
economy to a consumption-driven 
one. To give a sense of what that means: 
Sales during China’s Singles Day holiday 
were five times what U.S. retailers saw 
on Black Friday in 2018. Meanwhile, 
Starbucks is talking about shutting 
down some U.S. locations, even as it 

plans to open 600 new storefronts in 
China this year.

2  Interest rates

 Kathy   I’ve got my eyes on the yield 
curve—that is, the difference between 
short- and long-term interest rates 
on U.S. Treasury bonds. The curve has 
flattened considerably since the Federal 
Reserve began raising interest rates 
in December 2015 (see “A tale of two 
curves,” far right).

It’s normal for the curve to flatten 
in such conditions, but as short-term 
rates rise relative to longer-term rates, 
the yield banks earn when they lend 
shrinks. Banks tend to borrow at very 
short-term rates but lend over the 
intermediate term. If banks’ borrowing 
costs rise relative to what they can earn 
from lending, they may pull back on 
lending. That can make it tougher for 

consumers and businesses to borrow, 
which tends to slow economic growth.

The spread between three-month 
and two-year U.S. Treasuries is a partic-
ularly useful tool for tracking lending. 
When it narrows, that can signal there 
is less credit available for borrowers.

For bond investors, some slowing is 
good because it tends to keep inflation 
down, thereby boosting real yields. But 
it’s a fine line between a slowdown and 
a recession. In a recession, bonds from 
riskier issuers could underperform safer 
bonds like Treasuries.

I’ll also be closely monitoring  
Fed communications.  Starting 
this year, the Fed will hold a press  
conference after every meeting of the 
Federal Open Market Committee— 
the group that sets interest rate  
policy—which should provide addi-
tional clues as to how much higher the 
Fed thinks rates need to go.

Liz Ann   Fed Chair Jerome Powell has 
made it pretty clear that stock market 
volatility alone won’t drive monetary 
policy decisions. Even so, we may need 
to pare down our assumptions of how 
much higher the Fed will take interest 
rates. The goal is “equilibrium”—that 
is, a neutral environment in which rates 
are neither stimulating nor restricting 
the economy. Some economists are 
still predicting two or three more rate 
hikes in 2019, but we believe that may 
be overly aggressive given the potential 
for slower growth, tighter financial 
conditions and heightened financial 
market volatility.

 Jeffrey   Rising  interest rates in the 
United States can have global effects. For 
example, emerging-market companies 
operating in underdeveloped local mar-
kets often borrow in U.S. dollars. When 
exchange rates are stable, it has little 
impact on these companies’ returns. 
But when U.S. interest rates start to 
rise—which often leads to a stronger 
dollar—it becomes more expensive 
for emerging-market businesses to 
pay their dollar-denominated debts. 
So, emerging-market performance 
may remain closely linked to the Fed’s 
actions in 2019.

There’s something else, too: If you 
look back over the past 50 years, 
whenever 10-year Treasury bond yields 
fell below three-month Treasury bill 
yields, it often coincided with a peak in 
international stocks. We’ll be watching 
for signs of inversion again because it 
has historically been a very effective 
signal of trouble ahead for international 
markets.

3  Corporate credit

 Kathy   Corporate credit spreads are 
certainly on my radar. When you see the 
difference between Treasury yields and 
corporate bond yields widening, that 
means investors are demanding more 
yield from corporate bonds because 
they see their risk as rising. That, in turn, 
increases businesses’ borrowing costs.

Widening spreads are just a natural 
part of the economic cycle, but at some 
point you may start to worry about 

the growing risk of defaults. A lot of 
investment-grade bonds are now rated 
BBB—the bottom tier of Standard & 
Poor’s investment-grade scale—because 
the debt-rating agencies see increased 
risk of default.

At this point, there’s cause for 
concern, but no reason to panic. 
However, if a significant portion of 
the BBB-rated bonds are downgraded 
further, that could cause prices to 
fall quickly. (Remember, when bond 
prices fall, yields rise.) The high-yield 
market is much smaller than the 
investment-grade market, so it may be 
difficult to find buyers if a rash of down-
grades suddenly floods the market with 
fresh supply. Holding on to such a bond 
would mean living with default risk 
(and a potential hit to your portfolio 
value as bond prices tumble), while 
selling in such conditions could mean 
locking in a significant loss.

Corporate debt levels are high rela-
tive to the size of the economy, in part 
because companies have used leverage 
for stock buybacks and dividends. That 
said, we shouldn’t ignore the other side 
of the corporate balance sheet: Liquid 
assets have actually risen faster than 

debt. That could provide a cushion for 
corporate bonds in a downturn.

Liz Ann  The large amount of cor-
porate debt—especially among 
high-yield issuers and at the lower- 
quality end of the investment-grade 
spectrum—might become a more 
serious issue because it could lead to a 
deeper recession than we might have 
otherwise experienced. As things stand 
now, the current economic cycle looks 
more likely to end with a shorter-term, 
garden-variety recession than a crisis. 
However, if it turns out there’s a bub-
ble building in corporate debt and it 
bursts—the resulting recession could 
be much worse.

After all, tiny companies nobody’s 
heard of aren’t the only ones struggling 
with debt right now. The General 
Electrics of the world are also having a 
hard time. I don’t think it’s time to run 
for the hills yet, but there’s no question 
we need to keep an eye on this.

4  Earnings

Liz Ann   Corporate earnings are likely 
to slow significantly this year, especially 

L A tale of two curves
The yield curve has flattened considerably since the Federal Reserve began raising interest 
rates in December 2015.

Source: U.S. Treasury. Data as of 12/31/2015 and 12/31/2018. Past performance is no guarantee of future results.
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when compared with 2018, which saw 
a big boost from the tax cuts. For exam-
ple, corporate earnings grew about 28% 
in the third quarter of 2018 and likely 
grew more than 20% for all of 2018. In 
contrast, earnings growth estimates for 
the first three quarters of 2019 range 
from 6% to 8%.

Even those estimates might prove 
too high given the recent collapse in oil 
prices and the effect it’s likely to have 
on the energy sector and related indus-
tries. The forecasts also don’t account 
for last year’s strength in the U.S. dollar, 
which tends to reduce demand for 
American-made goods over time and 
hurt the earnings of export-oriented 
companies.

5  Leading indicators

 Jeffrey   Historically, a narrowing gap 
between unemployment and infla-
tion rates has been a good indicator 
of when a country has reached the 
peak of the economic cycle. When that 
happens, it may be a sign the economy 

is overheating. That was true of many 
of the past recessions in the United 
States, as well as in Japan and the 
U.K. Two recent exceptions were the 
bursting of the dot-com bubble in 2000 
and the financial crisis in 2008, when 
the economic cycle was cut short by 
external forces.

The inflation and unemployment 
rates have been inching closer for the 
better part of a decade (see “Mind the 
gap,” above), so I’ll be paying close 
attention to see whether they continue 
their current trend.

Liz Ann   When it comes to market 
data, I’m less interested in absolute lev-
els than I am in the general direction 
or trend. For example, if we continue 
to see several consecutive months of 

Get regular market updates from Liz Ann,  
Jeffrey and Kathy at youtube.com/charlesschwab.

See page 46 for important information. u Past performance is no gurantee of future 
results. u Any company mentioned above should not be construed as an endorsement or 
recommendation. u Forecasts contained herein are for illustrative purposes, may be based upon 
proprietary research and are developed through analysis of historical public data. u High-yield 
bonds and lower-rated securities are subject to greater credit risk, default risk, and liquidity 
risk. u 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. u International investments involve additional risks, which 
include differences in financial accounting standards, currency fluctuations, geopolitical risk, 
foreign taxes and regulations, and the potential for illiquid markets. Investing in emerging 
markets may accentuate these risks. (0219-8J9A)

rising initial unemployment claims, it 
could be cause for concern. The stock 
market has also been weaker recently.

We’re starting to see more indica-
tions that a recession may be in the 
offing sooner than the consensus view 
among market watchers. A further 
deterioration in the trade situation 
wouldn’t help.

The good news is that, on the whole, 
the leading indicators are still rising, 
albeit at a slower pace than they have 
recently. If the expansion continues 
past July 2019—and I think it will—it 
will be the longest in the post-WWII 
era. However, the risks of a recession 
are rising. n

1Standard & Poor’s, as of 12/31/2018. 
Percentage reflects total returns, including 
interest and dividends.
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Mind the gap
The gap between the inflation rate and the unemployment rate has narrowed before every recent recession.

Source: Charles Schwab with data from the Department of Labor. Inflation is represented by the Consumer Price Index for All Urban Consumers 
(CPI-U). Unemployment is represented by the official U3 unemployment rate. Data from 01/31/1983 through 11/30/2018.
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Move It
How the Global Industry 
Classification Standard’s 
new sector—and the stocks 
being moved into it—may 
impact your investments.
By Brad Sorensen

See page 46 for important information. u Any company mentioned above should not be construed as an endorsement 
or recommendation. u Performance may be affected by risks associated with non-diversification, including 
investments in specific countries or sectors. Each individual investor should consider these risks carefully before 
investing in a particular security or strategy. u Past performance is no guarantee of future results. (0219-8X8G)

LET’S 
TALK

Call your Schwab financial consultant to  
discuss your portfolio’s sector allocations.

s the market changes, so too 
must the systems used to track it.

In September 2018, S&P Dow Jones 
and MSCI, creators of the Global 
Industry Classification Standard 
(GICS®)—which separates more than 
29,000 stocks into 11 major market 
sectors—adjusted three of those sectors 
to better reflect the breadth, depth and 
evolution of the market.

Of all the changes, those to 
Telecommunication Services—now 
known as Communication Services—
may be the most dramatic. Let’s take a 
look at what’s behind the changes and 
what they might mean for investors.

Sector shuffle
 
Traditional telecommunication services 
(think fax and landlines) have long 
been moving toward obsolescence. At 
the same time, the ways in which we 
communicate—from email and text to 
Skype and all manner of social media—
have never been more varied.

This evolution helps explain why 
technology-based social media plat-
forms such as Facebook and Twitter—
along with Alphabet, the parent of 
search giant Google—were shifted from 
the Information Technology sector into 
the new Communication Services sec-
tor. Several media companies—includ-
ing Netflix and Walt Disney—also 
decamped for the new Communication 

Services sector, from Consumer 
Discretionary (see “Introducing: 
Communication Services,” far right).

With so many large companies 
shifting places, the effects on the sector 
composition of the S&P 500® Index 
are significant. Before the shuffle, 
Information Technology represented 
26.5% of the S&P 500 Index; now it’s 
just 21%. And Telecommunication 
Services made up a scant 1.9%, whereas 
its successor, Communication Services, 
accounts for 10%.

So, what are the consequences for 
investors?

Defensive disposition
 
Before the change, Telecommunication 
Services, with its relatively high div-
idends and stable earnings, was an 

as a result of the reclassifications—from 
1.2% to 1.5%—its return on equity rose 
from 28.5% to 31.4%.3 Together, these 
increases suggest the Information 
Technology sector may be better posi-
tioned to weather a market downturn 
than in the past.

Fierce competition
 
Many of the big-name technology com-
panies have long been known for their 
stellar growth. Because of that, investors 
may assume Communication Services 
is destined to be a fast mover. That may 
not be the case.

Many companies in the sector are 
locked in a fierce and expensive battle 
for consumers’ finite attention. Netflix 
alone has committed to spending 
$18.6 billion on content in the coming 
years, even as AT&T looks to unveil a 
streaming service built around HBO 
as part of its $85.4 billion acquisition 
of Time Warner. And both AT&T and 
Verizon are in the midst of launching 
competing next-generation cellular 
wireless services.

Proceed with caution
 

While companies in the Communi-
cation Services sector should continue 
to grow, profits may dwindle as 
competition intensifies and costs 
rise—which is one reason we’ve rated 
the sector Underperform. Those 
looking to play defense may want to 
consider Information Technology or 
one of the other traditionally defensive 
sectors (Consumer Staples, Health 
Care and Utilities, for example), while 
those looking for growth may want to 
consider Consumer Discretionary and 
Industrials.

That said, growth stocks may strug-
gle in the later stages of the business 
cycle, when defensive positions can 
make more sense. Investors looking to 
add more growth-oriented stocks to 
their portfolios should be careful not 
to overdo it, lest they leave themselves 
overly exposed to a pullback. n

1Schwab.com, as of 10/25/2018. | 2Standard & 
Poor’s, as of 09/28/2018. | 3Cornerstone Macro 
Research, as of 07/23/2018.

A

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

attractive option for investors looking 
to play defense during a downturn. 
But with the addition of low- 
dividend-paying tech companies, 
the new Communication Services 
sector may no longer be the defensive  
darling its predecessor was. Indeed, the 
sector’s dividend yield has fallen from 
5.4% to just 1.5%1—well below the S&P 
500’s yield of 1.9%.2

Information Technology, on the 
other hand, may prove more defensive 
than it once was. While the sector’s 
dividend yield increased only slightly 

Source: MSCI Inc. Note: This is not a complete list of companies that make up the  
Communication Services sector; see msci.com/gics for more details. 

Alphabet Inc.–Class A (GOOGL)

Alphabet Inc.–Class C (GOOG)

AT&T Inc. (T)

CBS Corp. (CBS) 

CenturyLink Inc. (CTL)

Comcast Corp. (CMCSA)

Discovery Communications Inc.–Class A (DISCA)

Discovery Communications Inc.–Class C (DISCK)

DISH Network Corp. (DISH)

Electronic Arts Inc. (EA)

Facebook Inc. (FB)

Netflix Inc. (NFLX)

News Corp.–Class A (NWSA)

News Corp.–Class B (NWS)

TripAdvisor Inc. (TRIP)

Twenty-First Century Fox Inc.–Class A (FOXA)

Twenty-First Century Fox Inc.–Class B (FOX)

Twitter Inc. (TWTR)

Verizon Communications Inc. (VZ)

Viacom Inc. (VIAB)

Walt Disney Co. (DIS)

Introducing:  
Communication Services

The brand-new Communication Services sector is made up of all the  
companies that were formerly part of the Telecommunication  

Services sector, plus several big-name companies from Consumer  
Discretionary and Information Technology.

  Formerly part of Consumer Discretionary

  Formerly part of Telecommunication Services

  Formerly part of Information Technology
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From 
extraordinary  
to ordinary
The Dow Jones 
Industrial Average 
dropped more 
than 500 points 
just three times in 
the 20th century* 
(the first being 
October 19, 
1987)—and 29 in 
the 21st century.†

10/19 8/31 4/14 9/1710/27
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Dwindling 
impact
On a percentage 
basis, recent 
declines of 500 
points or more are 
relatively small 
compared with 
Black Monday. 
Even a drop of 
1,000-plus points 
in February 2018 
didn’t measure up.

  Drop of 500 points or more  Dow Jones Industrial Average

8/21

2011
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*Ending 12/31/2000. | †Through 12/31/2018. | Source: Bloomberg L.P. Data from 10/01/1987 through 12/31/2018. See page 46 for important information. ◆ Past performance is no guarantee of future results. ◆ Investing involves risk, including loss of principal. (0219-9PZB) 

Who’s Afraid of a 
500-Point Drop?
Lots of folks—but should they be?

LET’S 
TALK

If you’ve built a solid financial plan and a well-
diversified portfolio, it may be best to ignore the noise 
and focus on your long-term goals. Call your Schwab 
financial consultant to review your investment plan.

he first time the Dow Jones 
Industrial Average lost more than 

500 points in a single trading day was 
October 19, 1987—Black Monday. So 
perhaps it’s no surprise that 500-point 
drops continue to haunt the headlines.

“It’s a classic case of anchoring bias, 
at least on the part of the media,” says 

Mark Riepe, head of the Schwab Center 
for Financial Research, referring to peo-
ple’s tendency to fixate on a single data 
point—which can be especially risky 
when that data is no longer relevant.

Case in point: Black Monday’s 508-
point decline would need to be roughly 
10 times that to have the same market 

impact today. “Although the size of the 
market has changed dramatically in 
the past three decades,” Mark says, “our 
frame of reference hasn’t.”

Instead, Mark says we should reframe 
the way we think about fluctuations by 
focusing on percentages, not points—
and even by that standard to take daily 

volatility with a grain of salt. “When 
the market drops, the best answer 
may often be the simplest: do nothing,” 
Mark says. “So long as your portfolio is 
aligned with your time horizon and 
comfort with risk, you should focus on 
your goals, not daily or even monthly 
gyrations.”

T

Percent 
change 

Point 
drop 

Black Monday



Call your financial consultant or 
visit personaltrust.schwab.com  
to learn about Schwab Personal 
Trust Services.

Charles Schwab & Co., Inc. (“Schwab”) is affiliated with Charles Schwab Trust Company (CSTC), the corporate trustee for Schwab Personal Trust Services (SPTS). 

©2019 Charles Schwab Trust Company. All rights reserved. CC2173624 (0918-8316) ADP103660OW-00 (09/18) 00215655

A trusted partnership.
A corporate trustee provides financial expertise, unbiased decision 
making, and fiscal responsibility for the full duration of a trust.  
At Charles Schwab Trust Company, our promise to you and your  
family is to:

• Put the interests of the trust and your beneficiaries first

• Administer your trust according to its terms to continue your legacy

• Wisely invest your trust’s assets to benefit the next generation  
and beyond

• Provide services with a competitive fee structure you expect  
from Schwab

Protect your legacy  
with Schwab Personal  
Trust Services.
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Trading ETFs
Exchange-traded funds  
can help keep  
volatility at arm’s length.              
By Randy Frederick

ave you ever spent hours identifying 
a potential trade, only to see the 

stock drop on unexpected company news, 
be it a sudden CEO departure, a product 
recall or a public inquiry?

For traders who have a hard time 
stomaching such uncertainty, exchange-
traded funds (ETFs) may be able to help.

Why ETFs?
First, like stocks, ETFs can be bought and 
sold throughout the trading day. Indeed, 
some ETFs are traded just as heavily as 
individual equities, so you can move in and 
out of them with relative ease.

Second, because ETFs track a basket of 
securities, the individual performance of 
a single holding is less likely to impact the 
outcome of your trade. If one stock in the 
fund plunges but the others hold their 
ground, for example, the net effect may 
be only a marginal decline. Measure the 

H
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TRADING

See page 46 for important information. u Investment returns and principal value will fluctuate 
and are subject to market volatility, so that an investor’s shares, when redeemed or sold, may be 
worth more or less than their original cost. Unlike mutual funds, shares of ETFs are not individually 
redeemable directly with the ETF.  Shares of ETFs are bought and sold at market price, which may 
be higher or lower than the net asset value (NAV). u Leveraged ETFs seek to provide a multiple of 
the investment returns of a given index or benchmark on a daily basis. Inverse ETFs seek to provide 
the opposite of the investment returns, also daily, of a given index or benchmark, either in whole or 
by multiples. Due to the effects of compounding, aggressive techniques, and possible correlation 
errors, leveraged and inverse ETFs may experience greater losses than one would ordinarily expect. 
Compounding can also cause a widening differential between the performances of an ETF and its 
underlying index or benchmark, so that returns over periods longer than one day can differ in amount 
and direction from the target return of the same period. Consequently, these ETFs may experience 
losses even in situations where the underlying index or benchmark has performed as hoped. 
Aggressive investment techniques such as futures, forward contracts, swap agreements, derivatives 
and options can increase ETF volatility and decrease performance. Investors holding these ETFs 
should therefore monitor their positions as frequently as daily. u 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. (0219-8U93)

historical volatility of any individual 
broad-market ETF against virtually any 
individual stock and the ETF will almost 
invariably be less volatile.

Third, your worst-case scenario with 
stocks is a total loss should the price 
fall to zero. With ETFs, on the other 
hand, it’s almost inconceivable that 
all of its stocks would go to zero. And 
in those unlikely instances when an 
ETF provider decides to shut down a 
fund—only 138 of more than 2,000 U.S. 
exchange-traded products closed in 
20171—its investors would still get the 
market value of their investments once 
the fund’s assets have been liquidated.

ETFs are still subject to market risk, 
or the risk of losses when the broader 
market is weak. In general, ETFs are 
just as volatile as the indexes they 
track, so one that tracks the S&P 500®, 
for example, will generally mirror that 
index’s performance.

Unique risks
Traders in ETFs will want to pay par-
ticular attention to the bid/ask spread, 
or the difference between the highest 
price that a buyer is willing to pay and 
the lowest price that a seller is willing to 
accept. Due to the way ETFs are priced, 
their bid/ask spreads can sometimes be 
wide—especially for those that trade 
infrequently or track niche segments 
of the market in which the underlying 
assets are illiquid.

For example, if you place a market 
order to buy or sell immediately at the 
current market price, the wider the bid/
ask spread, the higher the potential 
price you’ll pay or the lower potential 
price you’ll receive. For this reason, 
Schwab generally advises traders not 
to use market orders for ETFs that trade 
infrequently. Using a simple limit order, 
in which you set the price you want 
to pay or be paid, will help offset any 
discrepancies in an ETF’s price.

Traders should also be wary of lever-
aged and inverse ETFs, which attempt 
to use debt and derivatives to multiply 

the returns of their underlying assets. 
Leveraged and inverse ETFs with “2x” 
or “3x” in their titles, for instance, 
seek to return twice or thrice the daily 
return or daily inverse return of their 
underlying holdings.

However, these funds also have 
the potential to incur significant 
losses, which can be magnified to the 
same degree as their potential gains. 
Therefore, if you’re trading ETFs in 
part to help manage your risk, trading 
leveraged or inverse ETFs can be a big 
step in the wrong direction.

Finally, ETFs are sometimes confused 
with exchange-traded notes (ETNs), 
which are debt instruments backed 
only by the creditworthiness of the 
issuer, rather than a basket of securities, 
and as such involve both less diversifica-
tion and greater credit risk.

Building confidence
Trading ETFs requires a slightly differ-
ent practice than trading individual 
equities but can be a rewarding way 

to get your sea legs, help manage your 
volatility and potentially build some 
early successes until you’re ready to 
increase your risk-taking. They can also 
be a great fallback for seasoned traders 
when a stock’s price swings become too 
unsettling. Just as with stocks, however, 
you’ll want to have a plan—and stick 
with it. Specifically:

n Know your investing time horizon: 
Determine ahead of time how long you 
plan to hold a given ETF.
n Minimize your exposure: Most trad-
ers should risk no more than 2% to 3% 
of their account on a single trade.
n Know where the exits are: Set  
profit and loss targets for each trade 
and consider using stop orders during 
market hours to help lock them in.
n Review your performance: For 
instance, if you got stopped out too 
early, you may need to set wider price 
parameters or find an ETF with lower 
volatility. Conversely, if the ETF didn’t 
move all that much, you might want 
to find one with greater volatility. Keep 
in mind that both of these changes will 
also increase your overall risk.

With a few tweaks in your trading 
regimen, you should be able to find 
an ETF that aligns with your risk  
appetite. n

NEXT 
STEPS

Trade more than 250 commission-free ETFs 
online in your Schwab account.2 Learn more 
at schwab.com/ETFonesource.

Randy Frederick  
(@randyafrederick) 
is vice president 
of trading and 
derivatives at the 
Schwab Center for 
Financial Research.

1ETF.com. Total number of ETFs as of 04/13/2017 and total closures as of 12/22/2017. | 2Conditions ap-
ply: 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.



Your investments 
deserve the full story.

Numbers tell 
only half the 
story.

Strategic investing takes us beyond the numbers. That’s why over 350 of our experts go out in the fi eld 
to examine investment opportunities fi rsthand—like mobile payment adoption in new markets around the 
world. Our rigorous approach helps us select and manage investments for our funds.

Explore over 100 T. Rowe Price funds available with no transaction fee (NTF) on Schwab Mutual Fund 
OneSource®. Visit Schwab.com/troweprice

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.
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.
T. Rowe Price Investment Services, Inc., Distributor. 



S P R I N G  2 0 1 8    |    O N  I N V E S T I N G    |    2 72 6    |    C H A R L E S  S C H W A B    |    S P R I N G  2 0 1 9 I L L U S T R AT I O N S  B Y  R .  F R E S S O N

Whether you’re up or down, here’s how to know when to shed an investment.

Sell
When 

                        to
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WHEN TO SELL

But it can be especially tough when it comes 
to your investments. Puzzling out when to 
take the gains on your winners can be as  
difficult as knowing when to realize the 
losses on your losers.

Still, there’s often good reason to let an 
investment go. It may no longer fit your risk 
appetite, particularly as you get closer to, 
say, retirement. Or your winners may have 
thrown your portfolio out of balance.

Of course, sometimes investments simply 
go bad—and it’s then that investors may face 
the greatest difficulty. That’s because four 
out of five U.S. investors suffer from what 
behavioral economists call the disposition 
effect,1 the tendency to hold on to losers, 
hoping they’ll somehow recover, rather 
than lock in a loss (see “More guidance on 
financial decisions,” page 30).

“Selling magnifies the pain because real-
izing a loss is tantamount to admitting you 
made a mistake,” says Mark Riepe, head of 
the Schwab Center for Financial Research. 
“But you can compound the issue when you 
hold on to a losing position for too long.”

That said, reflexively bailing on equities 
when the broader market turns south is 
equally ill-advised. “Following the crowd 
is not a sound selling strategy,” Mark says. 
“Your decisions should be based on your 
needs and goals, not everyone else’s.”

So what’s a worthwhile signal when it  
comes to selling an investment—and what’s  
just noise? Here’s what three Schwab experts  
look for before they hit the sell button.

f a stock has dropped precipitously 
while the broader market has not, 

you should investigate whether the 
setback is temporary or just getting 
started, says Steve Greiner, senior vice 
president of Schwab Equity Ratings®.

n	 Check the company’s recent 
earnings: If it’s consistently falling 
short or facing unexpected weakness 
in a core part of its business, the stock 
could have a difficult time recovering. 
(A dividend cut is often a clear sell 
signal, but that typically happens only 
after earnings have already started to 
soften—which is generally too late.)
n	 Look for erosion in the company’s 
balance sheet: Rapidly rising liabili-
ties are a bad sign, because they may 
indicate that a disproportionate share 
of the company’s future cash flow will 
be needed to service debt.
n	 Check analysts’ earnings esti-
mates: “Generally speaking, the less 
consensus there is among credible 
analysts’ earnings estimates, the 
greater the lack of visibility into future 
earnings, which can set you up for 
some negative surprises,” Steve says.
n	 Consider external factors: If the 
stock is dropping but the company’s  
fundamentals appear sound, some  
other factor outside the company’s 
control may be to blame, such as rising 
oil prices. “You need to ask yourself 
whether you’d consider selling if that 
external force weren’t in play,” Steve 
says. “If the answer is no, you might 
want to sit tight.”

You might also think about a sale if 
the stock has significantly appreciated. 
Steve says investors should set a price 
target for individual stocks—consider 
30% or more above your purchase 
price.

The key is to sell when the price hits 
that target, even if you retain up to half 
of your position to capture any future 
growth. Investors often continue to 
ride a hot position in its entirety in 

the hope of owning a piece of the next 
Amazon or Netflix, but few stocks 
accomplish this feat, Steve says. Many 
more end up rising to a peak and then 
losing altitude. “You can find a lot more 
examples of when you should have 
gotten out than when you shouldn’t 
have,” Steve says.

Finally, for investors who don’t have 
the desire or time to moniter the tra-
jectories of individual stocks, Schwab 
Equity Ratings—which tracks some 
3,000 U.S. stocks—can be particularly 
helpful when it comes to decisions to 
sell. A or B ratings constitute a Buy, a 
C rating suggests a Hold, and D or F 
ratings mean it may be time to Sell. 
You can sign up for alerts whenever 
a rating changes on a stock in your 
portfolio.

 To find the Schwab Equity Rating  
for an individual stock, log in to 
schwab.com/research and enter  
its ticker symbol.

rice is much less of a factor when 
considering whether to sell a 

bond. That’s because bonds often serve 
a defined purpose in a portfolio—say, 
generating income on a set schedule. 
Selling individual bonds before they 
mature can upset this strategy, partic-
ularly if you hold bonds of different 
durations in a bond ladder that is 
designed to acquire and retire bonds 
at regular intervals.

That said, there may be occasions 
when you want to sell based on 
changes in the market, says Kathy 
Jones, senior vice president and chief 
fixed income strategist at the Schwab 
Center for Financial Research. “When 
the creditworthiness of a bond issuer 

Saying  
goodbye  
is never  
easy.

Stocks

Bonds

Four out of five  
U.S. investors suffer from 

the disposition effect,  
the tendency to hold  
on to losers, hoping 

they’ll somehow recover, 
rather than lock  

in a loss.

deteriorates, for example, it increases 
the likelihood of default,” she says.

Keeping tabs on a municipal-bond 
issuer is fairly straightforward. Reports 
that an issuer faces financial difficulties 
are likely to appear in the regular news 
media, as was the case with the recent 
problems in Detroit and Puerto Rico. 
Corporate bonds can be tougher to 
track in this regard and may require 
some digging into a company’s earnings 
and other fundamentals. “All things 
being equal, you want to keep an eye 
on debt relative to earnings and make 
sure there’s enough positive cash flow 
to cover interest payments,” Kathy says.

You can also look to the credit-rating 
agencies, which will often put an issuer 

There are plenty 
of good reasons 
to hold on to an 

investment— 
but reluctance to 
admit a mistake 
shouldn’t be one  

of them.

P
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WHEN TO SELL

on a watch list of possible downgrades 
before actually cutting the rating. “If 
you can sell the bond before the cut, 
you can save yourself some money,” 
Kathy says.

Another reason to consider selling 
is if you can replace a current bond 
with one generating a higher coupon. 
Recent interest rate hikes have created 
substantial differences in coupons 
among similar issues, so selling a bond 
might be the right choice if you can 
reinvest at a higher rate. “It might make 
sense to take a loss if you’re going to get 
a bigger income stream over a substan-
tial period of time,” Kathy says.

Be that as it may, Kathy cautions 
against trying to time the market by 
regularly buying and selling individ-
ual bonds. “If your bonds are part of 
a strategy—as they should be—it is  
generally a good idea to stick with 
them,” she says.

Finally, you may find yourself 
holding a bond with which you’re no 
longer comfortable because you can’t 
stomach the risk. If you find yourself 
fretting over an emerging-market 
or noninvestment-grade bond, for 
example, the potential gains may not 
be worth it. “Bonds are supposed to 
be the part of your portfolio that helps 
you sleep at night,” Kathy says, “so  
if they’re a source of constant worry  
it may be time to find something  
with less risk.”

 Need help with your bonds? Call  
888-484-5340 to speak with  
a Schwab fixed income specialist.

closely. “If it isn’t, then the fund man-
ager is dropping the ball,” Michael says.

The mission of actively managed 
funds, on the other hand, is to produce 
better results than their underlying 
indexes. For example, a large-cap stock 
fund may look to outperform the S&P 
500® Index. Michael cautions that 
every active manager suffers periods 
of underperformance, but if the fund is 
consistently falling short of its bench-
mark, it may be time to check out the 
competition.

Another away to assess an actively 
managed fund’s performance is to 
determine whether it consistently 
outperforms or underperforms other 
funds in its Morningstar category (see 
“For comparison’s sake,” right). 

Changes in the way a fund is con-
structed might be another reason to 
sell. Sometimes, a passive-fund man-
ager may elect to track a different index, 
at which point you should be notified 
and appraise the investment anew.

Actively managed funds switch up 
their holdings much more frequently, 
but investors should be wary of  
managers who change their underly-
ing approach too often. “If they keep 
changing their stripes, their strategy 
may not be working,” Michael says.

Cost is a final consideration. That’s 
less true of passive ETFs and index 
funds, because fees across the board 
have been trending lower in recent 
years, so there might not be much to 
gain from switching funds on the basis 
of cost.

Actively managed funds, on the 
other hand, typically command 
higher fees—though they may be  
justified, Michael says, such as when 
fund managers are doing a deep dive 
into opaque parts of the market. 
However, investors should be wary 
of funds that are increasing their fees 
in the current environment. “These 
days, if your fund is raising fees, you 
can probably find a better option,” 
Michael says.

See page 46 for important information.	u 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 Examples provided are for illustrative purposes 
only and not intended to be reflective of results you can 
expect to achieve. (0219-85JK)

Funds

Cool and Calculated

hen your exchange-traded 
funds (ETFs) or mutual funds 

aren’t performing as expected, you 
could consider looking for a better 
alternative. “The nice thing about 
funds is they offer a natural basis for 
comparison, against either their bench-
mark index or other funds in the same 
category,” says Michael Iachini, vice 
president and head of manager research 
at Charles Schwab Investment Advisory. 
“You can almost always find another 
fund that’s similar to what you own.”

But performance means something 
different depending on which type of 
fund you hold. With passive ETFs or 
index funds, for example, you want 
the fund to track its underlying index 

here are plenty of good reasons 
to hold on to an investment, even 

if it’s performing poorly—but reluc-
tance to admit a mistake shouldn’t be 
one of them.

That’s an argument for periodically 
taking a fresh look at every investment 
in your portfolio. And if you can’t be 
objective about it, consider bringing 
in an investment professional to help.

1Ravi Dhar and Ning Zhu, “Up Close and  
Personal: Investor Sophistication and the  
Disposition Effect,” Management Science, 
05/2006.

“If you’re as disciplined with your 
selling decisions as you are when 
adding an investment,” Michael says, 
“you’ll be far more likely to keep your 
losses to a minimum and find the best 
use for your hard-earned money.” n

Source: Schwab.com. The examples shown here are for illustrative purposes only and are not meant to represent a specific security.

For comparison’s sake

→  To assess an actively managed 
fund’s performance against that of 
its peers, log in to schwab.com/
research, search for the fund’s ticker 
symbol, click the Performance tab, 
then scroll down to Rank Within 
Category. There you’ll find 10 years’ 

worth of the fund’s performance 
data, ranked into quartiles relative to 
its peers within the same category.

“You want a fund that consistently 
falls within the top two quartiles, 
which indicates it has outperformed 
at least half its peers,” says Michael 

Iachini, vice president and head of 
manager research at Charles Schwab 
Investment Advisory (see top image, 
above). “Seeing a long string of blue 
boxes in the bottom two quartiles, on the 
other hand, is a sign of chronic underper-
formance” (see bottom image, above).

If your actively managed 
fund is consistently  
falling short of its 

benchmark, it may be 
time to check out the 

competition.

T
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→  If you’re looking for more 
help making financial decisions, 
subscribe to Schwab’s Financial 
Decoder podcast. In each episode, 
host Mark Riepe, head of the 
Schwab Center for Financial 
Research, guides you through  
decisions like “When Should You 
Take Social Security?” and “Does 
Your Portfolio Need Adjusting?”

Subscribe   Listen and subscribe for free  
at schwab.com/financialdecoder or  
through your favorite podcasting app.

More guidance  
on financial decisions
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Subscribe   Catch up on Season 2 of 
Choiceology at schwab.com/podcast or  
through your favorite podcasting app.
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want to go off your diet. The night before, 
look at the menu online, choose a healthy 
option and tell your spouse what you’re 
planning to order. At the restaurant, don’t 
even look at the menu and encourage your 
spouse to help reinforce the decision you 
made ahead of time.

“Shifting decision-making to a moment 
when your most rational self is running the 
show can be very effective,” Katy says.

FINANCIAL FIX: Creating a budget can 
be the financial equivalent of choosing a 
healthy entrée ahead of time. But that’s 
just a start. Investing a fixed dollar amount 
on a set schedule—say, monthly or quar-
terly—can be another way to overcome 
present bias in favor of your future self. 
You could also commit to saving future 
pay increases. Think of it as putting your 
savings plan on autopilot by automatically 
banking any bumps in your paycheck—
before you have a chance to spend them. 

  Need help making a budget?  
Use Schwab’s Monthly Budget Planner at 
schwab.com/budget.

Commit yourself

→ Katy says another way to fight present 
bias is to use a so-called commitment device 
to help keep yourself focused on a goal—say, 
by agreeing to forfeit money if you fail to  
follow through on a plan. If your goal is to 
put a certain sum of money into an emer-
gency fund each month, for example, com-
mit to forfeiting an additional sum of money 
to charity should you miss your target.

There are websites that facilitate such 
monetary commitments, but a friendly side 
bet with a co-worker or spouse can serve the 
same purpose.

FINANCIAL FIX: Announcing how much 
you plan to save for retirement and by 
what date—say, to a spouse or financial 
advisor—can similarly act as a commit-
ment device, since there’s reputational 
risk in not following through on your plan. 
“It’s weird, right?” Katy says. “But these 
kinds of self-imposed incentives have 
been shown to help combat present bias.” 

  See where you stand with Schwab’s 
Retirement Calculator at schwab.com/
retirementcalculator.

1Amos Tversky and Daniel Kahneman, “Advances 
in Prospect Theory: Cumulative Representation of 
Uncertainty,” Journal of Risk and Uncertainty, 1992. 
| 2Tatiana A. Homonoff, “Can Small Incentives Have 
Large Effects? The Impact of Taxes Versus Bonuses 
on Disposable Bag Use,” American Economic Journal, 
11/2018.

See page 46 for important information. u  
Charles Schwab Investment Advisory, Inc.,  
is an affiliate of Charles Schwab & Co., Inc. 
(Schwab). (0219-8BAM)

not always easy to make good deci-
sions. We’re often quick to abandon 

our plans when impulse strikes. We fear 
losses more than we value gains. Our view of 
the future is hopelessly colored by the past.

Such biases can get in the way of our best 
interests—not least when we’re trying to 
manage our finances. And the effects can be 
costly.

Fortunately, behavioral scientists are on 
the case. Meet Katy Milkman, a professor 
of operations, information and decisions 
at the Wharton School of the University 
of Pennsylvania and the host of Schwab’s 

us in the face. We eat dessert we know isn’t 
good for us. We turn on the TV instead of 
hitting the gym. We spend money we 
should save.

Behavioral scientists call this present 
bias—the tendency to gratify an immediate 
desire today at the expense of a potentially 
much larger reward tomorrow.

So what’s the best way to keep it under 
control? “The key is not to make important 
decisions too close to when they’ll take 
effect,” Katy says.

Say you’re planning a big dinner out with 
your spouse and a group of friends but don’t 

Choiceology podcast. Her work not only 
exposes and explains the kinds of biases that 
can cloud our decision-making—it also gives 
us tools we can use to combat them.

Onward asked Katy to identify  
some effective tips investors can use to 
fortify their decision-making. Here’s what 
she told us.

Make decisions at your  
most rational

→ Self-restraint doesn’t always come natu-
rally, especially when temptation is staring 

Reframe your gains and losses

→ A large body of research has shown that 
people are far more motivated to avoid a 
loss than they are to rack up an equally 
large gain. Behavioral scientists call this 
loss aversion, and it’s a real bugbear for 
investors.

Katy explains it this way: “Finding a $20 
bill on the way to work would probably 
make you feel pretty good. But how would 
you feel if you turned around and lost it 
later in the day? Research tells us you’d 
be twice as unhappy about the loss as you 
were happy from the gain.”1

In another example, researchers found 
that charging shoppers 5 cents per dis-
posable bag cut their use roughly in half, 
whereas paying them 5 cents per reusable 
bag had virtually no effect at all.2 In other 
words, the threat of losing a nickel proved 
more motivating than the prospect of 
gaining one.

Loss aversion can also affect the way we 
invest. For example, research has shown 
that we’re far more likely to sell a winning 
stock than a losing one because we’re eager 
to realize a gain and reluctant to lock in a 
loss.

FINANCIAL FIX: Investors can actually 
use this tic to their advantage by reframing 
a potential gain as a potential loss. For 
instance, if your employer offers up to 
$500 a year for a gym membership, you 
can make the incentive more effective by 
thinking of the $500 you’ll lose if you don’t 
sign up, Katy says. That same lesson applies 
to matching contributions to a company 
401(k) plan: Frame any match you might fail 
to capture not as an unrealized gain but as 
a realized loss.

Doubt yourself

→ People make poor intuitive statisticians, 
which can lead to erroneous assumptions, 
Katy says.

Consider the probability that, in a set 
of randomly selected people, two of them 
will have the same birthday. You can be 
100% certain that in a group of 367 people, 
at least two of them will share a birthday, 
because there are only 366 possible birth-
days (including February 29). “However— 

counterintuitive as it may seem—there’s a 
99.9% probability with just 70 people and 
a 50% probability with just 23 people,”  
Katy says.

Our trouble assessing probabilities can 
skew the way we gauge our performance 
as investors. Say you buy a handful of 
individual stocks and find that, after 
three years, they’ve all outperformed the 
broader market. While it may be tempting 
to conclude you have a gift for picking 
equities, you might also have gotten lucky.

“Until proven otherwise, don’t believe 
it’s anything but chance,” Katy cautions. 
“It’s easy to be blinded by your successes, 
which is why it’s so important to have an 
objective way to assess your outcomes.”

FINANCIAL FIX: Traders, in partic-
ular, need an objective way to assess 
their performance, lest their winners 
unduly overshadow their losers. Schwab 
clients enrolled in Schwab Trading 
Services can use the Gain/Loss Analyzer 
(schwab.com/analyzertool) to accu-
rately gauge their overall performance.  

Although there are some behavioral 
biases for which researchers have devel-
oped solutions, there are many more that 
still pose challenges, Katy says. “The goal 
of my work is to figure out what regular 
people can do to overcome these pitfalls, 
and Schwab’s Choiceology podcast is meant 
to help investors do just that.” n

Katy Milkman—Wharton School professor and host of Schwab’s Choiceology®  
podcast—on solutions to our naturally faulty decision-making.
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“From biometric identification to 
Schwab’s Security Guarantee, we have a 
number of extremely robust safeguards 
in place to help protect our community 
of investors,” says Greg Ruppert, senior 
vice president of financial crimes risk 
management at Schwab (see “Security 
at Schwab,” below).

That said, Greg recommends cli-
ents take additional steps to protect 
themselves and their loved ones from 

increasingly sophisticated financial 
scams. After all, this issue is much bigger 
than Schwab: In 2017 alone, the Federal 
Bureau of Investigation’s Internet Crime 
Complaint Center received more than 
300,000 complaints about internet 
scams, representing more than $1.4 
billion in losses.

Here are seven ways to assess your 
virtual risk and help guard against 
potential threats.

Know where  
you stand

Review the transaction history of 
your bank accounts, credit cards and 
investments at least monthly, so you can 
identify and report suspicious activity 
before it potentially snowballs into 
something bigger.

What’s more, you’re entitled to one 
free credit report annually from each 
of the three consumer credit–reporting  
agencies (Equifax, Experian and 
TransUnion). By requesting a report 
from a different agency every four 
months (at annualcreditreport.com), 
you can check your credit report up to 
three times a year for free.

If you’re ever the victim of a data 
breach—the private data of 143 
million Americans was exposed in 
a single Equifax hack in 2017, for  
example—you may be eligible for 
free credit monitoring or identity 
protection from the company that was 
compromised.

Employ alerts  
and freezes

n	 Alerts: If you suspect you’ve been the 
victim of identity theft, you can place a 
fraud alert with the three consumer 
credit–reporting agencies. Whichever 
one you contact is required to contact 
the other two on your behalf. These 
alerts notify creditors that your account 
may have been compromised and 
require them to verify your identity 
before issuing new credit in your name. 
They last for one year, though they can 
be extended for up to seven if you’ve 
filed a report with either the police 
or the Federal Trade Commission at  
identitytheft.gov.

n	 Freezes: Freezing your credit 
account with each of the three 
consumer credit–reporting agencies  
prevents new accounts or lines of credit 
from being opened in your name.2 
Federal law allows Americans to freeze 
and unfreeze their credit accounts at no 
charge an unlimited number of times 
each year. “A credit freeze is perhaps the 
single most effective security precaution 
against identity theft consumers them-
selves can take,” Greg says.

Be careful what  
you click

Despite the rise of increasingly 
sophisticated scams—including those 
involving minors (see “No kidding,” 
above)—“the most successful method of 
cyberattack is still spear phishing,” Greg 
says. Spear phishing is the practice of 
sending fraudulent emails purportedly 
from companies you trust in order to 
obtain confidential information or get  
consumers to click on potentially 
damaging links. Instead of clicking on 
embedded links, always log on directly 
at schwab.com and other websites.

If you’re ever suspicious of an email 
from Schwab, confirm the message by 
calling us at 800-435-4000—and by all 
means forward suspicious communi-
cations to phishing@schwab.com for 
further investigation.

Vary your credentials

Make sure you create unique usernames 
and passwords for all online accounts, 
financial and otherwise. Why? “Because 
criminals can often exploit the data 
on one site to gain access to another,” 
explains Clyde Langley, head of fraud 
risk management at Schwab.

If you’re the victim of a data breach, 
consider changing not only the pass-
words for all affected accounts but also 
those that share the same email address 
or other username. (If possible, switch 
up usernames, as well.)

Also consider a password manager, 
which can generate a supersecure 
unique password for every account you 
have—and then keep track of them so 
you don’t have to.

Sign up for two-step 
verification

Two-step verification confirms your 
identity by prompting you to enter a 
code that’s been texted to your phone 
or sent to another device. Some forms 
of biometric identification—such as 
face, fingerprint and voice ID (all offered 
by Schwab)—are considered so secure 
they often don’t require additional ver-
ification. For everything else, sign up for 
two-step verification anytime it’s offered.

Just say no

Never grant remote access to or 
download software from a technology- 
support professional without first 
confirming her or his identity. In many 
such scams, fraudsters install malware 
that can capture your every click and 

As the custodian of more than  
$3.4 trillion in client assets,1  
The Charles Schwab Corporation 
takes security seriously.  

2
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4 

5

6

1. Automated alerts

Schwab uses pattern analy-
sis and other advanced  
analytical systems to detect  
suspicious account activity 
and deter unauthorized  
access. Schwab will notify 
you right away if it notices 
anything out of the ordi-
nary, as well as whenever 
sensitive transactions—
such as account transfers or 
password updates—occur.

2. Biometric technologies

■ Face and fingerprint 
recognition: Add an extra 
layer of security by logging 
in to Schwab’s mobile  
app using your face or 
fingerprint.  
Learn more at schwab.com/ 
mobile.

■ Voice ID: Once recorded, 
your unique voice signature 
can be used to confirm  
your identity whenever  
you reach out to Schwab  
by phone.  
Find out how to record 
your Voice ID at  
schwab.com/voiceID.

3. Digital wallet

Help secure your 
Schwab-issued debit cards 
by adding them to your 
smartphone’s digital wallet. 
When you pay with your 
phone, a one-time transac-
tion code is transmitted to 
the merchant, keeping your 
credit card details private. 
Want to add a debit  
card to your digital wallet?  
Visit schwab.com/ 
digitalwallet.

4. Security Guarantee

Because we want you to 
have the highest level of 
confidence when doing 
business with Schwab, the 
company offers this guar-
antee: Schwab will cover 
100% of any losses due to 
unauthorized activity in any 
of your Schwab accounts.* 
For more information,  
visit  schwab.com/ 
securityguarantee.

*To ensure your protection
under this guarantee, it is your 
responsibility to safeguard your 
account-access information. If you 
share this information with any-
one, Schwab will consider their 
activities to have been authorized 
by you. Report any unauthorized 
transactions as quickly as possible.

keystroke. Instead, independently con-
firm the company’s customer-support 
number through an online search and 
return any calls that seem legitimate. 
Alternatively, search the vendor name 
or phone number online along with 
“fraud” or “scam” to determine if it’s 
previously been reported as illegitimate.

Be prepared

Always keep a copy of your most import-
ant data and documents—including 
account and insurance information—on 
a secure cloud server for easy access in 
case of emergency. (Periodic computer 
backups are also a good idea.) One of the 
many tragedies of the recent hurricanes 
in Houston and Puerto Rico has been 
homeowners’ inability to access every-
thing from health care directives to wills, 
to say nothing of the insurance policies 
required to get folks back on their feet.

“From switching up your passwords 
to taking advantage of the latest 
protections offered by the companies 
with which you do business, the best 
approach is a holistic one,” Greg says. 
“Sometimes the simplest pre cautions 
can prove to be the most effective.” nSecurity at Schwab

Four ways we’re working to keep your information safe.
1Data as of 12/14/2018. | 2For residents of Kentucky, Pennsylvania 
and South Dakota, a credit freeze lasts seven years. For residents  
of all other states, a credit freeze lasts until it is removed.
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A trusted contact is a 
resource Schwab may 
contact on your behalf, if 
necessary, to attempt to 
address concerns regarding 
potential financial exploita-
tion, or if we see signs 
suggesting you’re becoming 
unable to manage your 
finances alone. You may 
designate up to two trusted 
contacts for your Schwab 
accounts.

“Having a trusted contact 
on file can be especially 
important for seniors, 
who tend to be more 
susceptible to scams,” says 
Greg Ruppert, senior vice 
president of financial crimes 
risk management at Schwab.

A trusted contact will 
not be able to view your 
account information, 
execute transactions in your 
accounts or inquire about 
account activity unless that 

person has that authority 
through another role on the 
accounts, such as a trustee 
or power of attorney.

And only you as the  
account holder can add, 
update or remove a trusted 
contact from your account.

Learn more about  
designating a trusted  
contact for your Schwab 
accounts at schwab.com/
trustedcontact.

Designate a trusted contact
Family members and friends can make great resources.

No kidding
Scams aren’t just for adults anymore.

Believe it or not, 
scammers are 
increasingly targeting 
children for identity 
theft—a crime that 
can go undetected for 
years. Thanks to recent 

legislation, however, 
parents can now open 
a credit report in a 
child’s name—and then 
freeze it until he or she 
comes of age (see “No. 
2: Employ alerts and 

freezes,” left). Such a 
step can help prevent 
fraudulent lines of credit 
from being opened in 
a minor’s name and 
preserve her or his 
future creditworthiness. 7
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A Matter of Trusts There are nearly as many types of these estate-planning 
vehicles as there are individual circumstances.
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“A lot of people think you use one or 
the other, but nothing could be further 
from the truth,” says Jim Madden, a 
Schwab wealth strategist in Phoenix. 
“Everyone should have a will, whereas 
the suitability of a trust depends on 
your individual circumstances.”

Trusts differ from wills in three  
key ways:

1    A will goes through probate, in 
which a court reviews the docu-
ment and ensures its validity; trusts 
bypass this process.

2    A will takes effect only upon death, 
while a trust can take effect before 
death, after death or in case of 
incapacitation.

3    And finally, trusts come in all shapes 
and sizes, depending on your needs 
and those of your heirs.

“Wills can be flexible, too, but many 
trust types are designed for specific 
goals, such as charitable giving or 
providing for an heir with a disabil-
ity,” says Rob Williams, vice president 
of financial planning at the Schwab 
Center for Financial Research.

Where to start
If, in consultation with an estate-plan-
ning professional, you decide a trust 
is right for you, “the first step may 
be to create a revocable living trust,” 
says Tucker Smith, a Schwab wealth 
strategist in Denver. A revocable trust 
can be changed at any time and for 
any reason during the grantor’s, or 
creator’s, lifetime. “You’re not giving 
up any control. It’s just a different way 
to hold your assets,” Tucker says.

A revocable trust becomes irrevoca-
ble when the grantor passes or becomes 
incapacitated—meaning it can no lon-
ger be changed or revoked, depending 
on how the trust is structured.

This type of trust is often only 
a beginning, however. “Think of a 
revocable living trust as an umbrella 
under which you can add any number 

of provisions or supplemental trusts 
tailored to your specific goals,” Tucker 
says.

Here are six common varieties of 
trusts individuals and families could 
consider when tailoring their legacy.

For blended families
If you’ve remarried but want to ensure 
your children from a prior relationship 
are cared for, a Qualified Terminable 
Interest Property (QTIP) trust can help. 
QTIPs provide for the living expenses of 
the surviving spouse as long as he or she 
lives. When that person dies, the QTIP 
distributes the remainder of the estate 
to the children of the original relation-
ship. Often these trusts will include 
provisions that prevent the estate from 
being excessively drawn down during 
the surviving stepparent’s lifetime.

For heirs with a disability
An inheritance can reduce or eliminate 
the government benefits to which 
dependents with disabilities may 
otherwise be entitled. A special-needs 
trust can help avoid this pitfall by 
agreeing to pay only those qualified 
education, equipment, insurance and 
medical expenses not covered by fed-
eral or state benefits. “If government 
benefits are paying for housing but the 
house needs a wheelchair ramp, the 
trust can cover that,” Tucker says. “The 
trustee pays such expenses directly, so 
that no money from the trust flows 
directly to the dependent.”

For the prodigal heir
Leaving a lump sum isn’t always wise, 
especially if a loved one lacks financial 
know-how, or struggles with alcohol, 
drug or gambling dependencies. This 
is where spendthrift trusts come in. 
These provisions appoint a trustee to 
distribute the assets of a trust on an 
ongoing basis, rather than giving direct 
access to heirs themselves.

An independent entity, such as 
Charles Schwab Trust Company (see 
“Trust us,” right), often administers a 
spendthrift trust so that family con-
flicts can be avoided. “A good trustee 
can help educate heirs about budgeting 
and financial planning,” Tucker says.

More to the point, the trustee typi-
cally distributes a preset amount based 
on a budget and may pay creditors 
and service providers directly. “For 
example, I have a client whose son is 
an artist,” Tucker says. “He’s immensely 
talented; he’s just extremely right-
brained and not especially astute at 
managing money.”

What’s more, because the beneficiary 
doesn’t control the trust, her or his 
creditors may not be able to claim a 
right to its assets.

For the philanthropically 
minded
Charitable trusts fall into two basic 
camps, depending on when you want 
the donations to go to the charity 
or charities of your choice. One is a 
charitable lead trust, which provides 
a predetermined income to a charity 
for a set number of years, after which 
the remaining sum passes to your heirs.

A charitable remainder trust does 
the opposite: It provides a fixed pay-
ment to the donor while living, with 
the remainder going to a charity upon 
her or his death.

Jim Madden says the latter is more 
common among his clients. He recounts 
how one client bought an apartment 
building many years ago but later 
decided he no longer wanted to man-
age the property. Selling the building 
outright would have incurred taxes on 
the sizable capital gains, so instead he 
transferred it to a charitable remainder 
trust. “He’ll still receive the income from 
it for as long as he lives—along with a 
tax deduction for gifting it to the trust—
without having to sell the building and 
pay capital gains,” Jim says. “When he 
passes, however, the remaining trust 
assets will go to charity.”

It’s important to keep in mind that 
charitable trusts are irrevocable. “Once 
you transfer your assets, you no longer 
own them,” Jim says, “so be sure to 
think through all your options before 
making a final decision.”

For those concerned about 
litigation
Attorneys, medical professionals and 
others may be especially susceptible 
to lawsuits. That’s why some turn to 
asset-protection trusts, which name 
the grantor as the beneficiary, often 
with a corporate entity like Schwab 

serving as trustee. By law, these trusts 
can be established only if you’re not 
aware of a lawsuit or possible lawsuit, 
but when employed in advance they 
can shield assets from litigation. Many 
states—including California, New York 
and Texas—prohibit asset-protection 
trusts, in which case individuals often 
turn to a corporate trustee in a state in 
which they are permitted.

For those wishing to 
maximize life insurance 
payouts
The IRS considers life insurance ben-
efits as part of an estate, so families 
with significant assets who also own 
or are considering purchasing a life 
insurance policy might benefit from 
an irrevocable life insurance trust, or 
ILIT.

“If your revocable living trust owns 
your life insurance policy, the death 
benefit would be included in the 
value of your estate,” Jim says. If, on 
the other hand, an ILIT owns your 
life insurance policy, it is considered 
separate from the main estate and 
therefore not subject to estate taxes.1

A helping hand
A basic understanding of the options 
out there is the first step to establishing 
a lasting legacy—but is no substi-
tute for consulting with the proper 
professionals.

“Schwab financial consultants 
have access to a network of estate- 
planning specialists who can help clients  
think through their options before 
enlisting an attorney to draft any trust 
documents,” Tucker says. n

See page 46 for important information. u This information is not intended to be a substitute for specific individualized tax, legal or investment planning advice. 
Where specific advice is necessary or appropriate, Schwab recommends consultation with a qualified tax advisor, CPA, financial planner or investment manager.  
u Charles Schwab & Co., Inc. (“Schwab”) is affiliated with Charles Schwab Trust Company (“CSTC”), the corporate trustee for Schwab Personal Trust Services. 
Schwab introduces clients to CSTC but does not evaluate whether their services are appropriate for each client or recommend their services to any particular client. 
Schwab does not provide legal or tax advice. Always consult with your legal counsel and tax advisors about your particular circumstances. (0219-8BDA)

Wills and trusts are often 
confused, or at best seen 
as an either/or proposition. 

1To be considered separate from the gross 
estate, existing policies must be gifted to an 
ILIT and the insured must live at least three 
years beyond the gift date.

Trust us
A corporate trustee provides financial 
expertise, unbiased decision-making 
and fiscal responsibility for the 
duration of a trust. Schwab Personal 
Trust Services, administered by 
Charles Schwab Trust Company, will:

✓   Administer your trust according to 
its terms.

✓   Invest your trust’s assets to benefit 
future generations.

✓   Provide services with a competitive 
fee structure.

  ✓   Put the interests of the trust and 
your beneficiaries first.

 To learn more, visit schwab.com/
trusts or contact your Schwab 
Financial Consultant.
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SPOTLIGHT 
PRODUCTS

Simplify Your Financial Life 
With Schwab Mobile

Use the Schwab Mobile app to check your accounts, place a trade or deposit a check.

NEXT STEPS
Stay on top of your financial 
life. Get the Schwab Mobile 
app today.
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Here’s how to get it: 

1   Download the Schwab Mobile app 
from the app store on your phone 
or tablet.

2   Log in with your Schwab online 
login ID and password or even use 
a fingerprint login if supported on 
your device.

With the Schwab 
Mobile app, you 
don’t need to log in 
to a computer to 
manage your 
account. Whether 
it’s scanning the 
latest financial 
news, checking 
stocks in your 
portfolio or on your 
watch list, placing a 
trade, or depositing 
a check, the app 
allows you to get it 
all done on your 
phone or tablet.

Available for both 
Apple and Android 
devices, Schwab 
Mobile app is there 
when you need it— 
between meetings, 
during a halftime 
break or whenever 
you have a few 
minutes to check in.

Key capabilities:

•  View your current account balances 
and daily change.

•  Track stocks, mutual funds, 
exchange-traded funds and more on 
your personal watch list.

•  View real-time market indexes,1 
breaking news and Schwab’s daily 
market update.

•  Watch financial videos or access 
podcasts in the Media Center.

•  Place trades and get status updates.

•  Get immediate notifications when 
your account needs attention.

• Check statements.

•  Make mobile deposits,2 transfers 
and payments.

And Schwab adds new capabilities 
and enhancements all the time.
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Brokerage Products: Not FDIC-Insured • No Bank Guarantee • May Lose Value

1Requires a wireless signal or mobile connection. Access to Electronic Services may be limited or unavailable 
during periods of peak demand, market volatility, systems upgrade, maintenance, or for other reasons. 
Functionality may vary by operating system and/or device. | 2The Schwab Bank High Yield Investor Checking® 
account is available only as a linked account with a Schwab One® brokerage account. The Schwab One brokerage 
account has no minimum balance requirements, minimum balance charges, minimum trade requirements, and 
there is no requirement to fund this account, when opened with a linked High Yield Investor Checking account. To 
learn more about other Schwab Bank checking accounts, please contact Schwab Bank at 888-403-9000.

SPOTLIGHT 
FROM 

SCHWAB  
BANK

Travel Notices Now on 
Schwab Mobile App

Traveling? Ensure access to your bank account funds with Schwab Bank Travel Notices. 

NEXT STEPS
•  Log in to schwab.com/travelnotice.
•  Learn more about the benefits of 

Schwab’s High Yield Investor Checking2 
account at schwab.com/banking.

See page 46 for important information. u Charles Schwab & Co., Inc. and Charles Schwab 
Bank are separate but affiliated companies and subsidiaries of The Charles Schwab 
Corporation. Brokerage products and services 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. u ©2019 Charles Schwab Bank. All rights 
Reserved. Member FDIC. (0119-8YS0)

Planning to travel soon? Schwab Bank customers can now let us 
know by submitting a Travel Notice through the Schwab Mobile 
app1 or online at schwab.com. By sending us a Travel Notice, you 
can reduce the risk of a transaction being declined when you use 
your Schwab Bank Visa® Platinum Debit Card during your trip. 

 
We’ll continue to watch for suspicious transactions, and if your 
card is lost or stolen, we’ll send you a new one—wherever you are. 
Help us keep an eye on your account so you can keep your eyes  
on the sights.

Here’s how to submit a Travel Notice:

Schwab Mobile app

•  Log in to your Schwab Bank account.

•  Select “More” in the lower-right corner and 
then “Travel Notice” under “Client Service.” 

•  Select your Schwab Bank Visa Platinum 
Debit Card.

•  Enter your departure and return dates  
and add your destination(s).

•  Tap “Continue,” confirm travel details  
and click “Submit Travel Notice.”

•  Look for an email confirming your  
Travel Notice. 

Online

•  Log in to schwab.com/travelnotice.

•  Under your Schwab Bank Visa Platinum 
Debit Card, click “+ Travel Notices.”

•  Enter your departure and return dates  
and add your destination(s).

•  Click “Add Travel Notice.”

•  Look for an email confirming your  
Travel Notice. 

Other useful information

•  Check the expiration date on your Schwab 
Bank Visa Platinum Debit Card before 
submitting your Travel Notice to ensure that 
your card doesn’t expire during your trip. If 
you need a new card prior to traveling, 
please call Schwab Bank at 888-403-9000. 

•  You can update Travel Notices anytime.

•  Will you be using a different phone number 
while traveling internationally that is not  
on your Schwab profile? Call Schwab Bank 
at 888-403-9000 so we can add it to  
your profile.
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SPOTLIGHT 
SERVICES Need Help With Retirement Income?

See page 46 for important information. u Please read the Schwab Intelligent Advisory™ disclosure brochures for important information about this program. Schwab Intel-
ligent Advisory™ is made available through Charles Schwab & Co., Inc. (“Schwab”), a dually registered investment advisor and broker-dealer. Portfolio management services 
for Schwab Intelligent Portfolios® are provided by Charles Schwab Investment Advisory, Inc. (“CSIA”), a registered investment advisor. CSIA and Schwab are affiliates and 
are subsidiaries of The Charles Schwab Corporation. u Please read the Schwab Private Client and the Schwab Private Client Investment Advisory, Inc. Disclosure Brochures 
for important information and disclosures about SPC. Schwab Private Client™ (“SPC”) is a non-discretionary investment advisory service sponsored by Charles Schwab & 
Co., Inc. (“Schwab”).  Schwab Private Client Investment Advisory, Inc. (“SPCIA”) is a registered investment advisor and provides portfolio management for the SPC service. 
Schwab and SPCIA are affiliates and are subsidiaries of The Charles Schwab Corporation. u Charles Schwab & Co., Inc., a licensed insurance agency, distributes certain life 
insurance and annuity contracts that are issued by non-affiliated insurance companies. Not all products are available in all states. Annuity guarantees are subject to the 
financial strength and claims-paying ability of the issuing insurance company. u ©2019 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. (0119-8TLX)

START YOUR PLAN
Call your Schwab financial consultant or 
visit schwab.com/income for help creating 
your retirement income plan. 

After learning more about your needs, 
your Schwab financial consultant  
may suggest a portfolio-management 
solution designed to generate 
retirement income, including:

 
Schwab Intelligent Advisory™

Working with a Certified finanCial Planner™ 
professional and using sophisticated online 
planning tools, you can determine your 
income needs, create a personalized action 
plan to help achieve your retirement-
income goals and select one or  
more diversified portfolios of low-cost 
exchange-traded funds.

  Schwab Private Client™

Working with a dedicated team to assess 
your wealth-management needs, you  
can develop a comprehensive, customized  
plan and build an income-generating 
portfolio. You stay in control and make  
all final investing decisions as your 
situation evolves.

When it’s time to  
shift from saving to 
spending, you  
may find yourself 
wondering:

 
•  How can I help preserve 

my wealth while 
generating a steady 
stream of income?

•  How can I keep pace 
with living expenses and 
health care costs?

•  Will my investments 
generate enough income 
to last a lifetime?

•  Should I consider 
annuities or other 
guaranteed-income 
solutions?

Schwab can help.  
Your Schwab financial 
consultant can:

 
•  Work with you to 

analyze your goals  
and income needs.

•  Implement an 
appropriate mix  
of assets.

•  Anticipate future needs.
•  Help you actively 

monitor your situation 
and adjust your  
plan accordingly.

Your financial consultant can also connect you to Schwab specialists 
with a deep knowledge of income-generating investments:

 
•  Fixed-income specialists can work with you one-on-one to help narrow  

your bond search and get you the best price available to Schwab.
•  Annuity specialists can help explain and navigate the range of guaranteed 

lifetime income annuity choices available to you. 

Schwab can help develop a plan for long-term income.
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IMPORTANT DISCLOSURES

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 is obtained from what 
are considered reliable sources. However, its 
accuracy, completeness or 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, 13–16, 18–19, 20–21, 23–24, 26–31: 
The Schwab Center for Financial Research is a 
division of Charles Schwab & Co., Inc.

Pg. 8: This information is not intended to be 
a substitute for specific individualized tax, 
legal or investment-planning advice. Where 
specific advice is necessary or appropriate, 
Schwab recommends that you consult with a 
qualified tax advisor, CPA, financial planner or 
investment manager.

Pg. 9, 32–33: Investing involves risk, including 
loss of principal.

Index definitions
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. ◆ The Dow 
Jones Industrial Average™, also referred to as 
The Dow®, is a price-weighted measure of 30 
U.S. blue-chip companies. The Dow covers all 
industries with the exception of transportation 
and utilities, which are covered by the Dow 
Jones Transportation Average™ and Dow 
Jones Utility Average™. ◆ 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.

Indexes are unmanaged, do not incur 
management fees, costs and expenses,  
and cannot be invested in directly. For 
additional information, please see  
schwab.com/indexdefinitions.

©2019 Charles Schwab & Co., Inc. All rights 
reserved. Member SIPC. (0219-9YD1)

ONLINE

Find this issue and  
archives of Onward at  
schwab.com/onward.



Friendship. 
There is 
no better 
investment.

Schwab ranked “Highest in Investor 
Satisfaction with Full Service Brokerage 
Firms, Three Years in a Row”

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

New clients who are referred, open an account, and enroll in the offer can earn $100. See schwab.com/refer for details. Schwab may change the terms or terminate the offer at any time. 
Charles Schwab received the highest numerical score in the J.D. Power 2016–2018 Full Service Investor Satisfaction Study. 2018 study based on 4,419 total responses from 18 fi rms 
measuring opinions of investors who used full-service investment institutions, surveyed November–December 2017. Your experiences may vary. Visit jdpower.com.
©2019 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. 
CC2265544 (0119-8ZZD) ADP104264-00 (10/18) 00217734

Refer your friends and family 
to Schwab, and they can get

$100.

To learn more:

• Visit schwab.com/refer,
• Call 1-800-398-8640, or

• Drop by any Schwab branch. 

157807_2019_Q1_O1_ADP104264-00.indd   1 11/7/18   12:12 PM
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uch as we may dislike them, taxes are a  
necessary part of civic life. The good news is 

that paying taxes means you earned something in 
the first place.

When it comes to investing, however, I encourage 
people to minimize their taxes, because then you 
can put more of your money to work building a 
financially secure future.

One approach is to select tax-efficient investment 
vehicles. Index mutual funds and exchange-traded 
funds, for example, generally have less portfolio  
turnover than their actively managed peers, meaning 

M

ON YOUR SIDE

Cutting Taxes Down to Size
 

Two strategies that can help with that.

they generate fewer capital-gains distributions.
Another strategy is tax-loss harvesting. Whenever 

you sell investments for a profit, look for an  
underperforming investment in your portfolio you 
might sell at a loss. Doing so can offset some of the 
taxes you would otherwise owe on your gains.

At its essence, minimizing taxes is a matter of 
thoughtful planning. Have you considered what steps 
you can take to reduce your tax bill, both now and 
in the future? If not, it might be time to consult your 
financial planner or tax advisor. After all, it’s not what 
you make but what you keep that counts.

Charles R. Schwab
Founder & Chairman

See page 46 for important information. (0219-8ZAS)



Investment minimum: $500,000.

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

Wealth management refers to a number of different products and services offered through various subsidiaries of The Charles Schwab Corporation. 
See schwab.com/wealth.
Schwab Private Client™ (SPC) is a non-discretionary investment advisory service sponsored by Charles Schwab & Co., Inc. (“Schwab”). Schwab Private Client 
Investment Advisory, Inc. (SPCIA) is a registered investment advisor and provides portfolio management for the SPC service. Schwab and SPCIA are affi liates and 
are subsidiaries of The Charles Schwab Corporation. The Private Client Advisor, Associate Private Client Advisor, and other representatives making investment 
recommendations in your Schwab Private Client accounts are employees of SPCIA.
Charles Schwab & Co., Inc. and Charles Schwab Bank are separate but affi liated companies and subsidiaries of The Charles Schwab Corporation. Brokerage 
products and services are offered by Charles Schwab & Co., Inc., Member SIPC. Deposit and lending products are offered by Charles Schwab Bank, member FDIC 
and an Equal Housing Lender.
©2019 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. 
CC2362422 (0319-8UBX) ADP104932-00 (12/18) 00219991

With Schwab Private Client, you get a team that will work with you to achieve your fi nancial goals now and as 
they evolve in the future. Your team includes your Financial Consultant, a Private Client Advisor, and access to 
specialists, as appropriate, who can consult with you on topics such as trust, tax, and estate planning. Your 
dedicated team works to tailor a fi nancial plan to help grow and preserve your wealth. And they’ll continue to work 
with you as your goals change.

To learn more, ask your Financial Consultant about wealth management or call us at 1-877-520-6533.

Wealth 
management 
built on teamwork.
An entire team focused 
on helping you grow and 
preserve your wealth.

Schwab Private Client™

158088_2018_Q4_OW_ADP104932-00_DPCM-SIP.indd   1 12/12/18   1:33 PM
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The Charles Schwab Cards from American Express are only avaliable to clients who maintain an eligible Schwab account.*

The Cards under this program are issued by an American Express 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
©2019 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. 
ADP94411Q219-00 (0518-86C3) (09/18)

Did you know you’re eligible 
for Cards exclusively for 
Schwab clients?

Visit schwab.com/cards or call 
866-912-8258 to learn more about the

 Charles Schwab Cards from American Express. 

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