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Executive Summary
We are in the depths of a painful
bear market in just about every
asset class.
The Fed is raising interest rates to
try to cool off inflation. This is
hurting the economy and the
markets. So far, inflation has not
come down. It is a stubborn
problem.
At this point, a recession seems like
a certainty, although historically,
markets tend to stage their
recoveries during recessions, not
after them.
There are opportunities in the stock
and bond markets right now. Bond
yields are particularly attractive.
Consider rebalancing your portfolio
and harvesting losses for tax
purposes.
We tend to have short memories.
We have all weathered bear markets
before. I believe we will get through
this one, too.
Lewis Wealth Management
(855) 353-3800
www.LewisWM.com

Market Data as of September 30, 2022

US Equities
International Equities
Emerging Markets Equities
US Bond Market
Commodities
Real Estate

S&P 500 ETF
MSCI EAFE ETF
MSCI Emerging Mkts ETF
iShares US Core Bond ETF
S&P GSCI Comm ETF
iShares US Real Estate ETF

YTD 2022
-23.87%
-27.43%
-27.70%
-14.50%
20.41%
-28.56%

Bear Market Doldrums
We are in the depths of a painful bear market. Almost every asset
class is impacted. Year to date, the US stock market is down 24%.
The international stock market is down 27%. The US bond market is
down 14%.
Rarely are both the stock and bond markets down this severely at
the same time. Bonds have never lost so much value so quickly,
which is particularly painful as many conservative investors rely on
bonds for stability and income during periods of market turbulence.
Of course, much of the pain is a result of the Federal Reserve raising
interest rates to combat inflation. When the Fed raises short-term
interest rates, borrowing costs for consumers and businesses go up,
and this hurts corporate earnings and economic activity. Higher
interest rates also decrease the value of existing bonds with lower
coupon rates.

We are also experiencing increased volatility. There was a relief
rally in July and August, and we had some significant daily moves recently. Geopolitical risks are also
heightened. The war in Ukraine is exacerbating energy supply issues, especially in Europe. Midterm
elections are approaching.
We Tend to Have Short Bear Market Memories
It is human nature to block out painful memories. We have all recently experienced bear markets, even
though we may not remember them very well. The last one was only two and a half years ago in 2020
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during the initial phase of the pandemic. Before that was the 2018 taper tantrum. Before that was the 2011
debt default. Before that was the financial crisis in 2007-09. Before that was the tech bubble burst in
2000. And so on.
Sometimes we tend to forget how frequently we experience bear markets. There have been 16 of them
since the end of WWII. This is the 17th.
The average bear market downturn is 29% and the average duration is about 12 months. So far this year,
the stock market is down about 25% and we have been in a bear market for about 10 months. In other
words, we are approaching the depths of an average bear market. Please see the attached list of “Bear
Markets Since WWII.”
Inflation Remains a Stubborn Problem
At the start of the year, the Fed believed that inflation would be a “transitory” problem caused by supply
and demand imbalances created by the pandemic. It turns out the problem is more stubborn and serious
than the Fed first realized.
When the pandemic hit, demand for many goods and services collapsed overnight. After the initial phase
passed, demand surged while supplies were constrained. As we all learned in basic macroeconomics,
when demand exceeds supply, prices rise and inflation results. Fiscal policy has also contributed to the
problem. The COVID-19 relief packages passed to help families get through the pandemic pumped a lot
of extra cash into the economy, which was also inflationary.
Of course, this won’t last forever. Markets adjust and adapt. Demand is slowly dropping off. Supply
chains are catching up. There are no more relief packages in the legislative pipeline. But last week’s
Consumer Price Index (CPI) report was disappointing. Inflation is still rising in some areas.
There are signs of hope. Commodity prices are generally down. Oil prices were down, at least until
OPEC+ announced production cuts last week. And according to a recent New York Federal Reserve
survey, inflation expectations are way down. But food prices remain elevated and the costs of services
and housing remain stubbornly high.
The current trend is difficult to see. Inflation measures, like the CPI report, are lagging indicators. The
report we received last week was for September. Also, we should remember that producers and suppliers
are quick to raise prices and slow to lower them.
The Fed has stated that it wants to see “clear and convincing” evidence that inflation is coming down
before it will stop raising rates. That has been interpreted to mean three consecutive months of lower
inflation reports. It may be difficult for the market to sustain a recovery until we know the full extent of
future Fed interest rate increases. We will have to remain patient.
The Federal Reserve Is Attacking Inflation – at the Expense of the Economy and the Markets
The Fed is attacking inflation by raising short-term interest rates. Since March, the Fed has raised shortterm interest rates five times (one of the largest and fastest rate hike cycles in history). We are expecting
at least three more increases between now and January.
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Many hope the Fed will pause rate increases after January, but this is “data dependent” (as the Fed says).
According to the Fed, it takes 12-18 months for Fed policy to have an economic impact. If that is true,
the full impact of Fed policy will start to take effect at the beginning of 2023. 1
The market is very volatile right now. Short-term investors and hedge funds are frantically trying to time
the market to show some gains this year. Some traders are betting that the market bottom has already been
reached and are buying in, while others are making the opposite bet and selling. Both sides are gambling
to make gains but exposing themselves to additional losses.
Timing the market is risky and difficult. As a long-term investor, all you need is discipline and patience to
work through this market. More on that in a moment.
Recession Is Almost a Certainty
There have been 13 different rate cycle increases in modern Fed history. This has resulted in ten
recessions and three “soft landings.” While the Fed hopes to engineer a soft landing here, I think we
should expect a mild recession, at least.
We are already seeing signs of economic weakness. Consumer demand is cooling off. Inventory levels are
building and supply chains have improved. The housing market has cooled significantly as mortgage rates
are approaching 7%. Sentiment indicators have weakened considerably. Of course, this is exactly what
the Fed wants to see to try to get inflation under control.
But other areas of the economy still seem to be relatively strong. The labor market is still somewhat tight,
although job openings are starting to shrink. The housing supply remains tight, but sales volume is
declining. Rent is still increasing, but vacancies are starting to creep up.
Eventually, the economy will turn over and inflation will start to come down. The danger is that
something might break in the meantime (like the pension funds in Britain). Fortunately, US banks are in a
relatively strong capital position and markets have been orderly so far.
Geopolitical instability is another risk. The war in Ukraine rages on and seems to be escalating. Midterm
elections are fast approaching. The US dollar is very strong, which is hurting US multinational companies
as our goods cost more in foreign markets.
How Long It Will Last and What to Expect from Here
When inflation eventually peaks and starts coming down, the Fed will stop raising interest rates. We are
not there yet.
For the remainder of 2022, I think we should expect further rate increases from the Fed, as discussed.
We will continue to watch the mid-month CPI report to see if any trend can be discerned. If inflation
continues to rise, expect markets to struggle. If inflation peaks or starts to come down, the market could
sustain a rally. For what it’s worth, many economists and analysts are predicting inflation will start

1

Not discussed is the impact of the Fed’s quantitative tightening program where it sells bonds on its balance sheet into the
market. This also puts upward pressure on rates and sucks liquidity out of the economy.
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coming down by the end of the year – although their predictions on this topic have been wrong from the
start.
We should probably expect the economy to be in recession in 2023. But remember that markets are
forward-looking and typically begin their recovery in the middle of a recession, not when it is over. By
the time any recession is over, the market recovery will likely have already taken place.
Between now and the recovery (whenever that may occur), it is helpful to remember that bad news is
good news. That is, bad economic news (recession, higher unemployment, lower corporate earnings, etc.)
is a sign that inflation may start to cool off, which means the Fed will stop raising rates. That is why the
market is rallying on bad news right now. Good news has the opposite effect. Good news means inflation
may remain hot and the Fed will have to keep raising rates. Confusing, I know.
I do believe we will get through this in good time. We have recovered from every other bear market. This
one should be no exception.
Recommendations
Even though we are in the middle of a bear market, there are opportunities and other strategies to better
position your portfolio, save on taxes, and potentially improve returns.
Opportunities in the Bond Market
After many years, bond market yields are finally approaching more attractive levels. This is good news
for investors who desire income. Some bond analysts feel that we are nearing the peak of an interest
rate cycle.
As I write, conservative bond funds are yielding about 5%-6%. The one-year Treasury bond is currently
yielding about 4.5%.
Some investors are thinking about purchasing individual bonds. I have attached an article from Kathy
Jones at Charles Schwab that discusses the advantages and disadvantages of individual bonds versus bond
funds.
Of course, for those investors who have held bonds this year, the prices of those bonds are down a
whopping 14% because when the Fed raises interest rates, it makes the price of existing bonds (with
lower coupon rates) go down. This has investors interested in individual bonds. Some of those same
investors believe that if you buy an individual bond (as opposed to a bond fund), you are insulated from
bond price fluctuations – that all you must do is collect your coupon payment. Not so fast.
When you buy and hold an individual bond, the price of your bond still fluctuates daily in the
marketplace. You are still subject to price volatility. Of course, if you hold the bond to maturity, you will
be repaid the par value (so long as the bond does not default) – and that is great. But if you are the type of
investor who checks your portfolio value frequently, do not be surprised or disappointed to see the price
of your individual bond fluctuate (both up and down).
My point here is that there is no special magic to buying individual bonds versus owning bond funds.
Regardless of how you hold your bonds, you will receive the coupon payments, the price of your bonds
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will continue to fluctuate, and you should be repaid the par value of the bonds at maturity (barring
default) – regardless of whether you hold them individually or in a fund.
One final thought here. Make sure your bond allocation is well diversified and of high quality. Don’t be
tempted to reach for yield right now. With a recession likely, if the economy hits an iceberg or there is
some other market shock, there may be a flight to safety. In that scenario, if you are holding lowerquality, high-interest bonds, the value of those bonds may decline precipitously in a market panic and you
may be tempted to sell them at a loss.
Opportunities in the Stock Market
The stock market is down significantly. Good companies are looking more and more attractive at these
valuations, especially if you are a long-term investor. Historically, the money that is put to work in the
stock market during the depths of a bear market has earned an excellent rate of return over the long term.
Look for companies with strong balance sheets and good earnings records. High-flying growth stocks
have been absolutely hammered, and the good ones will recover eventually, but during a recession they
may continue to struggle for a while.
In my view, it makes sense to continue to be invested in the stock market, but be defensive in your
selections. If you invest in funds, pay attention to the balance between value and growth stocks as well as
large versus small cap stocks. If you are feeling defensive, large cap value has outperformed growth and
small cap stocks by a large margin this year. How long that will continue is difficult to say.
Harvest Your Losses
Between now and the end of the year, consider harvesting some of the losses you may have in your
taxable accounts. You can utilize these losses later to offset future gains for tax purposes.
When harvesting losses, promptly reinvest the proceeds from your sales. For example, if you sell a large
cap growth stock mutual fund at a loss (and you want to continue to have some exposure to this sector),
reinvest the proceeds from this sale into another similar (but not identical) large cap growth fund. This
way you can realize the loss for tax purposes but stay invested and prepared for any recovery.
Rebalance
Check your overall asset allocation to see how close you are to your intended targets. You may have
drifted away from your targets with these recent market moves. Rebalance if necessary so you are
prepared for further volatility.
Avoid Market Timing
With all the wild swings of late, there are short-term investors and hedge funds trying to time the market.
Some of these investors are desperately trying to make some gains for themselves or their clients before
the end of the year, but they are also exposing themselves to even deeper losses. It’s a very risky strategy.
Avoid playing these games and keep your focus on the long term.
Invest Wisely
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This has been a brutal year for investors. Predictably, alternative investment managers have unleashed
their sales and marketing legions to extoll the virtues of private investment strategies that have
“guaranteed income,” are not subject to market “gyrations,” or are usually only available to “ultra-high
net worth or connected” investors. Be very careful here. There are unique risks to these strategies. They
are usually complicated, expensive, and not fully transparent and lack liquidity. If they were really such a
good deal, these companies would not need to pay commissions to hired sales personnel or buy
commercial airtime.
Believe me, nothing is more frustrating than to be locked into a poorly managed or broken private
investment strategy. You are forced to watch your money evaporate, sometimes completely. As Warren
Buffet says, return of capital is just as important as return on capital.
Be Patient – As Tough As That Is Sometimes
Sometimes, we must remember that we have survived bear markets before and then gone on to new
heights. So far, we have recovered from each and every one of the 16 earlier bear markets since WWII.
Avoid catastrophic thinking. The catastrophist casts the weight of all this history aside. They
believe this time is different. It must be worse. It must be intractable. It is the end of the capital
markets and Western civilization as we know them.
The media does not help. Rather than put today’s challenges into the proper perspective, the media
presents them in such a way as to make things appear worse than they really are because fear sells. Don’t
buy into it.
For what it’s worth, I believe we will recover from this bear market – just like we have from all the
others. Time will tell.
If you have questions about your portfolio or your long-term financial plan, give us a call.
Thank you.
D. Austin Lewis
This is an educational newsletter expressing opinions only. This newsletter should not be relied upon until your individual situation is taken into
consideration by an experienced advisor. This newsletter is not designed or intended to give you individual investment, tax, or legal advice. We
strongly recommend that you consult with your own financial/tax advisor and/or legal counsel for information and advice concerning your
particular situation. If you are a client, please give us a call. Past performance does not indicate or guarantee future results. Investing involves
substantial risks, including loss of principal.
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Bear Markets Since WWII
Date of
Market
Peak
05/29/46
08/02/56
12/12/61
02/09/66
11/29/68
01/11/73
09/21/76
11/28/80
08/25/87
07/16/90
07/17/98
03/24/00
10/09/07
05/02/11
09/20/18
02/20/20
01/03/22
Averages:

Date of
Market
Trough
06/13/49
10/22/57
06/26/62
10/07/66
05/26/70
10/03/74
03/06/78
08/12/82
12/24/87
10/11/90
08/31/98
10/09/02
03/08/09
10/04/11
12/24/18
03/23/20
10/17/22

% Return
-30.0
-22.0
-28.0
-22.0
-36.0
-48.0
-19.0
-27.0
-34.0
-20.0
-19.0
-49.0
-57.0
-20.0
-20.0
-31.0
-25.4

Duration in
Months
36.5
8.0
6.5
8.0
18.0
20.5
17.5
20.5
4.0
3.0
1.5
30.5
17.0
5.0
4.0
1.0
10.5

-29.85%

12.47 mos.
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S&P 500
Market
Peak
19.3
49.7
72.6
94.1
108.4
120.2
107.8
140.5
336.8
369.0
1186.8
1527.5
1565.1
1361.2
2930.0
3337.7
4796.0

S&P 500
Market
Trough
13.6
39.0
52.3
73.2
69.3
62.3
86.9
102.4
223.9
295.5
957.3
776.7
676.5
1099.2
2351.0
2304.9
3577.0

Full
Recovery?
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
?
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Bonds vs. Bond Funds: Which is Right for You?


January 24, 2020 • Kathy Jones

Not sure which to choose? Here are some things to consider about individual bonds vs.
bond funds.

https://www.schwab.com/learn/story/bonds-vs-bond-funds-which-is-right-you
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"Should I own individual bonds or bond mutual funds?"
It's a question we're asked frequently, especially by those worried about the effects of rising interest
rates. If you're not familiar with the ins and outs of each option, it can be hard to decide what is
best for your needs.
There are pros and cons to each approach, and which option is best for you comes down to your
personal investment goals, including your time horizon and risk tolerance.

Individual bonds
Bonds typically pay semiannual coupon or interest payments and have fixed principal values—also
known as face or par values—that are repaid at maturity. Although the par values are generally fixed,
the price of a given bond can fluctuate in the secondary market depending on the direction of
interest rates. When rates rise, bond prices typically fall, and vice versa. As the bond approaches
its maturity date, its price generally will converge with its par value. Holding a bond to maturity does
come with an opportunity cost: If rates rise while you're holding the bond, you could miss out on the
higher coupons offered by newer bonds on the market.
The key benefits to owning individual bonds, barring bond default, are:
A reliable income stream that is great for planning: If an investor has periodic upcoming
expenses, like college tuition, having a reliable income stream can be great for planning.
A predictable value at maturity: Assuming the bond is not callable (eligible to be called back
by the issuer at or above par prior to its maturity date), you will receive the par value of the
bond at maturity, barring default. Knowing this may help you ignore potential price
fluctuations for the bond if you plan on holding it to maturity.
Your own cost basis: With individual bonds, the price you pay to purchase the bond, and the
amortization of any premium or discount for the bond, forms your cost basis. This feature is
useful for tax-planning purposes.
The downsides to owning individual bonds are:
You need a significant amount of bonds to achieve diversification. There are many sub-asset
classes within the fixed income market, and diversification may be difficult to achieve using
only individual bonds. Along with diversification among sub-asset classes, diversification

https://www.schwab.com/learn/story/bonds-vs-bond-funds-which-is-right-you

2/10

10/18/22, 10:28 AM

Bonds vs. Bond Funds: Which is Right for You? | Charles Schwab

across issuers is also crucial. The amount you have to invest to achieve this level of
diversification1 might be cost prohibitive for some investors.
Pricing is generally less attractive than the pricing institutional investors receive.
Institutional investors—those who purchase large quantities of bonds at one time—generally
receive better pricing than individual investors. It is important to examine the price you are
paying when purchasing individual bonds.
It takes a significant amount of time to research individual bonds and manage a strategy for
the bonds. There are thousands of individual bonds from thousands of individual issuers that
are available to buy. Researching the issuer alone to get a sense of its creditworthiness often
isn't enough—most issuers have multiple bonds outstanding, each with its own
characteristics. Taking this all in, it's a comprehensive process to make sure you're owning the
bonds that are right for you. Even after investing in a portfolio of bonds, managing the
holdings can still be time-consuming.

Bond mutual funds
Bond mutual funds usually hold a large number of bonds with a variety of maturity dates, coupon
rates and credit ratings. Unlike individual bonds, which usually make semiannual interest payments,
bond funds usually make monthly distributions that can be paid directly to the investor or
reinvested into the fund to compound returns. One key difference between individual bonds and
bond funds is that with bond funds, there's no guarantee that you'll recover your principal at a
specific time, particularly in a rising-rate environment.
The key benefits to owning bond funds are:
Greater diversification per dollar invested: It is much easier to achieve a diversified bond
portfolio per dollar invested using a fund, because you obtain exposure to a basket of bonds
within the fund.
Access to institutional pricing: Bond funds generally receive better pricing on individual
bonds than individual investors do. All else being equal, a lower price means a higher yield.
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Professional management: Some of the riskier segments of the fixed income market, like
high-yield bonds, bank loans or preferred securities, have many nuances. They require a good
knowledge of industry trends and credit analysis to navigate them successfully. If the fund is
more actively managed, it also allows for the manager to buy or sell bonds when interest
rates rise or fall, potentially increasing returns and income.
The downside to owning bond funds is:
The management fee: Management fees for the more actively traded bond funds can be
higher, which may lead to lower returns. In contrast, when owning individual bonds, there's
usually a commission charged when the bond is purchased, and unless it's sold prior to
maturity, there are no other charges.
The net asset value (NAV) will fluctuate with the market: As interest rates rise and fall, the
NAV of a given bond fund will fall and rise respectively, and there's no certainty as to what the
NAV may be at a point in the future. This makes bond funds less attractive than individual
bonds when planning for future liabilities.
Different cost basis and tax consequences: Bond funds pool money in order to purchase the
bonds in the portfolio. With pooled funds, your cost basis for tax purposes won't be as simple
as if you had purchased an individual bond and held it to maturity. Additionally, you do not
have control of the buying and selling of the individual bonds, which can lead to capital gain
distributions at the end of the year. These capital gain distributions can be hard to anticipate
and plan for from a tax standpoint.



Investor Preferences and Circumstances
Source

Individual
Bonds
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Bond Mutual
Funds
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Individual
Bonds

Bond Mutual
Funds

Management Style

Managed by
the investor

Professional
management
that can be
active or
passive

Minimum Investment Amount

Preferably
large

Small

Fees

The
commission
charged per
bond may be
higher for
small
purchases
than for
large
purchases.

Management
fees and
sales fees
depending
on the share
class

Income Frequency

Typically
semiannually

Typically
monthly

Predictable Market Value at Maturity

Yes, barring
default

No

Option for Automatic Coupon Reinvestment

No

Yes
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Individual
Bonds

Bond Mutual
Funds

Cost Basis

Individual
cost basis
for each
bond

Cost basis is
based on the
price paid
for the share
of the fund

Customization

Yes

No

Diversification

Harder to
achieve

Easier to
achieve

All of the pros and cons for individual bonds and bond funds need to be placed into the context of
your preferences and circumstances. What works well for you might not work well for others, and
vice versa. The table above is a good starting point for deciding what is best for you. There are three
important considerations when determining whether an individual bond or bond fund is best for you:
the amount you have to invest, your financial goals and your behavioral preferences.
The amount of assets you have to invest in your bond portfolio is a key consideration when
determining whether to invest in individual bonds or bond funds. Individual bonds have
denominations that can be cost-prohibitive for some investors. Add in how many individual bonds
an investor needs for sufficient diversification, and the dollar amount continues to rise. For some, it
might make sense to use a more accessible bond fund, or a combination of bond funds with
individual bonds.
Financial goals are another important factor to consider. If you are looking for predictable value and
certainty for your financial goals, then individual bonds may be a better fit. Meanwhile, if you are
looking for professional management and want greater diversification for your financial goals, then
bond funds may be a better fit.
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Behavioral preference is another important consideration. If seeing the NAV of your fund fluctuate
and having no control over certain tax consequences makes you uncomfortable, then bond funds
might not be the best solution for you. It is important to realize that while you cannot eliminate the
emotions involved in investing, you can recognize how a certain investment might make you feel and
adapt your investment choices accordingly.
In the long run, the difference in performance between a portfolio of individual bonds and a bond
mutual fund with the same duration and credit quality, held for the same amount of time, is likely to
be small, because most of what an investor gets out of investing in bonds is the income generated
by coupon returns, rather than the price change. The key is to make sure the investment vehicle you
choose aligns with your goals and time frame.

Coupon returns are always positive, and account for a large portion of total returns

Source: Bloomberg Barclays U.S. Aggregate Bond Index, as of 12/31/2019.
Annual returns are the products of monthly total returns. Total return includes coupon and pay-down return. Past
performance is no guarantee of future results.
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What you can do next
There's no one right answer—bonds or bond funds—for every investor. The decision often comes
down to the amount you have to invest, the preference for a professional manager, and the need for
a predictable value at maturity.
Holding individual bonds generally requires more time and effort by the investor, but a Schwab
Fixed Income Specialist can help get you started. For bond funds, knowing your risk tolerance and
investment time horizon makes selecting bond funds much easier. The Schwab Mutual Fund
OneSource Select List® can help streamline the process even further, enabling you to screen a
high-quality group of funds based on these criteria.
1

When owning individual bonds, the Schwab Center for Financial Research generally recommends holding at least 10

individual issues. For non-government guaranteed bonds like municipal or corporate bonds, we recommend holding at least
10 different issuers as well, to boost the diversification benefit and reduce the impact if any of the issuers were to default.
Since bond mutual funds and ETFs own many securities, the impact of one bond default would likely be less than for an
individual investor owning individual bonds. While some bond investments may be made in denominations as low as $1,000
per bond, the appropriate amount to invest is best determined by an individual's investing goals and objectives.

Find bonds that are right for you.

Use our four-step guide

More from Charles Schwab
MARKETS AND ECONOMY 

Markets to Fed: Slow Down, You Move Too Fast

FIXED INCOME 

5 Factors to Consider With Taxable Munis
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FIXED INCOME 

Are Bank Loans Right for You?

Related topics
INVESTMENTS

BONDS

PORTFOLIO MANAGEMENT

Important Disclosures
Investors should consider carefully information contained in the prospectus, including
investment objectives, risks, charges, and expenses. You can request a prospectus by
clicking Investor Information  or calling 800-435-4000. Please read the prospectus
carefully before investing.
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
or economic 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.
Past performance is no guarantee of future results and the opinions presented cannot be
viewed as an indicator of future performance.
Indexes are unmanaged, do not incur management fees, costs and expenses and cannot be
invested in directly. For more information on indexes please
see www.schwab.com/indexdefinitions .

https://www.schwab.com/learn/story/bonds-vs-bond-funds-which-is-right-you

9/10

10/18/22, 10:28 AM

Bonds vs. Bond Funds: Which is Right for You? | Charles Schwab

Diversification strategies do not ensure a profit and do not protect against losses in
declining markets.
Fixed income securities are subject to increased loss of principal during periods of rising
interest rates. Fixed-income investments are subject to various other risks including
changes in credit quality, market valuations, liquidity, prepayments, early redemption,
corporate events, tax ramifications and other factors. Lower-rated securities are subject to
greater credit risk, default risk, and liquidity risk.
Tax-exempt bonds are not necessarily a suitable investment for all persons. Information
related to a security's tax-exempt status (federal and in-state) is obtained from third-parties
and Schwab does not guarantee its accuracy. Tax-exempt income may be subject to the
Alternative Minimum Tax (AMT). Capital appreciation from bond funds and discounted
bonds may be subject to state or local taxes. Capital gains are not exempt from federal
income tax.
Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark
of Bloomberg Finance L.P. and its affiliates (collectively "Bloomberg"). BARCLAYS® is a
trademark and service mark of Barclays Bank Plc (collectively with its affiliates, "Barclays"),
used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all
proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays
approves or endorses this material, or guarantees the accuracy or completeness of any
information herein, or makes any warranty, express or implied, as to the results to be
obtained therefrom and, to the maximum extent allowed by law, neither shall have any
liability or responsibility for injury or damages arising in connection therewith.
The Schwab Center for Financial Research is a division of Charles Schwab & Co., Inc.
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