The investment
strategy spectrum
Considerations to help
maximize your investment
portfolio’s potential
For a long time, investors have known about two distinct investment
choices: active and passive strategies. But with the advent of smart beta
indexes, passive strategies are no longer clearly deﬁned. “Traditional”
passive indexes involve selecting and weighting securities according
their market capitalization. Smart beta indexing involves tilting the index
toward particular investment characteristics to satisfy a goal.

Investment strategy comparison
The table below highlights the many differences across the investment spectrum.

Overview

Traditional indexing

Smart beta indexing

Active strategies

• Seeks to provide costeffective beta exposure to
market segments

• Uses strategies that
leverage academic
research

• Vary by manager

• Emphasizes improving
returns or potentially
reducing risk relative to
traditional indexes

Index construction

• Index selects and weights
components based on
market-capitalization
• Index naturally leans
toward larger companies

Investment discipline

Potential tax impact

Costs and performance

• Index selects components
using alternative, not
market-cap weighted
approach

• Are designed to
outperform benchmark
index on a risk-adjusted
basis
• Employ a range of
strategies across risk,
return, and asset class
spectrum

• An index is provided as a
benchmark against which
fund performance is
measured

• Index tilts toward desired
factors or objectives

• Managers have active
discretion over investment
selection and weighting
within a portfolio

• Seeks to track the returns
of the index (minus fees
and expenses)

• Seeks to track the returns
of the index (minus fees
and expenses)

• Limited number of
annual rebalances of the
underlying fund holdings

• Limited number of
annual rebalances of the
underlying fund holdings

• Generally considered more
tax efﬁcient versus active
because of lower portfolio
turnover

• Typically considered
tax efﬁcient due to less
securities turnover

• Typically is not tax efﬁcient
due to manager buy/sell
discipline

• Tax efﬁciency can vary by
smart beta index due to
the rebalancing frequency

• Certain asset class types
may be more tax oriented

• Low-cost strategy is due to
general ease of approach

• Costs vary because of
exposure and complexity of
index strategy

• Generally the most expensive
investment strategy because
of manager skill and
discretion

• Performance is expected to
track index returns (minus
fees and expenses)
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• Performance is expected to
track index returns (minus
fees and expenses)

• Performance relative to
benchmark index can vary
due to manager buy/sell
discipline

• Performance over time for
active managers may differ
from that of index
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Summary
Charles Schwab Investment Management has long been a
proponent of considering traditional indexing and smart beta
indexing as complements rather than competing strategies.
Both traditional indexing and smart beta can offer a low-cost
approach to portfolio building. Smart beta further allows unique
exposures and the ability to emphasize a particular portfolio
concentration. The most important consideration for investors is
to understand their investment objectives and how these different
strategies can help.
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We’re always here to help
ETF Know:How is a full-spectrum curriculum of ETF tools,
resources, and insights created for all levels of ETF expertise.
This educational program offers you a 360-degree view of ETF
investing, with tactical steps to help support your business—
from client engagement to portfolio implementation.
To learn more about ETF Know:How and how it can help advance
your ETF expertise, call 877-824-5615 or visit schwabfunds.com.

Investment returns will ﬂuctuate and are subject to market volatility, so that an investor’s shares, when redeemed
or sold, may be worth more or less than their original cost. 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).
The information and content provided herein is general in nature and is for informational purposes only. It is not intended, and should not be construed, as a speciﬁc
recommendation, or legal, tax, or investment advice, or a legal opinion. Tax laws are subject to change, either prospectively or retroactively. Individuals should contact their own
professional tax and investment advisors or other professionals to help answer questions about speciﬁc situations or needs prior to taking any action based upon this information.
An index is not an investment product available for purchase. Indexes are unmanaged, do not incur management fees, costs and expenses, and cannot be invested in directly.
Charles Schwab Investment Management, Inc. (CSIM), is the investment advisor for Schwab ETFs. Schwab ETFs are
distributed by SEI Investments Distribution Co. (SIDCO). SIDCO is not afﬁliated with CSIM.
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