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So, guided by these principles and a wealth of research about the financial markets, how should we think about investing?Your particular view of market pricing will shape how you invest, and there are basically three approaches: conventional management, indexing, and our way of investing, which is based on market pricing and dimensions of expected returns.



Ibbotson® SBBI®
Stocks, bonds, bills, and inflation 1926–2018

Past performance is no guarantee of future results. Hypothetical value of $1 invested at the beginning of 1926. Assumes reinvestment of income 
and no transaction costs or taxes. This is for illustrative purposes only and not indicative of any investment. An investment cannot be made directly in 
an index. © Morningstar. All Rights Reserved.
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Ibbotson SBBI 1926–2018A 93-year examination of past capital market returns provides historical insight into the performance characteristics of various asset classes. This graph illustrates the hypothetical growth of inflation and a $1 investment in four traditional asset classes from Jan. 1, 1926, through Dec. 31, 2018.Small and large stocks have provided the highest returns and largest increases in wealth over the past 93 years. As illustrated in the image, fixed-income investments provided only a fraction of the growth provided by stocks. However, the higher returns achieved by stocks are associated with much greater risk, which can be identified by the volatility or fluctuation of the graph lines. Government bonds and Treasury bills are guaranteed by the full faith and credit of the U.S. government as to the timely payment of principal and interest, while stocks are not guaranteed and have been more volatile than the other asset classes. Furthermore, small stocks are more volatile than large stocks, are subject to significant price fluctuations and business risks, and are thinly traded. About the data Small stocks in this example are represented by the Ibbotson Small Company Stock Index. Large stocks are represented by the Ibbotson Large Company Stock Index. Government bonds are represented by the 20-year U.S. government bond, Treasury bills by the 30-day U.S. Treasury bill, and inflation by the Consumer Price Index. Underlying data is from the Stocks, Bonds, Bills, and Inflation (SBBI) Yearbook, by Roger G. Ibbotson and Rex Sinquefield, updated annually. An investment cannot be made directly in an index. 



Ibbotson® SBBI® After Taxes
1926–2018

Past performance is no guarantee of future results. Hypothetical value of $1 invested at the beginning of 1926, with taxes paid monthly. No capital 
gains taxes are assumed for municipal bonds. This is for illustrative purposes only and not indicative of any investment. An investment cannot be made 
directly in an index. Assumes reinvestment of income and no transaction costs. © Morningstar. All Rights Reserved.
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Ibbotson SBBI After Taxes 1926–2018Taxes can have a dramatic effect on an investment portfolio. Stocks are one of the few asset classes that have provided significant aftertax growth over time. This image illustrates the hypothetical growth of inflation and a $1 investment in stocks, municipal bonds, government bonds, and Treasury bills after taxes from Jan. 1, 1926, through Dec. 31, 2018. Over the long run, the adverse effect of taxes on investment returns becomes especially pronounced. Stocks are the only asset class depicted that provided any significant long-term growth. After considering taxes, government bonds barely outperformed inflation over this time period. Municipal bonds (for which income is exempt from federal income taxes) outperformed government bonds but significantly underperformed stocks. In a world with taxes, focusing on fixed-income assets alone has not provided investors with a substantial increase in wealth.If you desire substantial aftertax growth, you may want to consider a larger allocation to stocks. Another alternative, if you are able, is to consider tax-deferred investment vehicles.Government bonds and Treasury bills are guaranteed by the full faith and credit of the U.S. government as to the timely payment of principal and interest, while stocks and municipal bonds are not guaranteed. Stocks have been more volatile than the other asset classes. Municipal bonds may be subject to the Alternative Minimum Tax and state or local taxes, and federal taxes would apply to any capital gains distributions. About the data Federal income tax is calculated using the historical marginal and capital gains tax rates for a single taxpayer earning $120,000 in 2015 dollars every year. This annual income is adjusted using the Consumer Price Index in order to obtain the corresponding income level for each year. Income is taxed at the appropriate federal income tax rate as it occurs. When realized, capital gains are calculated assuming the appropriate capital gains rates. The holding period for capital gains tax calculation is assumed to be five years for stocks, while government bonds are held until replaced in the index. No capital gains taxes on municipal bonds are assumed. No state income taxes are included.Stocks are represented by the Ibbotson Large Company Stock Index. Municipal bonds are represented by 20-year prime issues from Salomon Brothers’ Analytical Record of Yields and Yield Spreads for 1926–1985 and Mergent’s Bond Record thereafter. Government bonds are represented by the 20-year U.S. government bond, inflation by the Consumer Price Index, and Treasury bills by the 30-day U.S. Treasury bill. An investment cannot be made directly in an index. 



Ibbotson® SBBI® After Taxes and Inflation
1926–2018

Past performance is no guarantee of future results. Hypothetical value of $1 invested at the beginning of 1926, with taxes paid monthly. No capital 
gains taxes are assumed for municipal bonds. Assumes reinvestment of income and no transaction costs. This is for illustrative purposes only and not 
indicative of any investment. An investment cannot be made directly in an index. © Morningstar. All Rights Reserved. 
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Ibbotson SBBI After Taxes and Inflation 1926–2018The adverse effects of inflation and taxes on investment returns become especially pronounced over the long run. This image illustrates the hypothetical growth of a $1 investment after considering the effects of both taxes and inflation on each asset class over the past 93 years. Of the asset classes considered, stocks are the only asset class that provided significant growth. Municipal bonds, for which income is exempt from federal income taxes, barely provided enough total return to offset inflation. Government bonds closely kept pace with inflation. Treasury bills, however, fared the worst. After considering both taxes and inflation, the initial $1 was reduced to approximately $0.48.If you wish to overcome the effects of taxes and inflation, you may want to consider a larger allocation to stocks. Another alternative, if you are able, is to consider tax-deferred investment vehicles.Government bonds and Treasury bills are guaranteed by the full faith and credit of the U.S. government as to the timely payment of principal and interest, while stocks and municipal bonds are not guaranteed. Stocks have been more volatile than the other asset classes. Municipal bonds may be subject to the Alternative Minimum Tax and state or local taxes, and federal taxes would apply to any capital gains distributions. About the data Federal income tax is calculated using the historical marginal and capital gains tax rates for a single taxpayer earning $120,000 in 2015 dollars every year. This annual income is adjusted using the Consumer Price Index in order to obtain the corresponding income level for each year. Income is taxed at the appropriate federal income tax rate as it occurs. When realized, capital gains are calculated assuming the appropriate capital gains rates. The holding period for capital gains tax calculation is assumed to be five years for stocks, while government bonds are held until replaced in the index. No capital gains taxes on municipal bonds are assumed. No state income taxes are included.Stocks are represented by the Ibbotson Large Company Stock Index. Municipal bonds are represented by 20-year prime issues from Salomon Brothers’ Analytical Record of Yields and Yield Spreads for 1926–1985 and Mergent’s Bond Record thereafter. Government bonds are represented by the 20-year U.S. government bond, inflation by the Consumer Price Index, and Treasury bills by the 30-day U.S. Treasury bill. An investment cannot be made directly in an index. 



Stocks, Commodities, REITs, and Gold
1980–2018

Past performance is no guarantee of future results. Hypothetical value of $1 invested at the beginning of 1980. Assumes reinvestment of income 
and no transaction costs or taxes. This is for illustrative purposes only and not indicative of any investment. An investment cannot be made directly in 
an index. © Morningstar. All Rights Reserved.
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Stocks, Commodities, REITs, and Gold International stocks, real estate investment trusts (REITs), commodities, and gold have traditionally served to lower the overall risk of a domestic portfolio. This image illustrates the hypothetical growth of a $1 investment in domestic stocks, international stocks, commodities, REITs, and gold from Jan. 1, 1980, to Dec. 31, 2018. REITs were the best-performing asset class over this time period, with $1 growing to approximately $71.62. U.S. stocks came in second, with $1 growing to $66.19.International stocks, commodities, real estate, and gold are often overlooked in an investor’s asset-allocation decisions. These assets can be excellent vehicles for diversification purposes because their returns have demonstrated low or even negative correlation with more-traditional asset classes. In other words, when traditional assets have done poorly, these alternative assets may have done well, thereby reducing the overall volatility (risk) of your portfolio. Commodities, real estate, and gold can also be an effective hedge against rising inflation rates. Diversification does not eliminate the risk of investment losses. Returns and principal invested in stocks, REITs, and commodities are not guaranteed. International investments involve special risks such as fluctuations in currency, foreign taxation, economic and political risks, liquidity risks, and differences in accounting and financial standards. Transactions in commodities carry a high degree of risk and a substantial potential for loss. In light of the risks, you should undertake commodities transactions only if you understand the nature of the contracts (and contractual relationships) into which you are entering and the extent of your exposure to risk. Trading in commodities is not suitable for many members of the public. You should carefully consider whether this type of trading is appropriate for you in light of your experience, objectives, financial resources, and other relevant circumstances. Gold, like any other coin or bullion, is subject to investment risks like perceived scarcity of coin, quality, current demand, market sentiment, and economic factors. Risk is measured by standard deviation. Standard deviation measures the fluctuation of returns around the arithmetic average return of the investment. The higher the standard deviation, the greater the variability (and thus risk) of the investment returns.   About the dataU.S. stocks are represented by the Ibbotson Large Company Stock Index. International stocks are represented by the Morgan Stanley Capital International Europe, Australasia, and Far East (EAFE®) Index, commodities by the Morningstar Long-Only Commodity Index, REITs by the FTSE NAREIT All Equity REIT Index , and gold by the Federal Reserve (2nd London fix) from 1980–1987 and the Wall Street Journal London P.M. closing price thereafter. An investment cannot be made directly in an index. 



Growth and Value Investing
1970–2018

Past performance is no guarantee of future results. Hypothetical value of $1 invested at the beginning of 1970. Assumes reinvestment of income 
and no transaction costs or taxes. This is for illustrative purposes only and not indicative of any investment. An investment cannot be made directly 
in an index. © Morningstar. All Rights Reserved.
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Growth and Value InvestingEquity investors are faced with several choices of style when selecting stocks or mutual funds. Typically, stock investments are broken down into small and large, in addition to growth and value.Growth stocks are generally those that have high earnings and/or sales growth. Value stocks, on the other hand, are seen as companies with lower growth potential that could possibly be turned around. Typically, value stocks are those that have been on the receiving end of disappointing news, causing the price to be bid down.This chart shows the growth of $1 invested in large-growth, large-value, small-growth, and small-value stocks at the beginning of 1970. Over this time period, value stocks outperformed growth stocks by a large margin, with small value exhibiting the best performance. It is important to note, however, that in some periods growth stocks have outperformed their value counterparts.Returns and principal invested in stocks are not guaranteed. Furthermore, small stocks are more volatile than large stocks, are subject to significant price fluctuations and business risks, and are thinly traded. Although value stocks have outperformed growth stocks, please keep in mind that each type of stock carries unique risks which include, but are not limited to, economic risk, market risk, company risk, and strategy risk.About the dataGrowth and value stocks in this example are represented by the Ibbotson Associates Growth and Value Indexes for 1970–97 and the Morningstar Style Indexes thereafter. The Ibbotson Associates Growth and Value Indexes are calculated based on data from the CRSP US Stock and Index Databases, the Center for Research in Security Prices (CRSP®), and the University of Chicago Booth School of Business. Used with permission. An investment cannot be made directly in an index. The data assumes reinvestment of income and does not account for transaction costs or taxes.



Risk of Stock Market Loss Over Time
1926–2018

Past performance is no guarantee of future results. This is for illustrative purposes only and not indicative of any investment. An investment cannot 
be made directly in an index. © Morningstar. All Rights Reserved.
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Risk of Stock Market Loss Over TimeThough stocks are often considered by some to be risky investments, long-term gains have been demonstrated to offset short-term losses for the long-term investor. It is important to understand that, as with other investments, you can expect to experience losses from time to time when investing in the stock market. Short-term losses can even be expected for fixed-income investments, though they are generally considered less risky than stocks. With a long investment horizon, however, losses could potentially be recouped. This graph illustrates the realized losses in the stock market for the one-, five-, and 15-year periods. Of the 93 one-year periods since 1926, 25 resulted in a loss. However, increasing the holding period to five years, only 12 of the 89 overlapping five-year periods resulted in a loss. Moreover, none of the 79 overlapping 15-year periods since 1926 resulted in losses. However, keep in mind that holding stocks for the long term does not ensure a profitable outcome and that investing in stocks always involves risk, including the possibility of losing the entire investment.Stocks are not guaranteed and are more volatile than other asset classes. About the data Large stocks in this example are represented by the Ibbotson Large Company Stock Index. An investment cannot be made directly in an index. The data assumes reinvestment of all income and does not account for taxes or transaction costs. 



Reduction of Risk Over Time
1926–2018

Past performance is no guarantee of future results. Each bar shows the range of compound annual returns for each asset class over the period 
1926–2018. This is for illustrative purposes only and not indicative of any investment. An investment cannot be made directly in an index. 
© Morningstar. All Rights Reserved.
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Reduction of Risk Over Time One of the main factors you should consider when investing is the amount of risk, or volatility, you are prepared to assume. However, recognize that the range of returns appears less volatile with longer holding periods.Over the long term, periods of high returns tend to offset periods of low returns. With the passage of time, these offsetting periods result in the dispersion of returns gravitating or converging toward the average. In other words, while returns may fluctuate widely from year to year, holding the asset for longer periods of time results in apparent decreased volatility. This graph illustrates the range of compound annual returns for stocks, bonds, and cash over one-, five-, and 20-year holding periods. On an annual basis since 1926, the returns of large-company stocks have ranged from a high of 54% to a low of negative 43.3%. For longer holding periods of five and 20 years, however, the picture changes. The average returns range from 28.6% to negative 12.5% over five-year periods and between 17.9% and 3.1% over 20-year periods. During the worst 20-year holding period for stocks since 1926, they still posted a positive 20-year compound annual return. However, keep in mind that holding stocks for the long term does not ensure a profitable outcome and that investing in stocks always involves risk, including the possibility of losing the entire investment.Although stockholders can expect more short-term volatility, the risk of holding stocks appears to lessen with time. Government bonds and Treasury bills are guaranteed by the full faith and credit of the U.S. government as to the timely payment of principal and interest, while stocks are not guaranteed and have been more volatile than the other asset classes. Furthermore, small-company stocks are more volatile than large-company stocks, are subject to significant price fluctuations and business risks, and are thinly traded. About the data Small stocks are represented by the Ibbotson Small Company Stock Index. Large stocks are represented by the Ibbotson Large Company Stock Index. Government bonds are represented by the 20-year U.S. government bond, and Treasury bills by the 30-day U.S. Treasury bill. An investment cannot be made directly in an index. The data assumes reinvestment of all income and does not account for taxes or transaction costs. 



Asset-Class Winners and Losers

Past performance is no guarantee of future results. This is for illustrative purposes only and not indicative of any investment. An investment cannot 
be made directly in an index. The diversified portfolio is equally weighted between small stocks, large stocks, long-term government bonds, Treasury 
bills, and international stocks (20% each). © Morningstar. All Rights Reserved.
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Asset-Class Winners and LosersIt is impossible to predict which asset class will be the best or worst in any given year. The performance of any given asset class can have drastic periodic changes. This image illustrates the annual performance of various asset classes in relation to one another. In times when one asset class dominates all others, as was the case for international stocks from 2004 to 2007, it is easy to lose sight of the fact that historical data shows it is impossible to predict the winners for any given year.After four stellar years, international stocks fell to the bottom in 2008, rebounded to the top position once again in 2009, and then fell once more to the bottom in 2011. Similarly, long-term government bonds were the top performer in 2008, disastrously sank to the bottom in 2009, and rebounded to the top position once again in 2011. These types of performance reversals are evident throughout this example.Although investing in a diversified portfolio may prevent an investor from capturing top-performing returns in any given year, this strategy can also protect an investor from experiencing extreme losses. For example, in 2015, a diversified portfolio would have returned negative 0.6%, which was approximately 2.0% lower than the top asset class that year—large stocks. However, the diversified portfolio would also have performed better than the worst-performing asset class—small stocks—by about 3.0% that year. A well-diversified portfolio allows investors to mitigate some of the risks associated with investing. By investing a portion of a portfolio in a number of different asset classes, volatility may be reduced.Diversification does not eliminate the risk of investment losses. Government bonds and Treasury bills are guaranteed by the full faith and credit of the U.S. government as to the timely payment of principal and interest, while stocks are not guaranteed and have been more volatile than the other asset classes. Furthermore, small stocks are more volatile than large stocks and are subject to significant price fluctuations, business risks, and are thinly traded. International investments involve special risks such as fluctuations in currency, foreign taxation, economic and political risks, liquidity risks, and differences in accounting and financial standards. About the data Small stocks are represented by the Ibbotson® Small Company Stock Index. Large stocks are represented by the Ibbotson® Large Company Stock Index, government bonds by the 20-year U.S. government bond, Treasury bills by the 30-day U.S. Treasury bill, and international stocks by the Morgan Stanley Capital International Europe, Australasia, and Far East (EAFE®) Index. An investment cannot be made directly in an index. The data assumes reinvestment of all income and does not account for taxes or transaction costs. The diversified portfolio is equally weighted between small stocks, large stocks, long-term government bonds, Treasury bills, and international stocks (20% each).  
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