
342 Solid, 355 Solid
342 Solid, 355 Solid

Investing 
fundamentals
T O  L A U N C H  YO U R  F I N A N C I A L  J O U R N E Y 
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Your future is like a warehouse 
stocked with the dreams and  

goals that will define your life.

 While the shelves display a story 
that’s yours alone, there’s one  

staple — creating a plan — that’s 
fundamental to any successful path. 



Take the first step  
toward your financial future
Your financial future, in particular, needs a comprehensive plan in order to 
strengthen the potential to reach your long-term investment goals. With the help of 
your Waddell & Reed financial advisor, you can launch a financial plan that charts 
where you want to go in life. Your plan will capture your personal circumstances, 
goals and aspirations and factor in external forces that could influence your progress. 

Inflation — the rate at which prices rise from year to year — is one external force that can impact your financial 
future. Tracking at an average annual rate of 3%, inflation can reduce the purchasing power of your money 
because each dollar buys a smaller portion of goods or services. The graph below illustrates how the value of 
$100,000 decreases approximately 25% over 10 years due to the effect of inflation.  

You can help counteract the impact of inflation on your financial future through investing. Your long-term 
investment in stocks and bonds through mutual funds offers the potential to gain positive returns on your money, 
combat inflation and ultimately reach your financial goals. 
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Hypothetical chart for illustrative purposes only. 

IMPACT OF 3% INFLATION OVER TIME
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Historically speaking: stocks 
reward investors 
Investing in stocks may increase your potential to accumulate assets and reach your 
long-term financial goals. As part of a diversified investment portfolio, stocks can help 
your assets withstand economic change and political uncertainty.  

History shows that a long-term investment in stocks can be rewarding. 

The chart below tells a story of the S&P 500 Index, one of the most commonly used benchmarks for the U.S. stock 
market, through rising and declining markets. Over time, the index has followed an upward trend, despite periods of 
price decline.

STOCKS HAVE REWARDED PATIENT INVESTORS 

S&P 500 Index, 12/31/1969 – 12/31/2016

Source: Morningstar. The S&P 500 Index is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market. Investments cannot be made directly in an index.  
Past performance is not a guarantee of future results. 
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Good years have tended to  
follow bad 
History shows that it’s rare for the stock market to have two bad years in a row, and  
even more rare to record three bad years in a row. And when the market has recovered 
from downturns, it historically has done so with powerful rallies.  

Even in the worst 20-year period the stock market has ever experienced — 1928 to 1948 — the S&P 500 posted an 
average annual gain of 0.55%. While a modest amount, remember that those two decades included the Crash of 1929 
and the Great Depression of the 1930s, when unemployment soared to 25%, U.S. gross domestic product plunged by 
more than 30% and land values plummeted more than 50%.

Despite the economic challenges of those difficult years, a patient and committed investor could have had a positive 
return on money invested in the stock market. 

■  S&P 500 Index (Bull Markets)    ■  S&P 500 Index (Bear Markets)

GOOD YEARS HAVE TENDED TO FOLLOW BAD YEARS 

Historical performance from 1970 to 2016 (%)

Source: Morningstar. Results are based on an initial $1,000 investment in the unmanaged S&P 500 Index Jan. 1, 1970, to Dec. 31, 2016. Results assume reinvestment of dividends. The S&P 500 Index is an unmanaged index of 500 
widely held stocks that is generally considered representative of the U.S. stock market. Investments cannot be made directly in an index. Past performance is not a guarantee of future results. 
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Fully 
Invested

Missed the 
10 best Days

Missed the 
20 best Days

Missed the 
30 best Days

Missed the 
40 best Days

7.68%

4.00%

1.57%

-0.51%

-2.42%

Time is on your side 
Because stocks historically have trended upward, they’ve provided a solid way for 
investors to capture growth in their investment portfolios. Likewise, their performance 
over time illustrates the merit of focusing on a long-term time horizon. 

Unfortunately, investors often focus on short-term investment returns. The disappointment of low returns may fuel an 
exit of the market one day, while positive returns may instigate purchases the next day. While these rapid-fire jumps in 
and out of the market may at times result in avoiding the bad days…they also could mean missing the good ones. 

This chart illustrates how missing even a few of the market’s best days could impact a portfolio. 

Source: Morningstar. The S&P 500 Index is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market. Investments cannot be made directly in an index.  
Past performance is not a guarantee of future results.

COST OF MISSING THE MARKET

Average annual returns of the S&P 500 Index for the 20-year period ended Dec. 31, 2016.
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Std Dev (%)

Return (%)

S&P 500Barclays U.S. Government/Credit50-50 Blend S&P 500 & Barclays Govt-Credit

7.05% 7.64%

5.32%
4.31%

7.68%

15.29% Std Dev (%)

Return (%)

Why invest in bonds?  
When you invest in a bond, you loan money to an entity for a defined period of time at  
a fixed-interest rate. Used by companies, municipalities, states and governments to 
finance projects and activities, bonds fall into several main categories: corporate, 
municipal and Treasury.   

T H E  B O N D  A D VA N TA G E :  S TA B I L I T Y

Investing in bonds can add stability and potentially reduce overall price movements within your investment portfolio. 
Consider the four down years in stocks since 1990 (as represented on the page 5 chart). In each of those years, bonds 
posted positive returns. If you held stocks and bonds during that time, your negative stock returns potentially could have 
been offset by bond holdings.

This graph illustrates the balance that bonds can potentially provide. Bonds are represented by the Barclays Capital 
U.S. Government/Credit Index.

T H E  B O N D  B O N U S :  I N C O M E

Stability and diversification are key advantages to investing in bonds. But bonds offer another potentially attractive 
feature: steady income. As a bond holder, you receive regular, fixed-interest payments until the bond matures. Bonds 
generally pay a fixed-interest amount regardless of market conditions or outside factors, thus providing a level of 
security over time.

B O N D S  A N D  YO U R  P O R T F O L I O

As you and your financial advisor make decisions about the bond component of your portfolio, consider these key factors.

• Price. Bond prices tend to rise when interest rates fall and decline when interest rates rise. This can make a bond’s 
price more or less attractive as rates change. For example, a bond offering a 5% interest rate in a market where 
overall rates are lower is attractive, so investors will pay more for it. But, if interest rates rise higher than the 5% 
fixed-rate bond, the bond becomes less desirable and therefore is cheaper. 

• Term. Bond terms generally are classified as short, intermediate and long. Generally, short-term bonds provide 
potential stability while longer-term bonds may pay a higher income. 

• Rating. Bond ratings indicate the bond issuer’s creditworthiness and range from AAA for the highest-rated bonds to C, 
D or “junk” bonds for the lowest-rated bonds. The U.S. Treasury is a high-quality issuer, while financially troubled 
entities generally are low-quality issuers. 

Source: Morningstar  Barclays Capital U.S. Government/Credit Index measures the performance of U.S. dollar-denominated United States Treasuries, government-related, and investment-grade U.S. corporate securities that have 
a remaining maturity of greater than or equal to one year. In addition, the securities have $250 million or more of outstanding face value and are fixed-rate and non-convertible securities. It is not possible to invest directly in an 
index. Annualized return numbers assume the reinvestment of all income but do not account for taxes or transaction costs. Volatility is measured by standard deviation. Standard deviation is a measure of the degree to which a 
fund’s or index’s return varies from its previous returns or from the average of all similar funds or indexes. The larger the standard deviation, the greater the likelihood (and risk) that a security’s performance will fluctuate from the 
average return. Past performance is not a guarantee of future results.  

HISTORICAL RISK TO REWARD

January 1996 – December 2016

●  Return   ● Standard Deviation
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Simplify by investing in 
mutual funds  
With hundreds of thousands of stocks and bonds available, making investment 
decisions can feel overwhelming. One way to simplify the process is to invest in  
mutual funds.  

The idea behind mutual funds is simple: people with shared investment objectives pool their money, which is  
invested and managed by professionals. Mutual funds let you take advantage of the more appealing features of a  
well-constructed investment portfolio, including:

D I V E R S I F I C AT I O N

Mutual funds are available in all asset classes and investment styles. Each fund generally holds a variety of individual 
stocks or bonds, spreading your money across a large number of holdings.

L I Q U I D I T Y

Mutual funds give you easy access to your money. You can sell some or all of your mutual fund shares as needed, at 
any time, and receive the current value (the net asset value). The value may be more or less than your original cost, and 
there may be fees or taxes associated with sales.

C O N V E N I E N C E  A N D  F L E X I B I L I T Y

Services such as the automatic investment plan and reinvested dividends, and required documents, including 
quarterly statements and semiannual and annual reports, provide ongoing information and simplify how you manage 
your accounts.

P R O F E S S I O N A L  M A N A G E M E N T *

One of the biggest benefits of mutual funds is the expertise of professional money managers. As you talk with your 
financial advisor, they'll help you understand which funds are appropriate for your portfolio. Waddell & Reed financial 
advisors have access to a broad array of funds across a wide range of investment categories.

Risk factors. Please remember that an investment in a mutual fund involves risk. The investment return and principal value of an investment in a mutual fund will fluctuate, and shares, when 
redeemed, may be worth more or less than their original cost. Mutual funds carry fees, expenses, and may involve sales charges not applicable to individual stocks. Diversification will not 
ensure a profit or guarantee against loss in a declining market. 

* Investment management services are offered by Waddell & Reed Investment Management Company, a subsidiary and affiliate of Waddell & Reed, Inc. 

Before investing, investors should consider carefully the investment objectives, risks, charges and expenses of a mutual fund. This and other 
important information is contained in the prospectus and summary prospectus, which may be obtained at waddell.com or from a financial 
advisor. Read it carefully before investing.
Securities and investment advisory services offered through Waddell & Reed, Inc., a Broker/Dealer, Member FINRA/SIPC, and Federally Registered Investment Advisor. 
Waddell & Reed does not provide tax or legal advice. Investing involves risk and the potential to lose principal.
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Let diversification balance 
your portfolio 
Creating a balanced portfolio requires thoughtful attention to an investment mix  
that will weather different market and economic conditions. A common approach  
is to diversify across asset classes and investment styles. How you diversify depends  
on your financial goals, risk tolerance, investment time horizon and desired return. 
Together, these factors can help identify your investment strategy: aggressive,  
moderate or conservative. 

Once you and your financial advisor have determined your ideal investment strategy, together you’ll begin populating 
your portfolio with a diverse mix of asset classes — stocks, bonds and cash — and a variety of investment styles, such as 
small-, medium- and large-cap stocks from domestic or international companies. 

Why a mix? Various asset classes and investment styles respond differently to changes in market conditions. 
Investments in different classes and styles often will move in the opposite direction of one another as economic cycles 
or other influences impact them. It’s like pistons in an engine: when one is down, another may be up. Over time, a mix 
that helps to balance performance across leaders and laggards can potentially keep your portfolio running smoothly. 

While no one can predict when one asset class or style will be in favor, shifts in leadership can provide beneficial 
portfolio balance. The chart below shows how asset classes and styles moved in and out of favor over a 20-year period.

PERIODIC TABLE OF ASSET ALLOCATION

■  Russell 2000 - Small Stocks ■  Barclays U.S. Aggregate Bond Index-Bonds

■  Russell 1000 - Large Stocks ■  Barclays US Treasury Bill 1-3 Month-Cash

■  MSCI EAFE Index - International Stocks

	 	

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

32.9% 27.0% 27.0% 11.6% 8.4% 10.3% 47.3% 20.2% 13.5% 26.3% 11.2% 5.2% 31.8% 26.9% 7.8% 17.3% 38.8% 13.2% 0.9% 21.3%

22.4% 20.0% 21.3% 6.1% 4.1% 1.7% 38.6% 18.3% 6.3% 18.4% 7.0% 1.8% 28.4% 16.1% 1.5% 16.4% 33.1% 6.0% 0.5% 12.1%

9.7% 8.7% 20.9% -3.0% 2.5% -15.9% 29.9% 11.4% 4.6% 15.5% 5.8% -33.8% 27.2% 7.8% 0.1% 16.3% 22.8% 4.9% 0.0% 2.7%

5.3% 5.1% 4.8% -7.8% -12.4% -20.5% 4.1% 4.3% 3.0% 4.8% 4.8% -37.6% 5.9% 6.5% -4.2% 4.2% 0.0% 0.0% -0.8% 1.0%

1.8% -2.5% -0.8% -14.2% -21.4% -21.7% 1.0% 1.2% 2.4% 4.3% -1.6% -43.4% 0.1% 0.1% -12.1% 0.1% -2.0% -4.9% -4.4% 0.3%

Source: Morningstar Direct 

Russell 2000 is an unmanaged index comprised of securities that represent the small cap sector of the stock market. Russell 1000 is an unmanaged index comprised of securities that represent 
the large cap sector of the stock market. The Barclays U.S. Aggregate Bond Index is an unmanaged, market value-weighted index representing securities that are SEC-registered, taxable, and 
dollar denominated. MSCI EAFE is an unmanaged index comprised of securities that represent the securities markets in Europe, Australasia and the Far East. The Barclays US Treasury Bill 1-3 
Month Index is an unmanaged index of one to three Treasury bills. An investment cannot be made directly into an index. 

Past performance is no guarantee of future results. Please remember that diversification and asset allocation do not guarantee a profit or protect against loss in a declining market. They 
are methods used to help manage risk. Investment return and principal value will fluctuate, and it is possible to lose money by investing. Generally, as interest rates rise, bond prices fall. 
International investing involves additional risks, such as currency fluctuation and political instability. Investing in small cap stocks may be more risky and volatile than those of larger more 
established companies.

9Investing Fundamentals: Launch your financial journey



Take the next step 
Ready to begin down your financial path? 

With the help of your Waddell & Reed financial advisor, you can start exploring your financial goals and the strategies 
that can help you achieve them. Our lineup of investment products and services can help you begin to forge your path, 
and you and your advisor can set your investment plan in motion.

Talk to your advisor today and take the first step in pursuit of your financial future. 

Why Waddell & Reed?
Since opening our doors in 1937, our approach has remained decidedly simple, genuine and straightforward: know our 
clients well, treat them with respect and measure our success by their success. This deeply personal approach is the 
reason Waddell & Reed advisors and their clients typically enjoy long-lasting relationships. We take your journey 
seriously, and will be there every step of the way, listening, planning and advising.

L I S T E N I N G .

To us, success demands not only a deep understanding of your objectives, but your needs, values, time horizon, risk 
tolerance and expectations.

P L A N N I N G .

By building personalized plans supported with highly competitive investment products and dedicated service, we 
enable you to not only identify goals, but take consistent action toward achieving them.

A D V I S I N G .

Our mission, every day, is to help you at all stages and through the changes that life may bring.

10 Waddell & Reed, Inc.



11Investing Fundamentals: Launch your financial journey

342 Solid, 355 Solid



waddell.com

MEMBER FINRA AND SIPC | NOT FDIC/NCUA INSURED | MAY LOSE VALUE | NO BANK GUARANTEE  
NOT A DEPOSIT | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY 

WADDELL & REED, INC.  MFP2032/34815 (03/17)


