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Fixed Income Mutual Funds, ETFs, and SMAs In Perspective 
Charting a course through the confusion 

There are a wide variety of investment vehicles to consider when building a portfolio. To the average investor, the selection 
process can be confusing and overwhelming. Investments are often known by their acronyms rather than by their names, 
and, have disclosure requirements, fees, and other information that can be challenging to understand. In short, 
constructing a portfolio that best suits individual risk profiles and preferences can be a complicated and time-consuming 
activity.  

With that in mind, we are offering the following synopsis as a primer on the key differences between three of the more 
popular vehicles offered in the fixed income marketplace: mutual funds, exchange-traded funds (ETFs), and separately 
managed accounts (SMAs). It is our intent to have the information provide a better level of clarity and understanding, so 
that it can be used as a guide to help navigate an often complex fixed income marketplace.  

  SMAs ETFs Mutual Funds 

Liquidity Good Better Better 

Diversification Moderately Diverse More Diverse More Diverse 

Customization Yes No No 

Investor Tax Efficiency High Moderate Moderate 

Holdings Portability Available Limited Availability1 Limited Availability1 

Holdings Disclosure Daily Daily2 Quarterly3 

Minimums High Very low Low 

Fees Variable Low Low to moderate 

 

Fixed Income Mutual Funds and ETFs: Diversification, Liquidity, and Affordability 

Fixed income mutual funds and ETFs are pooled vehicles in which investors buy shares in the vehicle’s ownership. The 
underlying assets are owned by the mutual fund or ETF and are commensurate with the vehicle’s stated investment style. 
Typically, mutual funds and ETFs are designed to provide diversification within an asset class or sector for investors. This 
broad mix of holdings seeks to mitigate the performance risk of defaults and downgrades within a portfolio.  

The two vehicles have other similarities and potential benefits. Mutual funds and ETFs are highly liquid, with proceeds from 
share liquidation typically available to the investor within one business day. Both vehicles’ minimum investments are more 
attainable than other options. The minimum investment in mutual funds and ETFs are often $500 or less—and investment 
options are plentiful. For example, many mutual funds and ETFs can invest in bank loans, the high yield market, and less 
liquid debt instruments. Income generated by both mutual funds and ETFs is typically distributed on a monthly basis.  

1 Mutual funds and ETFs may permit in-kind contributions and redemptions in certain circumstances. 
2 Certain ETFs disclose holdings less frequently than daily. 
3 Many mutual funds disclose portfolio holding more frequently on their public websites. 
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Mutual funds and ETFs also have their differences. For example, they have different ways of setting their buy and sell 
prices. Mutual funds determine their share price—their net asset value (NAV)—at the end of the day, based on the value of 
the underlying assets. ETFs trade like equities, with buy and sell prices fluctuating throughout the trading day based upon 
price changes in the underlying assets, as well as supply and demand for the ETF.  

Another difference between mutual funds and ETFs is their disclosure of underlying holdings. Mutual funds are required to 
disclose their holdings on a quarterly basis, and the majority of ETFs tend to post their holdings daily. Therefore, investors 
looking for greater transparency may want to select an ETF over a mutual fund.  

One more detail to evaluate in deciding whether a mutual fund or an ETF is right for you, is cost. Both mutual funds and 
ETFs have various types of fees. Their expense ratio is comprised of a management fee and other operating costs. Mutual 
funds can also have sales fees, known as front- and/or back-end loads. ETFs are generally considered to be less expensive 
than mutual funds; however, ETFs have implicit and explicit costs, potentially including commissions. 

SMAs: Individual Ownership, Customization, and Tax Efficiency 

Another popular investment vehicle that may be invested in fixed-income securities is the SMA. SMAs are accounts in 
which individuals own the underlying securities instead of being in a pooled vehicle with other investors. These investment 
vehicles also tend to focus on the more liquid, investment grade portion of the fixed income markets, although they do not 
invest in this segment exclusively. 

The fixed income industry has seen significant growth in SMAs over the past decade, with increasing investor interest 
stemming from the distinctive structure of the accounts, the ability to customize, and their capacity for tax efficiency. SMAs 
may also have the benefit of mitigating downside risk during volatile markets, in that their tailored structures may provide 
some insulation against other investors selling into weak markets. Investors in SMAs can choose when and how they 
access liquidity, and this may enhance performance over time and/or reduce trading costs. 

Two key elements that make SMAs appealing are the ability to customize an investment strategy and the ability to harvest 
gains or losses for tax purposes. Many SMAs that invest in fixed income securities allow customization in the area of 
duration, credit quality, and for municipal bond strategies, state of preference in order to own securities that are not 
subject to state income taxes. Additionally, an SMA investor can choose to harvest gains or losses on specific securities, 
irrespective of whether the portfolio as a whole is in an unrealized gain or loss position. This is a distinctive benefit. 

Another benefit to SMAs is that investors can see the specific bonds they own, as well as all transactions in those bonds, 
as they are posted to their account. Lastly, investors’ needs may change over time. Fortunately, an SMA provides the 
flexibility to transfer specific securities to new advisors and custodians when changes occur in relationships and financial 
plans, representing another benefit, and one that mutual funds and ETFs are not able to offer. 

As with any investment vehicle, however, there are trade-offs. SMAs tend to require larger minimum account sizes, making 
them less attainable than mutual funds or ETFs. In most cases, the minimum account size for a fixed income SMA is 
$250,000 or more. SMAs also typically hold fewer positions than a mutual fund or ETF, which is a potential drawback for 
investors seeking broad diversification. 

Summary 

All investment vehicles have benefits and trade-offs, and we believe that knowing and understanding them is important for 
building investment portfolios. Factors for investors to consider may include, but are not be limited to, the size of 
allocation, fees, investment strategy, and liquidity needs. As always, please consult with your financial advisor or fixed 
income specialist to understand these options in greater detail.  
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Disclosures: Past performance is no guarantee of future results. The material provided is for informational purposes only and contains no investment 
advice or recommendations to buy or sell any specific securities. The statements contained herein are based upon the opinions of Charles Schwab 
Investment Management, Inc. (CSIM), dba Schwab Asset ManagementTM, and the data available at the time of the presentation which may be subject to 
change depending on current market conditions. This presentation does not purport to be a complete overview of the topic stated, nor is it intended to 
be a complete discussion or analysis of the topic or securities discussed. All opinions and views constitute our judgments as of the date of writing and 
are subject to change at any time without notice. Schwab Asset Management does not accept any liability for any loss or damage arising out of the use 
of all or any part of this presentation. This report should not be regarded by recipients as a substitute for the exercise of their own judgment and may 
contain numerous assumptions. Different assumptions could result in materially different outcomes. Please contact Schwab Asset Management for 
more complete information, including the implications and appropriateness of the strategy or securities discussed herein for any particular portfolio or 
client.  

Please refer to the CSIM Disclosure Brochure for additional information. Schwab Asset Management is a registered investment adviser and an affiliate 
of Charles Schwab & Co., Inc. (“Schwab”). Both Schwab Asset Management and Schwab are separate entities and subsidiaries of The Charles Schwab 
Corporation. Diversification strategies do not ensure a profit and do not protect against losses in declining markets. Investments in managed accounts 
should be considered in view of a larger, more diversified investment portfolio. There are risks associated with any investment approach, the Wasmer 
Schroeder Strategies have their own set of risks. The Wasmer Schroeder Strategies invest primarily in fixed income instruments and as such the 
strategies are subject to various risks including but not limited to interest rate risk, reinvestment risk, credit risk, default risk and event risk. Wasmer 
Schroeder Strategies are available through Schwab's Managed Account Connection® program ("Connection"). Please read Schwab's disclosure 
brochure for important information and disclosures relating to Connection and Schwab's Managed Account Services®.  

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.  

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 Asset Management 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.  

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. 
Supporting documentation for any claims or statistical information is available upon request.  
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