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T R A N S C R I P T 

iShares: Mutual funds and ETFs and stocks, oh my! 

Presenters: Brad Zucker 

 

Brad Zucker: Good afternoon, everyone.  I’m Brad Zucker, a director of iShares 

product consulting at BlackRock.  Thank you all for joining today for our 

session covering the do-it-yourself investor tool kit, which includes stocks, 

bonds, mutual funds, and ETFs.  On my own investment journey, I’ve learned 

the importance of putting my savings to work, and using these tools to invest 

for the long run.  And I’ve also experienced how the psychology of investing 

can make this a lot harder than it sounds at times.  The market has historically 

gone up over the long term.  So we often find ourselves saying, “With the 

markets hitting new highs, I’ll wait for a better time to invest.”  And especially 

in volatile markets like we’ve seen recently, we hear about investors that are 

waiting on the sidelines trying to time the best moment to jump in.  But as the 

next slide illustrates, it’s important to consider your time spent in the market 

rather than trying to time the market by entering and exiting opportunistically. 

   

Missing just the five best-performing days over the last 20 years could have 

cost your portfolio nearly a third of its potential value.  And if you were 

unfortunate enough to miss the 25 best days you’d have less money than you 

started with.  Importantly, many of the best market days occurred within weeks 
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of a market crisis, times when it’s been most scary to put money to work.  And 

since it’s hard to predict when the best days will be, staying invested is often 

the best strategy for long-term investors to benefit from the power of 

compounding gains over time. 

   

But maybe you don’t know what you want to invest in.  So we’re going to get 

into some ideas for that later in the session.  If we move to the next slide, in 

terms of our agenda for today, we get a lot of questions on stocks versus 

bonds and ETFs versus mutual funds.  So we’re packing this session with 

answers to common questions that we get on selecting the right investment 

vehicle for a given objective.  And then we’re going to cover some tax and 

trading considerations that are worth keeping in mind when building 

portfolios. 

   

So let’s start by reviewing the major tools at our disposal.  Let’s look at the next 

slide.  Now I know many of you are experienced investors.  And as you’ve 

planned for different goals you’ve probably found it helpful to think about 

saving and investing as two different things to do with your money.  Savings is 

good for short-term objectives like meeting everyday living expenses or filling 

an emergency fund.  And investing really comes into play to help meet more 

distant goals such as reaching retirement or paying for higher education down 
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the road.  These longer-term goals may not be achievable by just putting 

money in the bank, especially when you consider the impact that inflation can 

have over time.  Inflation can feel like a silent roadblock on our path for our 

financial destination, because it can take more money in the future to acquire 

the same goods that we need today.  Rising inflation has been all over the 

news.  But it really hit home for me a few weeks ago when I spent $5 on a 

mediocre ice cream in New York City.  That was definitely more than I was 

expecting to pay and it made me think of all the times that my grandpa used to 

tell me, “When I was a kid a whole pizza only cost a quarter.”  Anyway as we 

move across the spectrum from savings tools like cash and bank CDs to 

investing tools like stocks and bonds, the potential for higher risk and return 

increases. 

   

And if we move to the next slide, thinking about the trade-off between 

potential risk and reward can help you build the right balance of growth and 

safety for your investment goals.  In the spectrum that we’ve been discussing 

stocks have the highest potential upside but also the highest potential for 

losses.  Since 1926 the US stock market grew by 10.4 percent each year on 

average.  In other words a hypothetical $1,000 investment that was made into 

the US stock market that 95 years ago would be worth more than $12 million 

today.  But that growth came with risk, as that investment would have lost 



 

4 

money in about 2.6 of every 10 years.  The US bond market grew by a little 

more than 5 percent per year on average, so about half the return that stocks 

delivered.  But it did that with less potential for losses.  And while cash 

provided the most stability, its annual return was roughly the same as inflation, 

highlighting why investment assets could be more important for longer-term 

goals. 

   

And importantly, while both stocks and bonds are expected to add to wealth 

over time, they often deliver their value during different phases of the 

economic cycle.  Let’s turn to the next slide for an example.  High quality 

bonds like those that are issued by the US government, they often go up when 

the economy is slowing.  So they can potentially add gains to a portfolio at the 

same time that stocks are falling.  After the tech bubble burst the S&P 500 fell 

more than 40 percent, while long-term US Treasury bonds rose by about the 

same amount, helping to buffer losses in a diversified portfolio.  In fact the 

Treasury bonds would have delivered positive results in each period for which 

the stock market fell by at least 15 percent over the last 20 years.  With interest 

rates and income from bonds being pretty low today, we often get asked, 

“Why should I hold bonds in my portfolio?”  And one reason for considering 

bonds could be to diversify your equity risk.  Including a mix of stocks and 

bonds can build some resilience into our portfolios and potentially smooth the 
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ride towards our financial destination. 

So let’s flip to the next slide, because there are several ways that we can gain 

access to stocks and bonds in a portfolio.  You could buy individual securities 

such as shares of Tesla stock, or you can buy shares of an ETF or mutual fund 

which hold a basket of stocks or bonds inside of it based on that fund’s stated 

investment objective.  For example a growth fund might hold a collection of 

stocks with above average earnings growth.  You could think about gaining 

access with individual securities versus through funds as similar to picking 

individual flowers versus buying a bouquet that’s been professionally arranged 

for you.  By holding baskets of securities, both mutual funds and ETFs make 

diversification easy.  And both are managed by investment professionals.  So 

we often get asked how exactly are they different. 

   

Now today’s slides are available for download.  And you could use this next 

page as a reference on the major differences, which really relate to how 

they’re typically managed, how they trade, and their fees and taxes.  So let’s 

spend a minute on the key points to keep in mind.  Most ETFs are passively 

managed.  And that means they seek to track the performance of an index.  

While most mutual funds are actively managed, and they try to outperform an 

index.  ETFs are exchange-traded funds.  They trade on exchanges like the 

name implies.  That means just like stocks ETFs can be bought or sold 
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whenever the market is open at current market prices.  By contrast, mutual 

funds can only be bought or sold once each day at the next available net asset 

value. 

   

While some mutual funds have minimum investment requirements, stocks and 

ETFs can generally be bought for as little as the price of a share.  And some 

platforms today like Fidelity make it possible to buy stocks and ETFs in 

fractional shares.  So you can buy as much or as little of the stock or ETF that 

you want based on the dollar amount that you want to invest.  Obviously a 

stock doesn’t have a management fee.  You’re just buying the stock.  But both 

ETFs and mutual funds generally do, which is called an expense ratio, and 

that’s charged by the firm that’s putting those products together and 

maintaining them over time.  Like stocks, ETFs may have transaction costs and 

brokerage charges, while some mutual funds have sales loads and redemption 

fees.  And in terms of taxes, investors in stocks and ETFs are generally only 

impacted by their own actions, meaning they typically pay capital gains tax 

only when they choose to sell their shares that have gone up in value.  With 

mutual funds, investors may be impacted by the actions of other shareholders.  

So you can pay capital gains tax in a year even if you haven’t sold any of your 

shares. 

   



 

7 

On the next slide let’s take a closer look at the performance goals across these 

investment vehicles.  As mentioned, funds that track an index seek to deliver 

the returns of a specific benchmark.  And they typically try to do so in a low-

cost and tax-efficient manner.  Active funds are run by skilled managers that 

are looking to outperform a benchmark.  So let’s take the US stock market as 

an example.  ITOT, the iShares total US stock market ETF, tracks an index of 

more than 3,500 stocks that’s designed to measure the performance of the 

total US stock market.  An active fund seeking to beat that market could filter 

through these stocks and pick the ones that the manager thinks will perform 

best.  So while the index fund’s return is driven by the performance of the 

market, the active fund’s return also depends on the manager’s ability to pick 

the right stocks.  And of course with an individual stock the performance is 

dependent on the prospects of that company. 

   

Each of these options can play a role in a portfolio.  And they can be used 

together.  Sticking with the US stock market as an example, an index fund can 

provide a diversified base that seeks to deliver efficient market returns, and an 

active fund can seek enhanced performance, and an individual stock can 

deliver concentrated exposure to a company that you want to own shares of 

directly.  We often get asked why someone would consider an index fund 

since it’s designed to match the performance of the market rather than to try 
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and beat it.  And it’s important to recognize that it’s hard to beat the market 

with consistency.  Let’s take a look at the next slide for an example. 

Indexing can deliver above average results.  So for one example let’s take a 

look at three of the most well-known markets out there, which are US large-

cap stocks, mid-cap stocks, and small-cap stocks.  iShares has ETFs that track 

each of these, IVV, IJH, and IJR respectively.  Since these three ETFs launched 

back in May of 2000 they’ve outperformed the average fund in their 

categories.  And this chart illustrates that there are sizable differences between 

what an investor would have achieved from investing $100,000 in these ETFs 

versus the average actively managed fund in their categories over that time 

period.  So in short, ETFs can deliver competitive performance while keeping 

costs and taxes low.  And that makes them a valuable piece of the investor tool 

kit. 

   

Let’s flip to the next slide.  Individual securities, ETFs, and mutual funds can all 

play a role in a portfolio.  Let’s discuss some considerations that can help you 

select the right option for a given investment objective.  The tools that we’ve 

been discussing bring different levels of concentration risk.  The more 

influence that a small group of securities has on an investment’s overall 

performance, the more concentrated that it is.  For example, an investment in 

the stock of a single company is very concentrated because its performance is 
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dependent on that company’s success.  Concentration can be thought of as 

the opposite of diversification, which we mentioned was a tool that many 

investors use to try and reduce risk in their portfolio.  And we also discussed 

how ETFs and mutual funds make diversification easy.  But some fund types 

are designed to be more diversified than others.  And we can place them 

across a concentration spectrum. 

   

The number of holdings is going to differ by fund and by strategy, but in 

general active funds are on the more concentrated end because they hold just 

a subset of a market that the manager finds most attractive.  Next would be 

thematic ETFs, which provide exposure to market segments, things like 

cybersecurity or clean energy as examples.  These ETFs track indexes that 

screen for the stocks that have the most involvement in that target theme.  

And their narrower focus means they’ll be more concentrated than broad 

market ETFs, which seek to track indexes like the S&P 500 which represent 

either a total market or a broad market segment like large-cap stocks.  Asset 

allocation ETFs belong on the most diversified end of the spectrum because 

they hold a broad mix of both stocks and bonds simultaneously. 

   

Now as we move from the left to the right of the spectrum, returns are driven 

less by the individual stock, by the skill of the manager, or the success of the 
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theme, and become more dependent on general market growth.  And 

thinking along this spectrum can help you determine the vehicle that best 

aligns your portfolio with your conviction and your intended outcomes. 

   

When deciding between investing in a single stock or a fund, it helps to ask 

yourself what is it about the stock that caught your interest.  So let’s flip to the 

next slide and review some common objectives that we hear for stock picking 

and whether an ETF or a mutual fund could potentially add value in that 

situation.  If you think a stock is going to grow because say you believe in its 

business model, it’s a visionary CEO, or some other factor that’s very unique to 

the company, a fund is unlikely to add value in expressing that view. 

   

If you’re considering a stock because you believe in say the growth potential of 

the sector that it operates in, then a sector or thematic fund might be worth 

considering because it provides exposure to the thing that you have conviction 

in with less risk tied to the specific operations of one company. 

   

And similarly, if you’re considering a stock because it pays a healthy dividend 

or it has strong earnings, then a fund that screens for stocks with the attributes 

that you like may add value by giving you access to those characteristics again 

without as much riding on the success of one business.  And finally, if you’re 
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thinking about a stock because you’re looking to diversify existing 

investments, then a fund may be worth considering because they can diversify 

a portfolio efficiently. 

   

So let’s look at some examples.  To illustrate how a fund could help if you like 

a stock primarily because of the sector or the theme that it operates in, let’s 

take a ride in our time machines back to 1999.  The Matrix had just come out in 

theaters.  Britney Spears and Backstreet Boys were blasting on radios.  And the 

Internet had just become mainstream, which brought the ability to shop 

online.  And for many people it was becoming clear that e-commerce was 

going to change our spending patterns for years to come.  So many investors 

started to look for stocks that would benefit from this emerging theme. 

   

Two e-commerce companies launched in the late ’90s.  Company A sold toys 

and company B sold books.  The toy company looked like the winner straight 

out of the gate.  Its stock price nearly tripled in its first few months of trading, 

while the book company was up only 22 percent during what was a strong 

year for broader markets.  But if we flip to the next slide and fast-forward just a 

few months, the toy company, which was called eToys, went bankrupt, and the 

book company as you probably guessed was Amazon, which we know now 

has grown to become a dominant seller of basically everything, and one of the 
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biggest stocks in the world. 

 

Investors in both of these companies may have correctly spotted the trend, but 

one group picked the stock that failed to participate as e-commerce took off.  

And the moral of the story is that it may have been easier to identify the trend 

than the stock that would ultimately become the winner. 

   

Well, how hard could it be to pick the winning stock?  Let’s move to the next 

slide and consider that the US stock market went up 21 percent in 2020.  But 

while the market as a whole did very well, many individual stocks struggled.  

Forty-seven percent actually lost money, delivering negative returns to 

investors.  Incredibly, the average loss among stocks that declined last year 

was 24 percent.  If buying single stocks, it could have been easy to lose in this 

winning market. 

   

To try and mitigate the risk of choosing the wrong stock, many investors 

diversify.  In fact professional investors recognize how diversification can help.  

And most equity mutual funds and ETFs hold many stocks as a result.  Just 9 

percent of the mutual funds and ETFs that were investing in US stocks lost 

money last year.  This is a pretty eye-opening stat that speaks to the value that 

funds can provide investors through diversification and through active 
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professional money management.  And if there’s a market trend that you’ve 

been looking to invest in, there’s probably an ETF that focuses on it, which 

could add value through diversification. 

   

As an example, one theme that we’ve heard that investors have been 

interested in is the growth of electric and self-driving cars.  IDRV, which we call 

I drive, is the iShares self-driving EV and tech ETF.  It tracks an index that has 

about 100 stocks today that were selected because they’re at the forefront of 

innovation in this area.  So the key takeaway is especially if your interest in a 

stock is driven primarily by the theme that it’s a part of, then thematic funds 

may add value by reducing the risk of spotting the right trend but picking the 

wrong stock. 

   

So let’s move to the next slide.  Maybe rather than being drawn to a stock 

because of its sector or theme, you’re considering a stock after you found it 

through a screening process.  So let’s assume that you’ve filtered through the 

universe of US stocks and you find one attractive because it’s profitable, has a 

healthy balance sheet, and pays a larger dividend than the average company.  

In this situation too it helps if you ask yourself whether there’s something 

unique about this company that makes you want concentrated exposure to it, 

or whether your conviction is really more broadly in companies that have those 
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attributes.  If your attraction stems from the attributes, you may want to 

consider a diversified basket of stocks that have been screened for those 

characteristics.  And today there are ETFs that do this homework for you. 

  

Consider HDV, the iShares core high dividend ETF.  It screens for US stocks 

that meet certain financial health criteria and selects the 75 with the highest 

dividend yield.  It runs the screening and ranking process every quarter to 

provide a portfolio of high quality dividend-paying stocks.  Funds like HDV 

may add value for investors that are considering an individual stock because of 

its dividend.  And this is just one example.  Today there are many ETFs that 

screen for stocks based on criteria that investors might desire, such as 

attractive valuations or momentum.  These ETFs are often called factor or 

strategic beta ETFs and they’re a growing part of the investor tool kit. 

   

Another common objective that we hear for selecting stocks is to diversify 

existing investments.  And funds may add value here too.  Let’s flip to the next 

slide.  The funds that may add value in this scenario in particular are those that 

are on the more diversified end of our concentration spectrum such as core 

ETFs.  These ETFs track broad market indexes, and they’re often the broadest, 

lowest-cost, and most tax-efficient funds that are available.  I’ve mentioned 

ITOT a few times.  And it can be a great source of diversification because it 
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provides exposure to the total US stock market.  And because global stocks 

don’t always move in lockstep with the US market, many investors further 

diversify into international markets.  And ETFs can make this easy too.  For 

example IEFA invests in stocks from developed markets that are outside of the 

United States.  And IEMG invests in stocks from emerging economies.  

Investors that let’s say have gotten more concentrated than they want in US 

stocks, or who are missing out on the growth potential of international 

markets, may consider these funds. 

   

And earlier we went through an example of how bonds can diversify a stock 

portfolio.  And there are also ETFs that cover the broad bond market, like 

IUSB, the iShares total US bond market ETF.  This holds over 10,000 bonds 

inside of it. 

   

Because of the breadth of their holdings, these ETFs can help diversify a 

portfolio more efficiently than a single stock could.  And they’re often used as 

portfolio building blocks for investors that want to customize how much 

exposure they want to global stocks and bonds. 

   

Now the tools that we’ve been discussing can help investors build diversified 

portfolios that have the right balance of potential growth and safety for their 
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objectives.  As you know, setting the appropriate mix of stocks and bonds and 

other assets is a crucial step.  But the work doesn’t end there.  Let’s flip to the 

next slide to review why. 

Daily performance could cause the asset allocation to drift away from the 

desired balance.  When stocks do well they grow to make up a larger portion 

of the portfolio, and when stocks fall they become a smaller piece of the 

portfolio.  Consider an investor who went into 2020 with a sixty-forty stock-to-

bond allocation.  The sharp market sell-off that started in February would have 

pushed that allocation to fifty-fifty by the end of March.  Then the market 

rapidly recovered and this portfolio did just fine.  But investors who 

determined that sixty-forty was the right mix for them would have packed less 

of a punch during that rebound.  Rebalancing means periodically adjusting the 

portfolio back to its intended allocation.  And in this example an investor could 

have sold some bonds to buy more stocks to get back to that sixty-forty at the 

end of March.  And this rebalanced portfolio would have outperformed the 

portfolio that was left untouched for the year. 

   

There are also ETFs that invest in both stocks and bonds and rebalance to a 

target mix periodically.  Let’s flip to the next slide.  We call these all-in-one 

solutions asset allocation ETFs.  Investors can choose between conservative, 

moderate, growth, or aggressive risk targets, which differ by how much of the 
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fund is invested in stocks versus bonds.  Each iShares asset allocation ETF 

holds a mix of global stocks and bonds and rebalances back to the target 

allocation generally twice each year.  These tools help investors implement the 

portfolio construction best practices of diversification and rebalancing with just 

one click.  iShares core allocation ETFs are designed to efficiently capture 

broad market returns.  And very recently iShares reduced the fees on these 

ETFs to just 15 basis points, which is 0.15 percent, making these even lower-

cost tools for building diversified portfolios. 

   

And increasingly investors are recognizing that companies that are solving the 

world’s biggest challenges may be best positioned to grow over the long term.  

And accordingly iShares also offers sustainable allocation ETFs, which provide 

a similar exposure as their core counterparts while seeking a more sustainable 

outcome by incorporating environmental, social, and governance insights. 

   

Okay, let’s flip to the next slide.  We’ve talked a lot about your goals with 

different investment vehicles.  But now let’s take a quick look at considerations 

for how you invest.  When using these tools in practice there are some 

important tax and trading considerations to keep in mind.  You may want to 

ask yourself three questions.  How much are you looking to invest?  How often 

or what is the expected timeframe of the trade?  And what kind of account are 
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you making this trade in? 

When it comes to size, consider fund minimums.  Discussed earlier, some 

mutual funds have minimum investment requirements, while stocks and ETFs 

can be bought generally for the price of a share and some platforms again 

make it possible to buy many stocks and ETFs in fractional shares.  Keep 

minimums in mind when you’re deciding which vehicle is right for your 

objective, especially if you’re getting started with a smaller account or if you’re 

looking to make a small initial allocation to a new fund in your portfolio. 

   

And in terms of how often you’re looking to trade, remember that stocks and 

ETFs can be traded throughout the day while the market is open, while mutual 

funds trade just once per day after the market close.  And also some mutual 

funds have early redemption fees.  This can help you determine the right 

vehicle if you’re looking to express a short-term view. 

   

And when it comes to the where, keep in mind that each asset has a unique 

tax profile.  And some investment accounts are taxable while others are tax-

advantaged.  Take a look at the next slide for a quick reminder.  The taxable 

brokerage accounts work a lot like a normal savings account, except you can 

use your deposited money to buy investments.  There’s no contribution limit 

and you can withdraw your money whenever you want.  Just keep in mind that 
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if you sell your investments for a gain, the profit is subject to capital gains 

taxes.  And any dividend or coupon interest is also taxed in the year that it was 

earned. 

   

Individual retirement accounts or IRAs work differently.  These are special 

types of brokerage accounts that are meant to be used for retirement saving.  

The amount you can contribute each year is limited and subject to annual 

income levels.  These accounts are tax-advantaged.  Depending on the chosen 

contribution type, traditional or Roth, taxes are waived either on money going 

in or money that’s going out of the account.  Withdrawals that are made 

before a certain age may be subject to a penalty.  Understanding the tax 

profile of an investment and how taxes are treated by an account type can 

help when thinking about where you’re making a trade. 

   

Let’s move to the next slide.  Deciding where to hold certain investments is 

called asset location.  And investors may consider holding more tax-efficient 

assets in taxable accounts when seeking to improve after-tax return.  Interest 

income from most bonds and dividends from stocks typically get taxed each 

year the same way that your paycheck does.  As discussed earlier, stocks have 

higher growth potential than bonds.  Because capital gains tax on an individual 

stock investment is only due when you choose to sell appreciated shares, 
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growth can compound over time with taxes deferred out into the future.  And 

stocks more tax-efficient than bonds as a result. 

   

When looking at fund types, active mutual funds are often less tax-efficient 

because they tend to be higher turnover strategies.  That means that more 

trading happens inside the fund as the manager changes the portfolio to align 

with changing views.  And trading can lead to gains being realized and passed 

on to fund investors who are then subject to taxes on those distributions.  ETFs 

tend to be more tax-efficient, especially those that track indexes with lower 

turnover.  The ETF structure differs from mutual funds in a way that generally 

improves tax efficiency.  And over the last 10 years 51 percent of active mutual 

funds paid capital gains distributions compared to only 7.4 percent of ETFs.  

Keeping these tax considerations in mind can help investors determine the 

right vehicles for a given investment objective. 

   

All right.  Let’s turn to the next slide and recap the key takeaways.  Stocks, 

bonds, mutual funds, and ETFs can all play a role in a portfolio that’s designed 

to meet your investment need.  It’s important to know what each brings to the 

table and how they differ to select the right investments for a given objective.  

When considering an investment it helps to ask, “What do I want exposure 

to?” and “Does an individual security or fund align best in the scenario?” 
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Investors may consider diversifying and rebalancing to avoid missing 

opportunities and to attempt to reduce portfolio risk.  And when implementing 

your decisions, it can help to consider the size of the investment, how 

frequently you plan to trade, and what type of account you’re trading in.  

These questions can help you determine the right investment vehicle for the 

objective.  Thank you for your time. 

 

END OF AUDIO FILE 

 

Performance data shown represents past performance and is no guarantee of 

future results. Investment return and principal value will fluctuate, so you may 

have a gain or loss when shares are sold. Current performance may be higher or 

lower than that quoted. Visit Fidelity.com/performance for most recent month-

end performance. 

 

ETFs are subject to market fluctuation and the risks of their underlying investments. 

ETFs are subject to management fees and other expenses. Unlike mutual funds, ETF 

shares are bought and sold at market price, which may be higher or lower than their 

NAV, and are not individually redeemed from the fund. 

 

Any screenshots, charts, or company trading symbols mentioned are provided for 

illustrative purposes only and should not be considered an offer to sell, a solicitation 

of an offer to buy, or a recommendation for the security.  

 

Diversification and asset allocation do not ensure a profit or guarantee against loss. 

https://www.fidelity.com/mutual-funds/fidelity-funds/overview
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Because of their narrow focus, sector investments tend to be more volatile than 

investments that diversify across many sectors and companies. 

 

The views expressed are as of the date indicated and may change based on market 

or other conditions. Unless otherwise noted, the opinions provided are those of the 

speaker or author, as applicable, and not necessarily those of Fidelity Investments. 

The experts are not employed by Fidelity but may receive compensation from 

Fidelity for their services. Fidelity Investments is not affiliated with any other company 

noted herein and doesn’t endorse or promote any of their products or services. 

Please determine, based on your investment objectives, risk tolerance, and financial 

situation, which product or service is right for you. 

 

BlackRock and iShares are registered trademarks of BlackRock, Inc., and its affiliates. 

 

BlackRock and Fidelity Investments are independent entities and are not legally 

affiliated. 

 

Before investing in any mutual fund or exchange-traded fund, you should consider 

its investment objectives, risks, charges, and expenses. Contact Fidelity for a 

prospectus, an offering circular, or, if available, a summary prospectus containing 

this information. Read it carefully.  
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