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Investment Thesis 

• Trading price wars have heated up following a Feb. 28 announcement by Fidelity Investment 
that it was lowering online trading commissions on stocks and ETFs by 38% to $4.95 per trade 
(from $7.95): 

o Schwab immediately followed by matching the $4.95 offer, after recently dropping 
commissions to $6.95 from $8.95.  

• Price wars are not new to the discount brokerage industry, although these recent price cuts are 
the largest we’ve seen from the main industry players since 2010: 

o We suspect rivals eTrade and TDAmeritrade will be hard pressed to not reduce 
commissions to maintain market share.  

• Ongoing technology cost savings have helped to reduce trading costs, though we do not believe 
to the same extent as these 40% per-trade commission declines. 

• The race to lower transaction and other costs has permeated other aspects in the investing 
world: 

o Schwab and Fidelity have also lowered expense ratios on popular, large-cap, index-
based ETFs. 

o The asset management industry has been lowering fees as active management suffers 
from poor comparisons with returns on passive index funds.  

o Maintaining or growing market share has been a principle rationale for lowering fees. 
• We would also highlight that the business models for discount brokerages have been changing 

over the past 5-10 years, with trading commissions lessened as a percentage of total revenues. 
• At Schwab, trading revenues have been flat to lower and have not been part of the revenue 

growth story: 
o Trading revenues were 11% of total revenues in 2016, down from 14% in 2016, with 

lower commissions per trade partly responsible.  



• The vast majority of Schwab’s revenues are derived from asset management fees and net 
interest revenues, which have been benefiting from robust growth in asset values and higher 
interest rates.  

• For its part, Schwab noted that its 2017 guidance issued earlier this year had assumed a flat 
interest-rate environment and a 6.5% equity market return for the full year.  

o With greater confidence in a higher-rate environment since that forecast, as well as an 
equity market that is running ahead of the full-year return assumptions, Schwab felt it 
could lower commissions while still meeting its revenue and profit projections.  

• We maintain our BUY rating on Schwab to a target of $46 with the following assumptions: 
o The trading commission reduction will not cut into our 2017 revenue forecast for 

Schwab given offsetting favorable interest-rate and asset-management-growth 
assumptions.  

o Our broader Schwab investment thesis and revenue growth story revolves around 
market share gains from low-cost and innovative products, stronger asset-management 
fees, and benefits from shifting money market funds to Schwab’s bank unit.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate earnings 
reports or other news relevant to covered companies. This Note may be an initial, real-time response to 
developments that are expected to impact stocks under coverage; as such, it does not imply that the 
information in it is correct as of any time after its preparation or that there has been no change in the 
business, financial condition, prospects, creditworthiness or status of a covered company. The views or 
opinions expressed in this Note are subject to change pending further analysis. This Note is produced and 
copyrighted by Argus Research Co., and any unauthorized use, duplication, redistribution or disclosure is 
prohibited by law and can result in prosecution. The opinions and information contained herein have been 
obtained or derived from sources believed to be reliable, but Argus makes no representation as to their 
timeliness, accuracy or completeness or for their fitness for any particular purpose. This Note is not an 
offer to sell or a solicitation of an offer to buy any security. The information presented in this Note is for 
general information only and does not specifically address individual investment objectives, financial 
situations or the particular needs of any specific person who may receive this Note. Investing in any 
security or investment strategies discussed may not be suitable for you and it is recommended that you 
consult an independent investment advisor. Nothing in this Note constitutes individual investment, legal or 
tax advice. Argus may issue or may have issued other reports that are inconsistent with or may reach 
different conclusions and opinions than those represented in this Note, and all opinions are reflective of 
judgments made on the original date of publication. Those reports may reflect the different assumptions, 
views and analytical methods of the analysts who prepared them and Argus is under no obligation to 
ensure that other reports are brought to the attention of any recipient of this Note or to update or keep 
current the information contained in other reports so that such information is consistent with, or not 
contrary to, the information contained in this Note. Argus Research is an independent investment research 
provider whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. Argus shall accept no liability 
for any loss arising from the use of this report, nor shall Argus treat all recipients of this report as 
customers simply by virtue of their receipt of this material. Investments involve risk and an investor may 
incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. Argus has provided independent research since 1934. Argus officers, employees, agents 
and/or affiliates may have positions in stocks discussed in this report. No Argus officers, employees, agents 
and/or affiliates may serve as officers or directors of covered companies, or may own more than one 
percent of a covered company’s stock. 
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