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The Birds and the Bees … and Money 
When was the last time you talked with your kids — or grandkids — about money? If you can’t 
remember, you’re not alone. A new study from Capital Group shows that a majority of adults in 
the U.S. wish someone had given them advice on managing and saving money at a much earlier 
age. Indeed, money is a topic many adults are uncomfortable broaching with their kids, for various 
reasons. I’d argue it’s time to get over this aversion.

The survey produced several interesting findings. For instance, mothers are more likely than 
fathers to talk to their children about financial topics, and millennial and Gen X parents have these 
discussions at a far earlier age than baby boomers did. The survey revealed that, when asked to 
select the most valuable pieces of wisdom to share with children about money, parents were most 
likely to recommend the following: Set a budget, live within your means, start saving early and 
regularly, don’t carry a credit card balance, and manage credit effectively.

If you haven’t had a financial talk with younger family members in a while, why not plan one now? 
You might even invite your Investment Counselor to join the conversation. We often facilitate such 
family discussions, particularly as they relate to the responsibility that comes with having wealth 
and the need for proper planning. I also highly encourage you to bring the young adults in your 
life to one of our live events, which we hold throughout the year.

Among other things, they’ll have a chance to learn about the kind of in-depth work that goes 
into identifying attractive investment opportunities. There’s no better example of this than the 
article by Capital Group biopharmaceutical analyst Skye Drynan on page 8. As Skye points out, 
she is constantly on the road and in the lab, sitting side by side with both chemists and corporate 
executives, looking for companies on the leading edge of medical research. In her article, she 
shares some of her latest findings.

On page 6, we explore the trend toward subscription-based businesses. From shopping to 
entertainment and everything in between, building a recurring revenue stream has become job 
one for a growing number of industries. 

If you’re a sports fan, you’ll enjoy our profile of client Doug Wilson, former producer and director 
of ABC’s Wide World of Sports, on page 14. Doug gives us an inside look at some of the greatest 
athletes of all time. Plus, if you enjoy wine, you won’t want to miss our discussion with master 
sommelier Melissa Monosoff on page 16. She shares her secrets for finding the best options to 
pair with your holiday meal and explains what’s most important when it comes to unearthing new 
discoveries. 

Finally, how would you like to bring more luck into your life? According to bestselling author Janice 
Kaplan, it’s pretty easy to accomplish. On page 18, she provides some key strategies from her new 
book, How Luck Happens: Using the Science of Luck to Transform Work, Love, and Life.

John Armour 
President 
Capital Group Private Client Services

If you haven’t had a financial talk with 
younger family members in a while— 
why not plan one now? 
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Last year’s global equity boom stirred hope that U.S. 
stocks would be able to extend their gains into 2018 
while long-trailing overseas markets could gather 
momentum. Certainly, the first half of that scenario 
has come to fruition. The unflappable U.S. market has 
marched higher thanks to surging technology stocks 
and a parade of economic highlights. 

The story has been much less sanguine overseas, where 
markets suffered a variety of economic and political contusions. 
Foreign markets retain attractive features, including globally 
competitive companies and compelling valuations. But the 
divergence between the U.S. and other countries has become 

ever more pronounced as investor sentiment tilts toward 
American companies, especially a narrow band of tech giants.

The U.S. economy is in the sweet spot of a virtuous cycle, 
with good news begetting further good news. Quarterly 
GDP jumped at its fastest pace in nearly four years, abetted 
by federal tax cuts and fiscal spending. Corporate profits 
have surged, factory activity and consumer confidence are at 
multiyear highs, and unemployment is at a multigenerational 
low. The labor market has been a virtual highlight reel, with 
wage growth at a 10-year high, more job openings than 
available workers and employment seekers landing new 
positions at the fastest pace ever recorded.

THE U.S. AND
EVERYBODY ELSE

C A P I TA L G R O U P  P R I VAT E  C L I E N T S E R V I C E S
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That has provided a positive backdrop for 
stock prices, as the market distanced itself 
from a brief correction early in the year 
to move higher in the third quarter. The 
rally, particularly among tech behemoths, 
widened a gulf between so-called growth 
and value stocks. Tech giants’ promising 
long-term prospects remain intact, but 
investors’ infatuation with them has raised 
concerns about the potential downside if 
market conditions turn.

By some measures, the bull market 
has become the longest on record, 
surpassing a decade-long advance in 
the 1990s. That can be seen as both a 
testament to its durability and a yellow 
flag raising doubts about how much 
higher stocks can go.

However, there is some debate as to 
whether the current rally is actually the 
longest. The broad market has endured 
several forceful sell-offs in recent years, 
but the S&P 500 has managed to skirt 
bear market status (defined as a pullback 
of 20% or more). In 2011, for example, 
the index fell 19.4% — just shy of the 
conventional threshold — but that was 
based on daily closing prices. When 
gauged by intraday highs and lows, the 
S&P skidded almost 22%. In other words, 
technical measurements can paper over 
sharp declines during market advances. 

Looking forward, U.S. economic 
strength is expected to continue, with 
the 3.9% jobless rate likely falling to 
between 3% and 3.5%, and wage growth 
accelerating. The flip side is the risk of 
higher inflation. As employers boost 
salaries to lure workers, inflationary 
pressures will increase. That could eat 
into profit margins and prompt the 
Federal Reserve to raise interest rates 
more aggressively. And despite the 
bevy of economic cylinders firing at the 
moment, the U.S. remains in a late stage 
of its economic cycle.

Economic and political turmoil is 
bedeviling foreign markets.

In Europe, equity markets have been 
hampered by currency trends, economic 
sluggishness and renewed political 
uncertainty. Last year’s closely watched 
election of a centrist president in France 
raised hopes that the Continent’s 

populist threat was subsiding. But a 
litany of setbacks since then, including 
Angela Merkel’s political reversals in 
Germany and the election of a populist 
government in Italy, have stirred fresh 
worries about political instability 
hobbling regulatory reforms and 
economic progress.

There are some positive signs. After 
a disappointing first half of the year, 
manufacturing appears to be stabilizing 
as steady domestic demand offsets 
weak exports. Meanwhile, the labor 
market is tightening and wage growth is 
picking up. Still, the immediate outlook 
is clouded by slack global demand, the 
chronic troubles of countries such as 
Italy and the scuffle with the U.S. over 
trade. Such concerns prompted the 
European Central Bank to reduce growth 
forecasts for this year and next.

Emerging markets have been roiled 
by many of the same conditions, as 
well as some ham-handed economic 
management. The rise in the value of 
the dollar has harpooned troubled 
countries such as Argentina and 
Turkey, which borrowed heavily in 
the U.S. currency to fund ambitious 
infrastructure projects and now confront 
swelling debt payments. The strength of 
the greenback also amplifies losses for 
investors when debilitated currencies 
are converted into dollars.

Currency volatility has sparked fears of 
a broader crisis resembling those that 
have historically ensnared emerging 
markets. However, the difficulties in 
Argentina and Turkey appear to be 
largely self-inflicted and unlikely to spill 
into other markets. On the whole, the 
developing world is in far better financial 
shape than in the past, and emerging 
markets are projected to experience the 
highest rates of global growth moving 
forward. For a fuller discussion of 
emerging markets and their prospects, 
see the article on page 10.

In China, a bear market has set in amid 
softening economic growth and fear 
of a prolonged stalemate with the 
U.S. over trade. Partly as a result of the 
government’s efforts to rein in heavy 
public and corporate debt, the economy 
is grappling with soft consumer 
spending, flat housing sales and 
subdued export activity. The long-run 
prospects are encouraging, but further 
weakness is possible in the near term.

The wild card remains global trade.
The U.S. has already slapped tariffs on
$250 billion worth of Chinese exports, 
and has threatened levies on the 
entire $500 billion-plus in goods that 
China ships to the U.S. each year. It’s 
impossible to gauge how the fracas will 
play out, and trade relations between the 
two countries are unlikely to be resolved 

THERE ARE MORE JOB OPENINGS IN THE U.S.
THAN AVAILABLE WORKERS

Source: Bureau of Labor Statistics.

3

Millions



4

immediately. Our portfolio managers 
have analyzed the potential ramifications 
for companies they hold and will make 
adjustments as necessary. 

Defensive stocks may offer a safe 
haven in a downturn.

On the whole, managers have been 
drawn to defensively oriented industries 
and companies that can offer a 
relative measure of protection if the 
broad market noticeably weakens. 
One appealing area is health care 
services; spending is expected to rise 
as the world population ages and 
demand for medical services increases. 
That’s magnifying the pressure on 
governments and private providers to 
contain spiraling costs. Companies that 
can achieve favorable medical results 
while efficiently delivering services seem 
to be well positioned for coming years.

Railroads and related equipment 
makers are also attractive. Faster 
locomotives, more-efficient use of track 
space and competitive pricing have 
made the freight rail sector a growing 
force in the commercial transportation 
system. Railroads also are benefiting 
significantly from the robust U.S. 
economy, as well as from the various 
challenges confronting the trucking 
industry, including a shortage of drivers. 
Equipment manufacturers are expected 

to gain as railroads are forced to 
maintain and upgrade aging fleets.

Another broad area of interest has been 
subscription-based businesses. This is a 
growing trend that cuts across industries, 
as companies are drawn to the steady 
revenue and customer loyalty inherent 
in the subscription model. Subscriptions 
provide key revenue in businesses as 
diverse as streaming video providers, 
securities exchanges and warehouse 
retail stores. A deeper analysis of this 
trend appears on page 6.

Steady interest rates have provided
a foundation for the markets.

Despite three rate hikes this year by the 
Federal Reserve and a fourth expected 
near year-end, a feared spike in long-
term rates has not come about. The 
yield on the 10-year Treasury moved up 
during the third quarter, but remains 
low by historical standards. The central 
bank is likely to continue raising rates 
to maintain a lid on inflation, given the 
underlying strength of the U.S. economy. 
But policymakers are expected to 
proceed gradually and in a well-
telegraphed fashion, minimizing the 
potential impact on the markets. 

Within the bond market, a lot of 
attention has focused on the yield 
curve, which charts the difference in 

yields between two-year and 10-year 
Treasuries. The curve has flattened 
throughout the year. This barometer has 
been important historically when it has 
undergone a so-called inversion. That’s 
an anomalous situation in which short-
term yields exceed long-term yields 
— a dynamic that has often prefigured 
recessions. The indicator may be less 
dependable than in the past, partly 
due to the effect of government bond-
purchase programs outside the U.S. But 
our fixed-income team is keeping a close 
eye on the curve.

The conditions in the bond market 
have prompted our team to emphasize 
caution and avoid taking undue credit 
or market risks. They have been drawn 
to high-quality securities and shorter 
durations to help minimize the potential 
impact of adverse market shifts.

Regardless of fluctuating economic 
conditions, it’s important to remember 
the basic functions that bonds play 
within client portfolios, including 
diversification from equities, income 
generation and capital preservation. 
These are always compelling attributes, 
but especially so today, given the years-
long rally in financial markets
and the uncertain outlook for the
global economy.

SHORT- AND LONG-TERM YIELDS ARE INCHING CLOSER TOGETHER

INVESTMENT COMMENTARY

Source: Thomson Reuters Datastream.
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How do you view the recent strength 
in the U.S. economy and gains in the 
stock market? 

The resilience of the U.S. economy has 
been impressive and a bit surprising. 
Employment is strong, wages are rising, 
and capital expenditures are picking up. 
GDP may rise 2.5% or more this year, 
while corporate earnings are on pace to 
increase nearly 20%. The flip side of the 
picture is valuations: They’re not excessive 
given underlying earnings, but they’re not 
cheap. I’m optimistic about the U.S.-based 
companies in my portfolios, which have 
solid balance sheets and good cash flow. 
But valuation levels make the U.S. market 
less compelling compared with others 
around the world.

What are your thoughts on the 
technology sector, which has surged 
this year?

I build my portfolios company by 
company with a focus on their long-
run prospects, and a number of tech 
companies have good business models 
with significant cash flow generation. 
I believe tech is going to continue to 
bring sweeping changes to society and 
the business world, many of which we 
can’t envision today. I try to assess how 
a company is going to be affected by 
that: Will it be a disrupter or will it be 
susceptible to disruption? One of the 
attractive features of tech companies 
is they’ve acquired a range of smaller 
companies across different business 
lines. Leading companies will continue 
to diversify, which should put them in a 
position to benefit from innovative trends 
as they emerge.

Given your caution about the U.S., 
what is your outlook for overseas 
economies?

I always try to determine where future 
growth is going to come from. Despite 
the weakness this year in non-U.S. 
markets, I believe more opportunities will 
come from overseas than from the U.S. 

Over the next two years, I would expect to 
own fewer U.S.-domiciled companies in 
the portfolios I manage than I do now and 
more from elsewhere.

A market I’ve been investing in a bit more 
has been Japan. After years of relative 
stagnation, some hopeful economic 
signs are emerging. We’re seeing some 
inflation and wage increases. Companies 
are starting to talk about being able 
to pass on cost increases, which is the 
first time in a while we’ve heard that. 
The market is pretty attractive from a 
valuation standpoint, and management 
teams are more focused on shareholder 
returns than they’ve been in the past. 
As for sectors, there’s global demand 
for automation equipment, and a 
number of Japanese companies are 
very competitive. The household and 
personal care sector is also attractive, 
with companies that have been growing 
outside Japan now getting a boost from 
the domestic market. The trade friction 
between the U.S. and China has been an 
overhang on all markets and may provide 
opportunities to add to high-quality 
companies in Japan.

The Chinese stock market has fallen 
this year as the economy has slowed.
Is this a cause for concern?

The economy is softening. GDP forecasts 
are being reduced, and earnings are 
being revised downward for this year 
and next. It’s partly due to trade friction, 
but the consumer sector has been 
affected by the drop in stock prices and 
some liquidity issues in the property 
market. However, I think this is a short-
term phenomenon: the long-term 
consumption profile looks very attractive. 
China has 400 million millennials, and 
a portion of this group already have 
apartments and are mortgage-free. They 
have a lot of disposable income and, 
unlike prior generations, they are willing 
to consume rather than just save.

They’re spending on a range of items, 
including many that are made by Chinese 
companies — cosmetics, air conditioners, 
microwaves. That’s an emerging trend 
that we’re really focused on. Many 
domestic companies are moving up the 
quality scale, and their prices are lower 
than multinational competitors. Capital 
Group analysts are seeing some really 
interesting Chinese companies.

The other big question involving 
China is the specter of a protracted 
showdown over trade. Do you envision 
that happening?

Trade tensions have really been 
aggravated by Beijing’s Made in China 
2025 initiative, which outlines its plan to 
become a dominant force in key areas 
such as robotics, automation, artificial 
intelligence, energy-efficient cars and 
biotech. It was a big wake-up call for 
the U.S. China doesn’t want to just be a 
participant in these industries; it wants 
to be the global leader. At this point, it’s 
impossible to predict how this will
play out.

The threat of escalating tensions is 
clearly affecting the Chinese market 
and others globally. It doesn’t seem to 
be affecting the U.S. market, probably 
because of all that’s going right in our 
economy at the moment. Moving forward, 
though, this could be very negative for 
consumers in both countries, as tariffs 
lead to higher product prices. This will 
have an economic impact if it continues. 
Analysts across our firm have been doing 
a lot of research into how companies we 
hold would be affected, and portfolio 
managers will make adjustments as they 
deem necessary.

5

27 YEARS IN PROFESSION
19 YEARS WITH CAPITAL GROUP
Noriko Chen is a Capital Group equity 
portfolio manager and a member of the 
company’s management committee. In 
this interview, she shares her thoughts 
on the U.S. and international economies. 
She also examines some of the unfolding 
trends that could affect the global 
economy and financial markets in the next 
few years.

Equity Portfolio Manager

Noriko Chen
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JULIEN GAERTNER 
Julien is a Capital Group equity analyst 
covering technology companies, many 
of which use subscription models. He 
has been at the firm since 2011.

ANALYST PERSPECTIVES

What basic feature do cable companies, cell service providers and 
newspapers have in common? It’s probably not hard to guess that 
they’re all subscription-based. How about providers of enterprise 
software, cloud computing, discount retail and even financial data? 
Perhaps surprisingly, the answer’s the same. Despite being in divergent 
industries, they all rely on subscriptions as either an elemental source of 
revenue or a potentially fast-growing component of it.

For decades, subscriptions have been used by a handful of industries with regularly 
recurring sales. But like an aging factory reimagined for a new era, the subscription 
paradigm is getting a modern-day makeover as a growing number of both consumers 
and industries embrace it. Consumers appreciate the convenience — no more 
trudging to rent a DVD when they can stream a video — while businesses prize such 
advantages as predictable sales.

C A P I TA L G R O U P  P R I VAT E  C L I E N T S E R V I C E S
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By their very nature, subscriptions are “sticky.” That is, they 
typically renew automatically every month unless a customer 
actively dumps the service. And even if canceling requires 
only minimal time and energy, it can create a potent inertia. It’s 
easier, after all, for users to justify a small charge on a credit 
card for a service they may use next week or next month. The 
result for companies: highly dependable revenue streams 
and better visibility when making projections. The model also 
decreases the risk of customers picking and choosing product 
upgrades — for example, skipping minor tweaks while awaiting 
major product-cycle changeovers.

Of course, cancellations are an unavoidable part of the 
subscription business model and customers can be fickle. 
And given past criticism of Byzantine cancellation policies, 
companies have been forced to simplify the process of 
dropping their services. Nevertheless, one study estimates that 
the subscription e-commerce market has ballooned more than 
100% annually over the past five years. In terms of earnings 
quality and predictability, the subscription model is very 
compelling and I believe the outlook is promising for
well-run businesses. 

Subscriptions are becoming a fixture in modern life.

Several factors are driving the rise of subscriptions, including 
shifting demographics and evolving consumer tastes. Aside 
from the convenience, consumers like the immediate access, 
low prices and automatic replenishment, with shaving products 
or face creams reliably showing up on their doorsteps
every month.

Such lures are behind the growth of better-known services 
such as Amazon Prime, Netflix, Spotify and Dollar Shave 

Club. Amazon Prime, for example, has more than 100 million 
members globally; Netflix tops 130 million. Other popular 
offerings include food delivery and memberships in discount 
warehouse clubs. Among younger audiences, video game, 
cosmetics and clothing services are growing.

Even some airlines and car companies have seized on the 
concept. Surf Air, a small airline based in Southern California, 
sells membership packages, including an all-you-can-fly option. 
Several automakers are experimenting as well. In contrast 
to traditional lease packages, subscriptions typically cover 
all aspects of driving, including insurance, maintenance and 
registration. Some packages even allow motorists to switch 
among vehicles. The ride-sharing industry has reportedly 
experimented with subscription options that include a 
combination of fees and per-ride charges for travel between, 
for example, a passenger’s home and work.

Subscriptions give businesses a direct line to their customers.

Beyond stickiness, subscription models have other benefits 
for companies, including the ability to interact directly with 
consumers. Rather than shipping goods to retail stores that 
sell to end users, subscription operators can gather customer 
feedback quickly and efficiently — gauging, say, the reaction to 
a new feature or offering. Such real-time data helps companies 
make continual improvements that can boost market share. 

Many of today’s subscriptions, including streaming video and 
financial data, are for electronic rather than physical products. 
That frees businesses of the uncertainty involved in selling 
goods. Even the most diligent sales projections can be wrong, 
stranding businesses with pallets full of unsold items.

Though many subscriptions are centered around consumer 
products, the model is also growing among business-to-
business services. This is particularly true among “software as 
a service” providers — a broad grouping of companies offering 
enterprise software, customer relationship software and cloud 
computing. These businesses typically charge monthly fees 
based on factors such as the number of users or features 
offered. Likewise, securities exchanges and financial businesses 
sell data mining and related services analyzing economic or 
market patterns. The subscriptions normally entail multiyear 
contracts and annual price increases.

Of course, there are risks. Acquiring new customers is 
expensive, and companies are under constant pressure to 
improve their offerings to maintain market share. Customer 
churn can be high for some types of businesses. And given the 
prospects for the subscription model, the valuations of some 
leading companies are lofty. 

Still, I believe the long-run appeal of subscriptions is significant 
for companies with formidable market share and strong 
renewal rates. Extremely powerful business models are 
emerging, and this should be a promising area for
long-term investing.

Source: Statista.

AMAZON PRIME SUBSCRIPTIONS HAVE 
NEARLY QUADRUPLED SINCE 2014
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I’ve been fortunate to learn 
many lessons in my nearly two 
decades as a biopharmaceutical 
analyst. Naturally, many of 
these have centered around 
scientific issues, given the range 
of discoveries in recent years. 
Among other breakthroughs, 
we’ve seen the mapping of the 
human genome, the emergence 
of immunotherapies and the 
introduction of varied treatments 
for a host of ailments.

One of the most useful nuggets I’ve 
gleaned is also one of the simplest: 
Always walk in the patient’s shoes. 
In other words, make sure any new 
treatment has unmistakable patient 
benefits and a clearly defined clinical 
rationale. To put it another way, I 
always ask myself, “Is the drug safe 
and effective, and would I take it 
myself?” These basic questions serve 
as an investment compass that helps 
distinguish between medications with 
genuine cutting-edge potential that are 
likely to be popular with patients and 

valuable for companies, and second-
tier copycat drugs, which typically have 
limited patient and commercial appeal.

This litmus test is more important than 
ever as the biopharma industry and 
payers try to gauge what any new 
therapy is worth. I am constructive on 
the industry’s prospects in light of the 
wide breadth of pioneering research 
underway. Many of the treatments 
currently in development have 
enormous potential to improve patient 
lives. These medical advances are 
made possible in part by technological 
progress that has streamlined the 
research process. These include the 
growing sophistication of artificial 
intelligence, the rollout of faster and 
more powerful computers, and an 
improved understanding of biomarkers 
and genetics.

Nevertheless, medical research is 
inherently uncertain. Not all treatments 
will succeed, and there are sure to 
be false starts and dead ends along 
the way. It’s essential to be discerning 

SKYE DRYNAN
Skye is an equity analyst covering the 
biopharmaceutical industry. She has 19 
years of investment experience and has 
been with Capital Group since 2008.

ANALYST PERSPECTIVES
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when evaluating research and making 
investment decisions. Below, I identify 
some of the investment themes that I 
believe will be central to the biopharma 
industry today and in the future.

It’s essential to differentiate between 
the haves and the have-nots.

Aside from clinical breakthroughs, 
a key dynamic shaping the medical 
industry is tougher scrutiny from 
insurance companies. Insurers will pay 
for treatments with proven efficacy, 
but they’re increasingly recoiling at 

the notion of subsidizing ineffective or 
inconsequential medicines. That has 
forced many businesses to prioritize 
research and development in hopes of 
standing out from the crowd.

Companies that successfully innovate 
have several advantages, including the 
ability to become the standard against 
which rivals’ products are judged. Such 
first-mover status acts as a moat of sorts, 
deterring competitors from venturing 
into certain areas for fear of plowing 
time and money into a race where their 
chief rival is far ahead. By comparison, 
companies with productive research 
pipelines tend to have “scarcity value” 
and can wield heightened pricing power 
— a particularly appealing attribute given 
the spotlight on drug pricing. In some 
cases, medications have applicability 
across multiple diseases, creating the 
possibility of long-lasting franchises or 
what I call a pipeline within a pipeline for 
a single asset.

In an effort to identify potential 
breakthrough therapies, I travel to many 
medical conferences and meet with 
companies and researchers around 
the world. Over the years, I have 
worked hard to develop a network of 
contacts who are important resources in 
navigating fast-moving clinical advances. 
Though understanding medical issues 
lies at the heart of my research, I try to 
interpret all sorts of signals. For example, 
a typically upbeat clinician who’s 
optimistic about a new drug may not 
be noteworthy, but it can be very telling 
when a generally pessimistic researcher 
expresses optimism.

As for specific areas of research, 
immuno-oncology remains one of 
the more promising. As the name 
implies, immuno-oncology marshals 
the human body’s own immune system 
to fight cancer. It can enhance or be 
preferable to conventional treatments 
such as chemotherapy in several ways, 
including the ability to battle multiple 
forms of the illness with potentially 
higher success rates. Some immuno-
oncology treatments have fallen short of 
projections, and there is more work to 
do to determine which types of patients 
are likely to benefit most from these 
advances. However, some companies 

have made clear progress in developing 
building-block therapies that can form 
the backbone of future treatments.

Mergers are likely to be a dominant 
force throughout the drug industry.

The gap between the haves and the have-
nots is amping up pressure on businesses 
with poorly stocked drug pipelines to 
acquire more-fruitful rivals. Over the 
past year, there have been a number of 
moderately sized mergers as companies 
sought to fill voids in their research 
lineups. I expect those types of deals to 
continue. It remains to be seen whether 
the industry will supplement these “bolt-
on” deals with larger acquisitions, as 
there is less appetite for mergers driven 
largely by cost synergies. I am particularly 
upbeat about the prospects for some 
midsize companies, especially those with 
an oncology and rare-disease focus. They 
have ample room to grow organically if 
they’re not acquired by bigger players in 
the interim.

Large-cap biopharma companies have 
benefited from last year’s rewrite of the 
tax code. With global pricing scrutiny 
and pressure to innovate, they have 
eschewed large, synergy-driven M&A 
for the time being. Instead, some have 
begun to return capital to shareholders 
via dividend hikes and share repurchases, 
and I expect others to follow.

This is a time of significant promise for 
the biopharma sector, with businesses 
competing to roll out a new generation 
of treatments for an array of diseases. 
Though there is clearly a lot of potential 
in the sector, identifying the eventual 
winners requires a firm grasp of the 
science. It’s also important to be able 
to make sense of sometimes conflicting 
strands of clinical data and to have a 
strong knowledge of the global pricing 
environment. It is an exciting time to be 
investing in this dynamic sector.

Pictured at left: Capital Group analyst 
Skye Drynan inside the lab of a major 
biotechnology company, speaking 
directly with scientists about their 
latest findings and innovations.

This is a time of significant  
promise for the biopharma 
sector, with businesses 
competing to roll out a new 
generation of treatments for 
an array of diseases.

BIOPHARMA RESEARCH 
SPENDING IS ON
THE RISE

Source: Pharmaceutical Research and Manufacturers 
of America.
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KENT W.B. CHAN

Kent is a Capital Group equity 
investment specialist. He has 26 years 
of investment experience and has been 
with the firm since 2015.

Until recently, the developing world was firing on all cylinders.
The blend of synchronized global growth, buoyant commodity prices 
and excitement over Chinese internet giants drove emerging-market 
equities significantly higher in 2016 and 2017. This year, investor 
sentiment has been chilled by the collective impact of rising U.S. interest 
rates, a strengthening dollar, consternation over global trade relations 
and the financial infirmities of countries such as Turkey.

All these issues are important, but they risk distorting the larger picture, which is 
that the underlying backdrop for the emerging markets continues to be favorable. 
Economic fundamentals in major markets such as China and India remain intact, as 
do conditions in leading industries, including technology and health care. Corporate 
earnings are projected to rise by double digits in 2019, and I remain optimistic given 
the outlook for continued global growth.

Of course, investing outside the United States involves risks — such as currency 
fluctuations, periods of illiquidity and price volatility — which may be heightened 

ANALYST PERSPECTIVES

Despite Near-Term
Challenges, Emerging 
Markets Hold
Significant Promise

Pictured above: Skyscrapers piercing 
the clouds in Shanghai, China.
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in developing countries. Market 
volatility is likely to remain elevated, 
especially after a two-year rally in 
which the MSCI Emerging Markets 
Index nearly doubled. Still, long-term 
trends remain encouraging. Growing 
smartphone usage, internet penetration 
and mobile commerce are helping to 
underpin consumption, while youthful 
populations are feeding the steady 
expansion of the developing world’s 
middle class. Although I don’t have 
portfolio management responsibilities, 
the managers I work with believe there 
are compelling opportunities in selected 
companies and industries whose 
valuations have become more attractive 
as prices have receded.

Rising U.S. interest rates may not 
undermine emerging markets.

The outlook for the emerging markets has 
been muddied by rising U.S. interest rates 
and the resulting strength of the dollar. 
Federal Reserve rate hikes have drawn 
money to the U.S. and pushed up the
value of the dollar, making it harder for 
foreign governments and corporations 
to service dollar-denominated debt. 
Developing nations can respond with 
rate hikes of their own, but at the risk of 
suffocating their economies if their own 
currencies appreciate.

Despite the reflexive fear that rate hikes 
will hammer the developing world, history 
shows they aren’t necessarily foreboding. 
There have been four previous Fed 
tightening cycles over the past 30 years. 
In three of those cases, emerging-market 
returns were positive on an annualized 
basis. Our fixed-income investment team 
expects the current round of rate hikes to 
remain modest and gradual, minimizing the 
emerging-economy fallout. Furthermore, 
Capital Group’s currency analyst believes 
the surge in the dollar over the past year 
makes it doubtful that another big jump
lies ahead.

The emerging-market picture has also been 
clouded by China, which has reached a late 
stage of its economic cycle. In the second 
quarter, the economy grew at its softest 
pace since 2016, and Capital Group’s China 
economist expects a further slowing. This 
is being aggravated by the specter of a 
prolonged trade dispute with the U.S.
But the Chinese economy is still one of 

the fastest growing in the world. The 
nation’s size, technology prowess and 
burgeoning wealth mean there will always 
be pockets of investment opportunity. 
China continues to diversify its economic 
base beyond its investment and heavy-
industrial roots, and President Xi Jinping 
is pushing hard for quality economic 
growth. Corporate and government debt 
remain perennial concerns, but total 
leverage appears to have peaked.

Emerging-market sentiment has recently 
been hurt by economic fissures in Turkey, 
Brazil and Argentina. Such flare-ups 
have sparked fear of a wider contagion, 
echoing crises of the past in which 
stresses in one country leached through 
the developing world. However, many of 
the current ailments are country-specific 
— often, self-inflicted — and unlikely to 
spill beyond national borders. Turkey, for 
example, is saddled with monstrous debt, 
a towering current account deficit and 
rampant inflation, but much of that stems 
from governmental mismanagement. 
On the whole, developing economies 
are far more adept at sidestepping the 
tripwires that set off past crises. Their 
economies are more balanced, and in 
many cases their economic fundamentals 
are improving.

The emerging markets have 
significantly matured.

The “emerging market” moniker makes it 
easy to overlook the economic progress 
of many countries. Though some

nations remain vulnerable to commodity-
related swings, others have made 
enormous developmental strides. This 
is shown clearly in the diminishing role 
of commodities in the MSCI Emerging 
Markets Index. Fifteen years ago, 
materials and commodities made up 
about 30% of the index; they’re half that 
level today. Technology has filled much of 
the void — it’s about 30%, up from roughly 
5%. The balance of power has shifted 
to Asian technology and consumer 
discretionary companies, some of which 
are now the biggest components of 
the index. As the middle class expands 
and the emerging markets increasingly 
come to resemble their developed-world 
counterparts, investment opportunities 
should continue to materialize in areas 
such as tech, health care and
consumer spending.

Overall, the emerging world is a 
collection of diverse countries at varying 
stages of economic maturity and
political stability. That makes it 
somewhat difficult to classify them as a 
single homogenous group. Their well-
documented trouble spots underscore 
the importance of selectivity when 
making investment decisions, particularly 
as valuations contract.

But with strong corporate profitability, 
improving debt measures and attractive 
valuations, there are compelling 
opportunities for long-term investors.

1 1

Source: MSCI, RIMES. Compares the relative valuation of EM stocks to developed-world stocks, using the forward 12-month
price-earnings ratios of the MSCI World and MSCI Emerging Markets indexes. As of August 31, 2018. Based in USD.

EMERGING-MARKET STOCKS ARE TRADING AT A
SIGNIFICANT DISCOUNT TO THE WORLD INDEX
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AARON PETERSEN
Aaron is a wealth research specialist covering 
planning topics relevant to high-net-worth 
investors. He has 18 years of investment 
experience and has been with Capital Group 
since 2000.

Two of the more common 
questions I get from clients 
these days go something like 
this: What’s your take on socially 
responsible investing, and do 
you offer this service at Capital 
Group? It’s not surprising that 
this subject has started to come 
up, given the widespread interest 
it is receiving in the media and 
elsewhere. Though socially 
conscious investing has existed in 
various forms for years, growing 
awareness of the topic has both 
increased attention and bred a 
bit of confusion, because people 
often mean different things when 
they use the term.

Broadly speaking, “socially conscious 
investing” is an umbrella phrase 
encompassing an array of concepts, 
including ethical investing, impact 
investing and mission-based investing. 
Recently, these strategies have been 
grouped under the broad banner of 
ESG, which stands for “environmental, 
social and governance.” ESG refers to 
a set of measures intended to assess 
and monitor long-term sustainability. 
These include quantifiable financial and 
nonfinancial barometers, such as carbon 
emissions and executive compensation, 
as well as qualitative indicators such as 
perceived ethics.

Though the heightened public focus 
is fairly new, at Capital Group we’ve 
always considered these factors as 
part of our overall in-depth analytical 
process. Now, let me be clear, we 
don’t base investment decisions solely 
on ESG factors. But clients are often 
surprised when we tell them that 
social responsibility has long been an 
important aspect we take into account. 
In fact, we view ESG as essential to

long-term value creation, and we use 
it as a fundamental element of our 
research and decision-making process. 

Our core mission as an asset manager 
is to improve clients’ lives through 
successful investing. That involves 
analyzing a variety of long-term 
dynamics, including regulations, societal 
shifts, use of natural resources and 
other prominent ESG factors. Simply 
put, we believe that companies working 
ethically, sustainably and responsibly 
tend to be appealing long-term 
investments. By contrast, those that cut 
corners can subject themselves to
value-destroying risks.

For that reason, we don’t separate ESG 
from the rest of our investment process, 
as some asset managers do. On the 
contrary, we assess ESG alongside a 
host of financial data and other metrics. 
For companies in which we invest, we 
emphasize engagement rather than 
exclusion, believing that the optimal 
way to bring about change is to have 
a proverbial seat at the table, where 
we are able to encourage corporate 
managements to adopt best practices 
for their businesses, employees and the 
greater good. In other words, we discuss 
a variety of topics with management 
teams, including ethical business 
practices and the impact of a company’s 
products and operations on society and 
the environment.

ESG is integrated throughout our
investment process.

Our equity and fixed-income portfolio 
managers and analysts travel extensively 
to meet not only with CEOs and their 
management teams but also with suppliers, 
regulators and customers to gain insight 
into the unique factors affecting businesses.

Our analysts develop investment 
convictions through an elaborate in-
house assessment of long-term risks and 
opportunities that naturally reflects ESG 
considerations. Our team then distills 
key factors that become the focus of 
subsequent assessment. 

Finally, we engage with management 
teams and regularly broach key issues 
with them. Capital Group analysts had 

WEALTH PERSPECTIVES

Our
Distinctive 
Approach to 
Sustainable 
Investing
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12,400 face-to-face meetings with 
companies last year. When ESG-related 
concerns arise, we believe we can affect 
a company’s behavior simply by the 
questions we ask in these meetings. 
Companies that are not sufficiently 
attuned to these issues raise a red flag 
with us. In some cases, we may vote 
against management policies during 
proxy season, detailing our reasoning to 
the company.

Capital Group overall has 21 in-house 
governance and proxy associates 
worldwide, plus a dedicated global 
ESG investment director in London. We 
exercised our proxy vote 2,500 times in 
fiscal year 2018.

Capital Group is a member of several 
industry organizations, including the 
International Corporate Governance 
Network (ICGN) and the Council 
of Institutional Investors. We have 
been a signatory to the Principles 
for Responsible Investment since 
2010. Capital’s vice chairman, Robert 
W. Lovelace, is a member of the 
Sustainability Accounting Standards 
Board’s Investor Advisory Group, which 
comprises leading asset owners and 
asset managers.

We can tailor client portfolios to
specific ESG standards.

Though corporate governance and 
the sustainability of business models 
are among the factors we inherently 
consider to be key drivers of investment 
returns, certain clients ask that we go 
further by applying specific restrictions 
on investing in the types of securities 
they find to be inconsistent with their 
values. Given our ability to highly 
customize portfolios within Capital 
Group Private Client Services, we are 
able to do this. 

By applying certain ESG screens to 
separately managed accounts, we allow 
clients to incorporate their specific ethical 
objectives into our global investment 
process. This allows them to avoid 
holding companies in certain industries 
or sectors, such as tobacco or gambling, 
based on their personal preferences.  

Capital Group will continue to integrate 
ESG throughout its research and 
decision-making process. Given the 
rising importance of these issues, ESG 
will likely become more widespread 
throughout the investment world. To 
us, ESG is not a separate process but 
an important ingredient in the long-
term success of our investments on 
behalf of clients. Should you have 
further questions about our investment 
process or ability to customize the ESG 
parameters of your specific portfolio, 
don’t hesitate to get in touch with your 
Investment Counselor. 

QUARTERLY INSIGHTS    FALL 2018

Simply put, we believe 
that companies working 
ethically, sustainably 
and responsibly tend to 
be appealing long-term 
investments.
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CLIENT PROFILE

The sporting world has produced any number of time-honored quotes, from Vince Lombardi’s emphatic 
“Winners never quit” to Al Michaels’s breathless “Do you believe in miracles?” But few catchphrases have 
become more indelible than the weekly incantation that opened ABC’s long-running Wide World of Sports: 
“The thrill of victory and the agony of defeat.”

As a Wide World of Sports (WWS) producer and director for most of the program’s 37-year run, Doug Wilson had an up close and 
personal view of both the early era of televised sports and some of its most enduring luminaries. He worked alongside TV legends 
Roone Arledge and Howard Cosell and sports icons such as Muhammad Ali, Peggy Fleming and Arthur Ashe. Wilson, a longtime 
client of Capital Group Private Client Services, has collected his experiences in a book, The World Was Our Stage, which pays tribute 
to many of the stars with whom he worked.

An Eyewitness Account of the 
Golden Era of TV Sports
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Wilson recently shared his favorite 
memories from this period and some of 
the lessons he learned along the way.

Storytelling became part of TV sports.

Wilson graduated from Colgate 
University in 1957 and worked as an 
NBC page before landing at ABC’s 
WWS as an associate director in 1963. 
He had developed a love of sports as a 
youngster growing up on Long Island, 
and he’d learned about the importance 
of financial responsibility from his father, 
who worked in the banking industry. It 
was a lesson drummed home repeatedly 
over the years by heartrending stories 
of highly paid athletes who had 
mismanaged their finances.

“I saw athletes who frittered away what 
they earned,” Wilson recalls. “They didn’t 
know how to handle the money.” This 
was one of the reasons he recognized 
the need for professional wealth 
management in his own life.

Two years after WWS launched, Wilson 
was hired by Arledge, an executive 
bristling with creativity who would 
become a titan of the business. Arledge 
pushed his staff to chronicle the full 
pageantry of an event rather than 
just the game itself. Though it’s now 
commonplace to trumpet the emotional 
buildup of a game and the personalities 
of the athletes, such storytelling was 
novel at the time.

The goal, Wilson says, “was to make 
viewers feel as if they had been yanked 

off the couch and then plopped into a 
front-row seat.”

The charismatic and headstrong Arledge 
was infamous for never returning phone 
calls. When the executive took on the 
additional responsibility of leading ABC’s 
news division, his underlings squawked 
that he now had two offices at which no 
one could reach him. Arledge also had a 
singular strategy for sidestepping cocktail 
party chitchat: He carried two full glasses 
at events so he could wiggle out of a 
conversation on the pretext of delivering 
the second drink to someone else.

Howard Cosell was the same on and 
off the air.

Perhaps the best-known sportscaster 
in history — voted both the most and 
the least popular commentator in the 
same 1970 poll — Cosell was equal parts 
brilliant and vainglorious. He boasted 
of “telling it like it is,” appearing to 
revel as much in the egos he bruised as 

the insights he shared. Though Cosell 
occasionally flashed a softer side, 
his behind-the-scenes persona often 
matched the on-air version. “I’ve often 
been asked what Cosell was like,” Wilson 
laughs. “I can assure you he was the 
same soft-spoken, self-effacing, modest 
fellow you saw on the air.”

Wilson paints an affectionate picture 
of Ali. Despite the boxer’s renowned 
showmanship and braggadocio, Wilson 
relates that Ali asked not to be the center 
of attention at a WWS anniversary show; 
he requested that he be part of a medley 
of athletes rather than singled out for 
praise. “He was actually a very gentle 
guy,” Wilson says.

One of the more touching moments in 
Wilson’s book happened in 1990, when 
his first wife was diagnosed with terminal 
cancer. Retired tennis player Ashe took 
Wilson aside at an event and confided that 

he had contracted AIDS through a blood 
infusion. There was great controversy 
over AIDS at the time, and this encounter 
took place well before Ashe’s diagnosis 
became public. Wilson describes how the 
tennis champion revealed his condition, 
showing empathy for Wilson’s own 
struggle and suggesting books he
found comforting.

“I’ll never forget that moment,” Wilson 
says. “I’ve never been more honored in
my life than by the fact that he took me 
into his confidence.”

By the mid-1980s, a change was underway 
in TV sports. The free-spending era of 
the 1960s and 1970s had given way to 
a more sedate ethos; ABC was sold in 
1985 and its parent company acquired 
by Walt Disney Co. a decade later. Like 
other network sports programs, WWS 
was slowly eclipsed by newly ascendant 
cable TV channels, especially ESPN. The 
upstart channel was a stablemate of ABC 
Sports within Disney, but the ABC Sports 
brand was eventually dropped in favor 
of the ESPN nameplate. Thanks partly 
to the legacy Wilson helped create, TV 
sports were bigger than ever by the time 
he retired in 2008, after 50 years at the 
network. And though Wilson admits to 
missing the romance of the early days, 
the now-83-year-old is grateful for his 
experiences in such a dynamic industry.

“Just by showing up for work,” he writes, 
“I regularly saw people do extraordinary 
things.”

Above: Doug Wilson says Muhammad Ali was “a very gentle 
guy,” despite his on-air persona.

Above: Doug Wilson poses with figure skating champion
Peggy Fleming, who became a close personal friend.

“Just by showing up for 
work, I regularly saw people 
do extraordinary things.”

— Doug Wilson
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LIFE ENHANCEMENTS

Although many fancy themselves 
wine experts, fewer than 300 
people around the world have 
enough knowledge to be deemed 
master sommeliers. Earning 
this designation is a grueling 
process that involves passing 
a range of extremely difficult 
tests, as depicted in the 2012 
documentary Somm. Your wine 
knowledge has to be so good that 
you can name the varietal, vintage 
and even specific winemaker in a 
blind tasting.

Melissa Monosoff is among only two 
dozen women who hold the master 
sommelier title. In addition to serving 
as a restaurant consultant, she’s director 
of education for the Court of Master 
Sommeliers, which administers the test 
and awards the diploma. She’s also the 
author of a new book appropriately titled 
Stuff Every Wine Snob Should Know.

To make good wine selections, Monosoff 
says, it’s important to abandon any 
preconceived notions and allow yourself 
to experiment to get a good sense of 
what your palate prefers. “Lots of people 
assume they should order a fresh bottle 
when they go to a fine restaurant, but 
that’s a big commitment,” she observes. 
“I often recommend trying a glass or two 
instead. A good restaurant takes pride in 

putting its glass selections together, and 
you might be surprised by the quality.”

How do you know whether a glass or 
bottle is good? Monosoff says there’s 
no need to put the wine in your mouth. 
“It all comes down to your nose,” she 
insists. A lot of people like to do an 
impressive swirl before tasting, which 
Monosoff admits looks cool. But when 
this master sommelier orders a bottle, 
she refuses the tasting and just smells 
the wine. “Granted, there’s both a 
subjective and an objective assessment,” 
she says. “The subjective part is that 
you don’t like the taste for whatever 
reason. That’s important to know, since 
it can help inform what you order in 
the future. But the objective part has to 
do with how the wine smells. Humans 
are built to detect aromas for danger, 
and if something doesn’t smell right, 
it’s possible the wine was corked [a 
technical term to describe an error in the 
bottling process in which the cork comes 
into contact with chlorine molecules, 
creating a smell of bleach or mold]. As I 
always say, your nose knows.”

Monosoff notes that more than 90% 
of the wine on store shelves today is 
ready to drink immediately; only a small 
percentage of what’s produced is meant 
to be aged for long periods of time. 
“Certain regions in France — Bordeaux, 
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Burgundy and the Loire Valley — are 
actually best after five years and, in 
some cases, may age for up to 20 and 
some even 50 years,” she says. “Certain 
types of wine with high acidity, like 
Champagne, can age for quite some 
time, too. But generally speaking, these 
wines aren’t released to the store until 
they are ready to be enjoyed.”

Contrary to popular belief, you don’t 
need a fancy refrigerator to keep your 
wine in good shape before you drink 
it. “The secret, really, is to store the 
wine somewhere cool in the house 
that doesn’t fluctuate in temperature,” 
Monosoff advises.      “A wine refrigerator 
is a good solution, but a cool closet 
can be just as effective.” The best 
temperature is a constant 50 to 60 
degrees Fahrenheit.

How do you go about discovering a 
great new bottle of wine? Monosoff 
generally doesn’t pay much attention 
to reviews — they represent just one 
person’s opinion, and the critic’s tastes 
may be very different from hers. That’s 
why she also avoids most wine clubs. 
Instead, she recommends that you 
note the types of wines you like and 
the specific attributes you prefer. Then 
describe those to a sommelier or wine 
store clerk so you can get targeted 
recommendations. “You should never 
base your decision on price alone,” 
she warns. “Price can be an indication 
of whether a wine was made by a 
small producer with a limited amount 
of grapes or whether it was aged in 
oak barrels. But beyond that, price is 
about supply and demand, not taste 
and quality. That’s why I tell people to 
develop a vocabulary to describe what 
they like. Do you want a dry, crisp and 
refreshing white or a rich, big, bold red 
on the sweeter side? All wines can be 
broken down into these categories, and 
any knowledgeable sommelier should 
be able to steer you to appropriate 
recommendations based on these 
characteristics.” 

Wine is best enjoyed with food.

Though some people enjoy sipping 
wine on its own, Monosoff believes wine 
goes better with food because that can 
dramatically change how it tastes. “The 

different components of the food affect 
the wine’s flavor,” she notes. When it 
comes to deciding which wine to serve 
or enjoy with a particular meal, Monosoff 
abides by a simple rule: What grows 
together goes together. “There’s a 
reason soft pasta with red sauce is best 
paired with a great wine from Tuscany,” 
she says. “In Europe, they make their 
wine to go with their food, and vice 
versa. You’ll never see a French person 
sit down to a meal without wine.” 

Monosoff also recommends pairing your 
wine with the most flavorful part of the 
meal. “If you’re trying to decide what 
to serve for Thanksgiving, for instance, 
don’t match the wine to the turkey,” she 
advises. “Instead, Thanksgiving dinner 
is all about the sides — cranberry sauce, 
sweet potatoes with marshmallows, 
fried onions and so forth. These types 
of dishes are best paired with a sweeter 
wine, like a California zinfandel or a 
pinot grigio. You want something that 
has body, richness and a little bit of 
residual sugar.” Another tip: Don’t pair 
dry wine with dry food. “That will make 
the wine taste so dry it will almost be 
unpalatable,” she says.

In terms of what’s especially good right 
now, Monosoff recommends some of the 
Greek wines coming to market. “They 
are an amazing value, since people 
haven’t discovered them yet,” she 
shares. “The Greek reds combine a fruity 
character and earthiness, and they also 
produce very crisp whites.” In addition, 
she favors red wines from New Zealand 
and sparkling varieties from South 
Africa, Argentina and Tasmania. “They 
are a little richer and have a more fruity 
character, which feels a little lighter and 
fresher with all of those bubbles,” says 
Monosoff, who also suggests red blends, 
particularly those from California.

Personally, Monosoff usually prefers 
beer with her holiday meals (beer is 
another area of expertise for the master 
sommelier). “With beer, it’s all about 
hops,” she says. “I drink a lot of crisp, 
lager-style beers. Pilsner is definitely 
my favorite — it’s crisp, refreshing and 
hoppy. But Belgian beers are perfect for 
Thanksgiving, since they have a sweet 
and mouthy character.”

Acidity – Acidity in wine activates the 
salivary glands and creates a sour 
or tart sensation and an enlivening, 
refreshing and crisp quality.

Bitter – A taste sensation caused
by the tannins in grapes.

Body – The sensation or perception 
of the weight of wine on the palate; 
it can be described as light, medium 
or full.

Complex – Describes a wine that 
exhibits many aromas and flavors.

Corked – A term for wine that has
a musty, moldy, cardboard or 
chlorine smell or flavor caused
by a defective cork.

Dry – Used to describe wine
with little or no residual sugar;
the opposite of sweet.

Earthy – Used to describe wine
with an aroma or flavor of soil.

Fruity – Imparting aromas and 
flavors of fresh fruit.

Oaky – Denotes smells and flavors 
of vanilla, baking spices, coconut, 
mocha or dill.

Spicy – Odors and flavors 
reminiscent of black pepper, bay 
leaf, curry powder, baking spices, 
oregano, rosemary, thyme, saffron
or paprika.

Sweet – Describes wine with a 
perceptible sugar content.

 From the book Stuff Every Wine Snob 
Should Know by Melissa Monosoff

TERMS EVERY
WINE SNOB 
SHOULD KNOW
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AUTHOR INTERVIEW
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Have you ever wondered why some people get all the lucky breaks in 
life? Turns out, it’s not just chance, according to author Janice Kaplan.
She lays out the formula for finding good fortune in her new book,
How Luck Happens. 

After publishing her previous best-seller, The Gratitude Diaries, Kaplan was struck 
by the response from readers who were amazed to see how much of their lives was 
actually under their control. That got her thinking about the one thing most people 
consider to be pretty random — luck.

Kaplan joined forces with Barnaby Marsh, a scholar and expert on risk-taking, to begin 
researching the topic. To her surprise, she discovered it’s possible to live a very lucky 
life once you understand the science and techniques needed to create it.

Below, she shares some of those secrets and reveals how to pass luck on to your kids. 

Is there really such a thing as luck?

Some people use “luck” to mean something random that occurs, but real luck 
doesn’t just fall from the sky. We look at luck as having three strands. One is 
indeed random chance, which you can’t really control. But the other two are 
talent and hard work. By talent, we mean a whole bucket of things, like seizing 
possibility and being on the lookout for opportunities. And hard work is just 
that. When you put talent and hard work together, you don’t have to worry so 
much about random chance. 

In other words, we can all create our own luck?

Absolutely. As we interviewed people for the book, we constantly heard 
things like, “My whole career turned around when I got a lucky break.” But 
when we took a couple of steps back to hear the story, we found that this 
“luck” came about because of talent and hard work. One entrepreneur 
we met talked about how his entire company was built on the random 
chance of being seated next to an investor at a charity event. That led to 
an investment that helped turn his company into a $100 million business. 
Sounds pretty lucky, but when we dug into the details, we realized the 
entrepreneur signed up for the charity event in the first place because he 
knew this guy would be there. And he networked in advance in order to 
get seated next to him. 

Indeed, you point out that making connections is a powerful 
way to build bridges to luck.

Luck in your life is often based on the actions of other 
people. We are rarely able to do everything alone. 
But here’s what’s interesting: We normally think that 
those who are closest to us are in the best position 
to help us create luck. It turns out it’s usually the 

1 8



people in the next circle beyond that, 
those we know more casually, who are 
the most crucial. One reason is our inner 
circle often knows the same connections 
we do. Expanding your universe to those 
weaker ties is a great way to make luck. 

What are some other ways to position 
ourselves for better luck?

One is to zig when others zag, which 
means doing things slightly differently 
from everyone else. Often, we think that 
if we just go along on the beaten path, 
we’re going to succeed. Sometimes 
that is true. But over and over again, we 
encountered people who just took a 
chance, went in a different direction and 
tried something new. Another important 
quality for luck is optimism. Negative 
people tend to get caught up in the 
place where they are. They can only see 
the hole where they’re standing and 
don’t have the vision to understand they 
can get out of it. If you’re negative and 
always looking down, there’s no way to 
create luck and see other possibilities. 
Developing a sense of optimism and 
staying positive is really important. The 
good news is you can change a negative 
mindset to become more positive, 
allowing you to turn around what seems 
like bad luck.

You also talk about skating to where 
the puck will be.

Yes, that draws upon the observation of 
hockey great Wayne Gretzky. He pointed 
out that when someone has the puck, 
your instinct is to skate toward them. But 
what you want to do is go where the puck 
is headed, not where it has already been. 
People tend to go where good luck has 
already happened instead of looking 
ahead to see what’s going to be next. Just 
because success occurred in one place 
before doesn’t mean it will be repeated.

Your book has a chapter on how to get 
lucky in love. Do tell.

Interestingly, that turned out to be our 
most unromantic chapter. The secret, it 
turns out, isn’t finding the “right” person. 
Rather, it’s committing fully to the person 
you do find and then making your mate’s 
needs as important as your own. So the 
secret to a great marriage or relationship 

often isn’t the luck of finding the person 
but in the commitment to make this 
connection work.

Is it possible to raise lucky kids or 
grandkids?

There are lots of ways to do that. Happy 
kids are lucky kids. Introduce them to 
many possibilities, and help them realize 
there’s not just one way to have a lucky or 
happy life. Often, we restrict the dreams 
of our children without realizing it. We 
forget there are multiple definitions 
of success. You can begin to create 
luck in kids when they are toddlers by 
encouraging them to question things, be 
creative and understand that they have 
control over their own lives. Don’t restrict 
their choices and make them fit into 
one particular path. The luckiest kids are 
those who are allowed to explore and be 
different.

Is there such a thing as simply having a 
lucky day?

Random luck certainly occurs, but often 
it’s not as surprising as you think. For 
instance, say you’re walking down the 
street and run into someone you haven’t 
seen in 20 years. You think to yourself, 
“That’s really lucky because what are 
the odds of that?” Well, the odds are 
probably much greater than you realize 
given how many people you know. 

Do you believe in “bad luck”?

Sure, both good and bad random events 
occur. People get ill, they fall down, and 
they can become random victims of many 
things. But your goal should really be to 
make a lucky life for yourself. Once you 
have that vision in mind, it becomes a lot 
easier to turn any bad luck into good. 

Has your luck improved since writing 
the book?

Actually, it has. I’ve become much more 
aware of being able to take control 
and make things happen. Remember, 
what makes us lucky often is a piece of 
information or social connection. Once 
you figure that out, you can make lots of 
luck from within.

How to Create 
Your Own Luck
• Skate to where the puck 

will be

• Connect to the power of 
other people

• Zig when others zag

• Be persistent and        
passionate

• Let your worst moment 
be your luckiest

• Be positive — believe that 
you can make luck

Q U A R T E R LY I N S I G H T S     FA L L  2 0 1 8   1 9



NOTES FROM THE FIELD

Global trends continue to favor aerospace.

The sector has many forces going its way, including steadily 
rising passenger growth, a sizable order backlog for 
new planes, solid management teams and industrywide 
stability. One of the biggest factors boosting the aerospace 
industry is the surging popularity of travel among China’s 
middle class, which is expected to propel growth for the 
foreseeable future. Over the past year, for example, an 
estimated 100 million people across Asia flew for the first 
time. Aside from spurring growth, the emergence of the 
Chinese travel market has also put the industry in a better 
position to withstand economic downturns.

Industrial companies are 
facing inflationary forces 
and labor shortages.

Despite the vibrant U.S. 
economy and strong profit 
margins, the industrials sector 
is confronting some challenges. 
The most immediate revolves 
around inflation. A shortage of 
skilled labor is putting upward 
pressure on wages, while rising 
raw materials costs threaten 
to eat into profits. The outlook 
remains favorable for well-run 
companies with pricing power, 
but selectivity will be critical 
moving forward.

The gaming industry in Macau has significant
room for growth.

The steady rise in disposable income among mainstream 
Asian consumers, coupled with fast growth in the ranks of 
high-net-worth individuals, is expected to underpin growth in 
the Chinese territory. The $33 billion Chinese casino market 
is half the size of the $70 billion Las Vegas market, but it is 
growing 9% a year compared with 4% for its U.S. counterpart. 
Improved infrastructure, including airport, railroad and hotel 
expansions, should boost the number of visitors to Macau 
and prompt vacationers to plan longer excursions.

U.S. sports betting could benefit regional casinos 
and software providers.

The recent Supreme Court decision clearing the way for 
states to offer sports wagering creates opportunities for 
casinos and gaming developers. The market is likely to grow 
slowly as states hammer out regulations and companies 
jockey for market share, but it should expand steadily over 
time. Still, there are some unknowns. For example, will states 
tend to allow on-site gaming but ban online operations, 
which could bolster casino operators? Or will states permit 
electronic gaming, which may favor software providers? 
Another uncertainty surrounds in-game betting, which 
involves wagers on whether a baseball player will get a hit or 
a basketball player will sink a basket. If it catches on, in-game 
betting could significantly boost overall wagering activity.

Strong management is 
boosting the prospects 
for custody banks.

Custody banks offer 
specialized financial 
products such as asset 
management for individuals 
and administrative services 
for institutions. In the past, 
the industry tended to focus 
heavily on gaining market 
share, often through mergers, 
which sometimes weighed 
on profitability. Thanks partly 
to new CEOs and board 
members, the industry has 
made a determined effort 
in recent years to focus on 
operational efficiency and 
shareholder returns. That 
has yielded results as cost 
cutting and improved capital 
allocation have boosted
profit margins.



CLOSING SHOT

Contestants compete in the annual grape 
stomp at the Festival of the Grape in the 
town of Oliver in British Columbia’s 
Okanagan Valley. For a master sommelier’s 
secrets to finding the perfect wine,          
see our story on page 16.
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