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Skate To Where the Puck Is Going 
Allow me to begin this note where I normally end it, and that’s with a heartfelt thank 
you to all of our clients. I appreciate the patience and support you have showed 
during our transition to a new custodial platform, and I am especially grateful for the 
time so many of you took to gather the requisite account documents and personal 
paperwork.

As you know, we began evaluating our custodial tools several years ago amid rapid 
changes in the financial industry. We saw the need for a system that is expressly 
geared to the high-net-worth universe and can grow with clients as their financial 
lives evolve. We believe our new system fits the bill by providing robust functionality, 
improved reporting capability and access to a broad investment platform.

As always, our goal throughout this process was to consider not only the present 
but the future. In that vein, I direct your attention to our interview with Leonard 
Mlodinow on page 24. An accomplished scientist and best-selling author, Dr. 
Mlodinow is our featured speaker at this year’s CapitalTalks events around the 
country. In his latest book, Dr. Mlodinow explores flexible thinking — the ability to 
adapt to change, overcome mental barriers and generate fresh ideas — and explains 
why the vast changes sweeping through our personal and professional lives make it 
more important than ever.

This need to look forward and think differently calls to mind a memorable quote 
from retired hockey star Wayne Gretzky, who observed that a great player skates 
to where the puck is going, not to where it’s been. As a devoted hockey fan who 
played in high school and college, that advice has always resonated with me. And it 
guides us at Capital Group Private Client Services as we work on behalf of clients.

Once again, thank you for your support during our platform transition and for your 
continued confidence and trust in our company.

O P E N I N G  T H O U G H T S

John Armour 
President,  Capital Group

“Adapting to change and 
generating fresh ideas are
more important than ever.

“
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Statements attributed to an individual represent the opinions 
of that individual as of the date published and do not 
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This information is intended to highlight issues and not to be 
comprehensive or to provide advice. The thoughts expressed 
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Above, London Bridge stretches 
across the River Thames in its 
namesake city.
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CURTAINS FOR BREXIT?
A resolution may come

quickly and be less painful 
than feared.



In the trade clash between the U.S. and China, the past 
few months have featured a smidge of everything. 
First, the U.S. uncorked stiffer tariffs. China responded 
with predictable retaliatory measures. Lately, both 
sides have softened their tones. Overall, however, 
there’s been a lot of furious back and forth — with little 
apparent progress to show for it. That aimlessness has 
been reflected in the U.S. equity market, which has been 
somewhat immobilized by the protracted uncertainty 
over trade. Even with their striking gains early in 
2019, stocks have been locked in a sideways groove 
for much of the past two years as the spasmodic trade 
negotiations have kept investors on edge.

Once again, the economic outlook is brightest in the U.S., 
where the mix of low unemployment, solid wage gains and 
sturdy household finances continues to underpin consumer 
confidence and spending. The record-setting economic 
upturn has been galvanized by falling interest rates, with 
the Federal Reserve trimming rates twice so far in 2019 and 
expected to do so once more this year. Equities are also 
being supported by corporate earnings growth, which has 
been modest recently but is projected to gain considerable 
steam in 2020.

Certainly, there is no shortage of fretful signs in the U.S., 
including pronounced weakness in manufacturing, high 
levels of government and corporate debt, the continued 
reluctance of businesses to invest until the trade fracas 
is resolved, and the tenuous growth outlook for major 
overseas economies. Indeed, long-term rates have sagged 
amid concern that a series of aggressive easing moves by 
central banks around the world may not be enough to stave 
off a further weakening of the global economy. Still, the 
positives continue to outweigh the negatives, and the threat 
of a recession taking hold in the near term is low. 

The trade war is exacerbating China’s economic 
slowdown.

Even during periods of relative quiet, the trade brawl with 
China is hanging over global markets, with each twitch 
in negotiations stirring short-lived ripples in stock prices. 
Though the S&P 500 index is just off its late-July peak, it’s 
not much above where it was in early 2018, when the U.S. 
announced its first batch of tariffs.

The trade clash has added to underlying problems in 
the Chinese economy, which is experiencing weakness 
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in exports, industrial output, auto sales and business 
sentiment. The government has responded with a variety of 
measures, including an injection of cash into the financial 
system and smaller steps to boost bank lending, but 
conditions may trail off further.

Economic lethargy is also taking a toll in Europe, primarily 
in the German industrial sector, where reduced demand 
from China has been a major factor pushing manufacturing 
activity to its lowest level in more than a decade. There 
is a risk that the weakness could splash into the broader 
economy and tug the country into recession. The European 
Central Bank has responded with its most decisive steps in 
several years, reducing its key interest rate and restarting a 
bond-buying program not long after announcing that it had 
finally weaned itself off it.

On the bright side, other parts of Europe, especially France 
and Spain, are faring better than expected. The French 
government has worked to boost economic efficiency 
through moves such as making it easier for companies 
to hire and fire, and it recently proposed tax cuts for 
individuals and businesses. And despite the lingering fate 
of the Brexit showdown in the U.K., our European economist 
believes worst-case scenarios will be avoided and the 
outcome ultimately may be more favorable than the general 
consensus. His article is on page 10.

Secular trends underpin key industries.

Our portfolio managers have been drawn to industries 
that are poised to gain from long-run technological, 
demographic and financial trends. For example, credit 
rating companies, which assess the quality of corporate and 
municipal bonds, have a number of favorable attributes, 
including global growth opportunities, brand-name 
recognition and significant pricing power. To be sure, the 
industry is cyclical and its reputation was badly dented in 
the 2008 financial crisis. But as our analyst discusses in the 

story on page 6, leading companies have navigated the 
regulatory climate well and seem positioned for growth.

Our managers have also been attracted to companies 
benefiting from the rising crest of digital payments. 
Electronic transaction systems are common in much of the 
world and are slowly catching on in the U.S. That trend is 
expected to gain strength as smartphone applications grow.

Falling yields boost fixed income returns.

Bond yields continued to decline in the third quarter, with 
the 10-year Treasury dipping below 2% and European rates 
sagging further into negative territory. That contributed to 
strong total returns in fixed income portfolios. 

The 10-year yield dipped slightly below the two-year yield, a 
so-called inversion of the yield curve that has preceded past 
economic downturns. However, recessions have historically not 
been immediate, indicating the limitations of the yield curve 
as an economic signal. The last three times the curve inverted, 
recessions occurred anywhere from 20 to 35 months later.

Our managers have been mindful of credit risks given the 
combination of an uncertain global outlook and current 
market conditions, which do not reward investors for 
taking incremental risks. Among municipal securities, our 
managers are drawn to revenue bonds, which are backed 
by project-specific revenue streams and account for about 
70% of the investment grade municipal market. Revenue 
bonds have typically offered higher yields than better-
known general-obligation bonds. On the taxable side, 
our team continues to favor asset-backed securities with 
dedicated revenue sources.

Fixed income offers essential benefits, including income 
generation, capital preservation and diversification from 
equities. Those traits are especially appealing at a time of 
ongoing uncertainty in the global economy.
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Source: Morningstar Direct. Global stocks represented by the MSCI World (Net) 
index. Reflects the growth of $1 million. Return numbers are cumulative. As of  
September 30, 2019. 

Global stocks have largely moved
sideways since the trade war began
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Source: Refinitiv. S&P 500 Index (U.S.); MSCI EAFE (Net) Index (International); MSCI 
Emerging Markets (Net) Index (Emerging Markets). Earnings growth represented 
by earnings per share and are calendar year estimates for 2019 and 2020. As of 
September 30, 2019.
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21 - YEARS OF INVESTMENT EXPERIENCE
21 - YEARS WITH CAPITAL GROUP

Eu-Gene Cheah is an international portfolio 
manager for Capital Group Private Client 
Services, based in Singapore. In this interview, 
he outlines his investment approach and what 
he looks for when analyzing companies. 
He also shares his thoughts on the global 
economy and how he designs portfolios 
to help protect capital during periods of 
market weakness.

Equity Portfolio Manager

Eu-Gene
Cheah

Q&A
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After many years at Capital Group, you recently joined 
Capital Group Private Client Services. What’s your 
investment philosophy, and how do you identify 
promising companies?

I look for companies that have sustainable competitive 
advantages. This typically means a product or a business 
line or some other compelling long-term attribute that sets 
it apart and is likely to provide compounded returns over 
many years. I also believe that management is very important. 
Success often starts with management — with their vision, 
the people they hire and the processes they construct. If you 
have a company that is very well managed, the chance it will 
outperform others that are not is higher.

Beyond that, my view of the world is very optimistic and my 
portfolio is designed in a really optimistic way. Here’s what I 
mean by that. In general, quality of life is improving around 
the world. People are optimistic and want to improve their 
lives in ways large and small. So I look at products that do that. 
For example, people want to enhance their health at a time 
when we’re seeing significant medical discoveries. Another 
example would be digital technologies. People around the 
world have greater financial wherewithal to devote to digital 
devices and various forms of entertainment.

How do you use traditional metrics, such as stock 
valuations?

I pay attention to valuations and use them as a check. But 
valuations are not my primary consideration. I focus much 
more on the fundamentals of a company, which must be 
consistent over time. Investors who become overly fixated 
on valuations can miss the big picture, which is the long-run 
potential of a company. I don’t pigeonhole myself as either a 
growth investor or a value investor. I look for companies that I 
think will provide superior results over time.

Our advantage at Capital Group is we can really get to know 
companies. We don’t rely solely on numbers on a page, which 
is what much of the investment world focuses on. 

We rely more on qualitative assessments of management, 
which can take time to do but can yield tremendous insight 
into a company’s long-term prospects.

What are your thoughts on the current market?

It’s a time to be cautious — not to hide in the bunker, but to 
be cautious. It’s clear we’re late in the economic cycle and 
there are certain flashpoints we need to watch out for. It’s not 
just the trade war between the U.S. and China; I personally 
feel that issue will persist for many years. But there are other 
flashpoints. There’s the risk of a policy misstep in the U.S. The 
protests and political unrest in Hong Kong are very significant. 
The European economy has slowed down and there’s 
uncertainty over Brexit in the U.K. 

Given the backdrop, how are you positioning your 
portfolio?

My mantra as a PCS portfolio manager is to protect and 
prudently grow clients’ capital. To that end, I am always 
focused on downside protection regardless of outside 
conditions. I try to construct portfolios that can be resilient 
if economic conditions turn unfavorable. The core of the 
portfolio consists of companies that have had very consistent 
cash flows and paid dividends, which should help to offset 
the impact of any market volatility. However, I do have smaller 
positions in more volatile and innovative companies. The key 
is to try to position yourself ahead of time, and we have a very 
long-term horizon, which helps us not get distracted by short-
term volatility. 
 
What sectors do you favor at the moment?

I think biotech in the international arena has a lot of potential. 
We’re seeing significant biotech companies coming out of 
Europe and Asia. The intellectual power in Europe is world 
class. Many U.S. scientists came from Europe originally. 
European innovation and engineering are good. We are 
now seeing significant companies there to invest in, but 
they are still in the early stages, and as they are riskier and 
more volatile companies, we would tend to size positions 
accordingly.
 
As for China itself, we’ve got to step back and not get too 
caught up in the news and headlines. This is a country with 
more than a billion people. When you look at the way it’s 
becoming richer, it’s touched probably about a fifth of those 
people, about 200 million. There are many undeveloped parts 
of China that will develop. I think there are many, many years 
of investment opportunities there. You need to look at where 
Chinese companies have innovated, and that’s where you can 
do well. The first wave of innovation in China came from their 
technology companies. I believe the next phase is in biotech. 
However, we also see opportunities in consumption, and 
we can invest through international companies that are well 
positioned in China in diverse sectors.
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“My view of the 
world is very 
optimistic and 
my portfolio is 
designed in a really 
optimistic way. 

“
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Bond ratings are as vital as they are ubiquitous. A well-
rated market gives bond purchasers the confidence and 
clarity to make prudent investment choices. But where 
do bond ratings come from? In the U.S., they’re almost 
certainly from one of the Big Three credit rating agencies: 
S&P Global, Moody’s Investors Service and Fitch Ratings. 
Together, they control more than 90% of the U.S. market.

Credit rating agencies aren’t involved in consumer credit 
scores or debt; they examine only securities issued by 
companies and governmental entities. A good mark reflects 
confidence in an issuer’s ability to meet its obligations, 
helping the borrower secure lower interest rates. A weaker 
rating indicates some degree of risk — up to and including 
the possibility of default — and results in commensurately 
higher interest rates.

It’s a delicate business, as each decision can affect 
thousands of investors, entrepreneurs and workers. 
However, the Big Three have navigated these waters for 
years — each has more than a century’s worth of experience 
— and I think they’re well poised to grow further. New 
markets are opening to them, and they have leeway to 
raise fees. They have brand-name recognition, are adept 
at negotiating through regulatory constraints and have the 
size and stature to deter potential rivals from encroaching 
on their turf. The businesses have another strength rare for 
their size: They’re extremely capital efficient, which gives 
them the wherewithal to deploy excess cash into dividends 
and share buybacks.

Of course, the industry has its risks. It’s inherently cyclical, 
as most of the companies’ revenue comes from fees when 

credit instruments are issued. A soft bond market — a 
common occurrence in a downturn — can cut deeply into 
earnings. And, not surprising given where we are in the 
economic and market cycle, valuations are high. That means 
share prices could suffer in case of a recession.

Still, I am very optimistic about the long-term outlook. The 
dominant players have an unusual lock on a vital, growing 
market, and I see a lot of upside in the next five to 10 years.

Despite its maturity, the industry has plenty of room
for growth.

One of the most striking aspects of the rating business is 
the sheer value it offers. The typical fee is 0.06% to 0.07% of 
the value of the issuance — about $60,000 to $70,000 on a 
$100 million offering. However, grades have been shown to 
reassure creditors: Bonds with a credit rating typically see 
a 0.3 percentage point break on interest rates. For a $100 
million issuance, that translates to a $300,000 savings each 
year of the bond’s life. On a 10-year bond, the return on the 
rating can be as high as 4,900%.

Furthermore, the industry’s low fees offer little room for 
potential newcomers to undercut on price. In a typical bond 
issuance, securing a credit rating accounts for only about 
10% of a borrower’s overall administrative costs. Issuers 
spend far more on legal teams and bank underwriters; 
the limited room to pare back costs means issuers aren’t 
motivated to shop around for credit ratings.

Given all this, there’s an enormous amount of room for 
higher fees — and credit rating agencies know it. The 

ANALYST PERSPECTIVES

MAKING THE
GRADES
The companies that rate bond 
offerings enjoy competitive 
barriers and the potential for 
decades of steady growth.
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companies have been raising prices by about 4.5% a year 
over the past decade. According to my calculations, they 
could keep hiking fees at that rate for decades and still offer 
excellent value.

Additionally, new markets offer significant opportunity. 
In pursuit of more international capital, the Chinese 
government recently relaxed restrictions on foreign 
ownership. However, international investors doubt the 
reliability of local rating agencies, which are notoriously 
generous: About 95% of their ratings are equivalent to the 
highest grade attainable in the U.S. 

The need for reliable and nuanced ratings has created a 
large gap that the Big Three are eager to step into. S&P 
Global just issued its first rating for Chinese debt this 
year, while Moody’s has a joint venture with the largest 
Chinese rating agency. Such moves are likely to provide a 
meaningful long-term lift for the agencies as they integrate 
into China’s maturing bond market.

The industry has carefully steered through
regulatory scrutiny.

Regulation has been a sensitive issue for the credit industry, 
especially following the 2008 financial crisis, when critics 
accused rating companies of carelessly ladling out glowing 
ratings. Indeed, improperly rated mortgage derivatives 
infamously played a large part in the global meltdown.

However, the industry has generally proved adept at 
navigating through increased oversight. Rules meant to 
more tightly regulate the market, such as 2010’s Dodd-Frank 
Wall Street Reform and Consumer Protection Act, have 
imposed transparency and operational requirements on the 
industry but have had minimal impact on the companies’ 
bottom lines.

The agencies have been careful to cultivate strong 
methodologies to buoy their reputations. There’s a striking 
correlation between bond ratings and default rates: Less 
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than 1% of bonds that received S&P’s or Moody’s top ratings 
have gone belly-up. And though the agencies’ stumbles 
have been well documented, their overall track record is 
generally strong. Additionally, not all bad ratings can be laid 
at their doorstep. Even healthy companies sometimes run 
into unexpected trouble, and some bond issuers have given 
fraudulent or erroneous data to the agencies.

Ironically, regulation has occasionally helped existing 
companies. The U.S., for example, historically hasn’t 
recognized a credit rating agency unless it had an 
established track record — a Catch-22 that made it difficult 
for would-be competitors to enter the industry. 

Credit raters have shored up their exposure to downturns.

Before 2008, agencies profited heavily from “structured 
finance,” a category of volatile and hard-to-understand 
products such as mortgage derivatives. And though the 
agencies haven’t abandoned that sector, they’ve diversified, 
greatly deemphasizing such revenue streams. Their broader 
revenue base is likely to be far more stable than in the run-
up to the Great Recession.

Companies have also expanded their recurring revenue, 
giving them ongoing income even when bond issuance 
declines. They’ve monetized the “data exhaust” produced 
by rating analysts through subscriptions to their models. 
They also offer bond monitoring, charging fees to 
continually analyze a bond and provide expertise over 
its life. About 60% of agency income now falls into these 
categories, providing a continuous cash stream that’s less 
sensitive to downturns.
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SHANE FOGARTY 
Shane is a Capital Group equity analyst 
covering industrial companies, as well 
as small- and midcap companies across 
industries. Based in San Francisco, he has 
five years of investment experience and
has been with Capital Group since 2016. 

Total savings on a 10-year,
$100 million bond offering: $3,000,000

Savings each year on a
$100 million bond offering: $300,000

Cost of getting a rating on a
$100 million bond offering: $70,000

Credit ratings typically allow issuers to save money by 
paying lower interest rates on bond offerings.
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 Source: Capital Group estimates. Figures assume an average interest rate reduction 
of 0.3 percentage point and a bond rating cost of 0.07%.

Bond ratings are financially appealing

“Credit rating 
agencies could 
raise fees for 
decades and still 
offer excellent 
value. 

“



One of the ironies of an increasingly online world is the 
importance of old-fashioned, real-world transportation. 
After all, next-day deliveries need some way to get 
from the warehouse to your home. And like so many of 
the networks just outside our day-to-day experience, 
transportation is a complex and multifaceted industry.

Some of the modes of delivery are obvious — railcars, boats 
and planes. Others have surprising importance: Nearly 20% 
of the freight in the U.S. travels through pipes. (Natural gas 
is freight, too.) But, far and away, trucks do the heavy lifting 
for goods delivery across the country. 

On the whole, trucking hasn’t been attractive from an 
investment perspective. It’s a low-barrier and highly 
commoditized business, with individual enterprises wielding 
little pricing power. For most shippers, one truck is as good 
as another, and anyone with decent credit and a commercial 
driver’s license can acquire a rig and start a business. That’s 
resulted in splintered market share, low returns on capital 
and few opportunities for investors.

However, one segment of the sector, “less than truckload,” 
or LTL, has significant appeal. LTL differs from traditional 
trucking in key ways. Unlike 18-wheelers stuffed with cargo 
from one large customer, LTL trucks carry smaller deliveries 
from numerous sources. This isn’t parcel service — the 
minimum shipping weight starts at about 120 pounds — but 
it’s far more complex than simply filling a trailer for a single 
client and driving the load cross-country. 

Efficiency and logistics are the name of the game.

LTL operators must track and route deliveries, as well as 
manage warehouses in the expensive urban areas where 

trucks are packed and unpacked. The most promising 
companies distinguish themselves with organizational 
efficiency and skilled management. In other words, one 
LTL operator is not the same as another, as owners need 
customer density, geographic reach and logistical prowess.
Those differences can bring their own challenges. As with 
trucking overall, LTL is vulnerable to economic downturns, 
and the risks are compounded by high fixed costs in real 
estate and trucks. There’s also the threat of disruption from 
bigger players entering or expanding in the segment. Both 
FedEx and UPS have a significant presence in LTL shipping, 
and Amazon has reportedly been looking to enter the 
market for some time. These companies have the size  
and pricing power to yank down prices in pursuit of  
market share.

Given that the U.S. is in the late stage of the economic cycle, 
it might seem counterintuitive to discuss an industry that’s 
sensitive to recession. However, LTL tends to be something 
of a leading indicator.  Shipping volume and share prices 
often soften well before economic weakness becomes 
widely apparent. Indeed, volume growth turned negative 
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KEEP ON
TRUCKING,
BUT CHOOSE YOUR 
LINE CAREFULLY
A segment of the trucking industry shows the 
appeal of select transportation companies.

BY MATT WILSON

EFFICIENCY: By maximizing 
freight per truck and pickups per 
stop, carriers reduce costs. This 
savings can be reinvested in …

The pieces of an LTL shipping business 
build on one another.

CUSTOMERS: Wider delivery
capabilities mean a deeper customer base. 
Having more packages per pickup point is
key to increasing…



in the last quarter of 2018, though the rate of decline has 
stabilized. It appears likely that volume will turn positive late 
this year or early in 2020. Temporary dislocations can create 
openings for opportunistic, long-term investors.

The industry follows a two-pronged approach to growth.

LTL companies rely on a mix of high customer density and 
well-situated service centers for efficient freight sorting. 
High customer density decreases the cost of transportation, 
as trucks are more efficient when they can fill up with 
fewer stops spaced closely together. Warehouse space 
is necessary so deliveries can be unloaded, sorted by 
destination and sent on their way. If there are too few 
service centers, a carrier will have to “break,” or unload,
a truck multiple times, and this drags on profitability.

Succeeding in one part of the business bolsters the other: 
More-efficient trucks mean greater earnings that can be 
invested in real estate and productive technology. With 
more service centers and better technology, carriers serve 
customers better and improve their margins.

Expansion must be done judiciously. Opening too many 
service centers too quickly can hurt density and customer 
service. This delicate balancing act benefits leading 
companies. In the broad trucking industry, the top five 
companies control only about 5% market share. In LTL, the 
top five have more than half of the market. Real estate is 
a particular bottleneck because the industrial buildings 
that LTL operators require are prized by the growing 
e-commerce sector. Vacancy rates have plummeted while 
price per square foot has swelled, especially in big urban 
areas. Carriers that own their service centers have a growing 
advantage.

Successful carriers must also demonstrate pricing discipline, 
a lesson learned after a painful rate battle a decade ago. 
Even as economic uncertainty has eaten into shipping 
volume since the end of 2018, the industry has nonetheless 
posted strong year-over-year price increases. Holding the 
line on prices is absolutely critical — most of the carriers 
operate on thin margins, so even a small rate hike can have 
an outsize effect on earnings.

This combination of factors — low margins, strong pricing 
power — reminds me of the growth in rail in recent years. 
There, rising prices and improved productivity boosted 
earnings substantially. In some ways, the outlook may be 
even more favorable for LTLs; cyclical tonnage growth is 
slightly better for the segment, and it’s not as reliant on 
declining markets (the way rail leans on coal, for example).

A good example of an LTL company is Old Dominion 
Freight Line, which was a regional carrier until new 
management arrived in 1997 and began aggressively 
investing in the business. The company has since tripled 
its service center footprint and created a national network, 
helping it achieve a 13% compound annual growth rate for 
the past decade. And it’s managed to do this while paying 
down its debt; Old Dominion has essentially no credit 
obligations on its balance sheet.

Of course, for every share gainer there’s a share loser. 
This dichotomy is strong in LTL — just as gains in customer 
density and service centers feed into each other, losses can 
compound for laggards. If customer density dips too low, 
formerly productive warehouses can become inefficient 
drags. This underlines the need for thorough research 
to identify the most promising companies that are best 
positioned for growth.
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Despite the tumult, the outcome is likely 
to be more positive than widely believed.
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The most riveting drama in London these days isn’t being 
staged in the gilded theatres of the West End or by the 
street performers of Covent Garden. It’s the spectacle of 
Brexit, and it’s playing out in true Shakespearean style on 
the floor of Parliament. Equal parts comedy and tragedy, 
it’s already included the suspension of Parliament, the 
purge of Winston Churchill’s grandson from his longtime 
party and the resignation of the prime minister’s own 
brother from the fractious government.

Chaotic as it’s been, I believe the outcome of the protracted 
Brexit saga will be nowhere as dire as the political 
convulsions seem to suggest. In fact, the resolution is likely 
to be far more benign than is widely believed — dare I 
say, potentially even positive. There are three scenarios: a 
“no deal” Brexit, in which the U.K. hives itself off from the 
European Union without a trade protocol; a Brexit deal with 
an orderly economic transition; and, finally, a change of 
course in which the momentum behind Brexit fades and the 
U.K. remains in the EU after all.

The final two options are the most probable. Despite a pair 
of seemingly intractable political logjams — between the U.K. 
and the European Union, and within the British Parliament 
itself — the odds are greatest that a deal will be struck in 
coming weeks. And if not, it’s increasingly possible that Brexit 
may not come about at all. A failure to ink a deal would force 
yet another delay — this one to the end of January 2020 — in 
an already drawn-out process. For political and other reasons, 
including sheer public fatigue, a postponement would make 
it likelier that Brexit dies a slow death.

Of course, nothing is guaranteed and a no-deal Brexit could 
happen. That would be painful but probably wouldn’t last 
long. A so-called hard Brexit would cause such economic 
disruption that it would force the U.K. to hurry back to the 
negotiating table. 

It’s impossible to pinpoint the exact route Brexit will take 
in the near term, and there are certain to be more operatic 
twists ahead. But the path through this saga is becoming 
clearer, and there is a growing likelihood that the eventual 
outcome will be favorable, allowing financial markets around 
the world to breathe a collective sigh of relief.

A no-deal Brexit would be harmful.

My optimism rests partly on the notion that a no-deal Brexit 
would be extremely damaging — and Boris Johnson knows it. 
Thus far, the prime minister has taken an uncompromisingly 
hard line, banishing moderate voices from his cabinet while 
pledging a no-holds-barred departure. That’s led to a string 
of defeats along the way, with Parliament rejecting Johnson’s 
no-deal exit plan and the British Supreme Court declaring his 
suspension of Parliament to be illegal.

There’s broad consensus that a sudden exit from the EU 
could touch off food shortages, cause fuel prices to balloon, 

stagger tourism and sow disarray at the border. I believe 
Johnson understands this and is pushing his hard line 
because he wants negotiating leverage with both the EU and 
his fellow Conservatives in Parliament, rather than an abrupt 
divorce.

That brings us to the second option — a potential agreement 
in which the U.K. leaves the EU in an orderly fashion over 
roughly two years. Johnson and the EU both have incentives 
to strike a deal to avoid the worst case, with each side 
agreeing to a teaspoon of compromise. Johnson could then 
make the case to wavering Conservatives that he struck the 
best deal possible and that a rejection could jeopardize 
Brexit itself.

Positive news could boost financial markets.

Anything other than a hard exit could lift the financial markets 
in Britain and around the world. A signed agreement, or a 
postponement that kicks the can down the road, likely would 
relieve some of the immediate uncertainty clouding the 
markets and might lift the recently lethargic pace of business 
investment in the U.K.

It’s important to note that while Brexit has weighed on 
domestically oriented companies it’s had a minimal effect on 
British multinationals that operate around the world. British 
politics is noisy and attracts a lot of attention. But at the end 
of the day, it’s politics, and it doesn’t change the fundamental 
outlook for many of the companies listed here.

ROBERT LIND
Robert is an economist focusing on 
Europe and the United Kingdom. 
Based in London, he has 31 years of 
investment experience and has been 
with Capital Group for two years.
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Technology has changed immeasurably in the past two decades. 
From indispensable smartphones to all-encompassing social 
media, ideas that once seemed quixotic and even revolutionary 
are now commonplace. Companies with iconoclastic names and 
overflowing ambition have ballooned into global juggernauts.

Far from coming to an end, the next stage of the digital 
evolution is unfolding rapidly, with what are likely to be equally 
transformative effects on business and society.

We delve into this evolving landscape in the following pages, 
starting with a look at the opportunities and the hurdles facing 
today’s tech giants as they grapple with concerns about consumer 
privacy and antitrust issues. We also examine how video games 
have become a growing cultural phenomenon with formidable 
growth prospects. And we explain why 5G wireless services may 
usher in a new wave of communications.
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During most of their rise from fledgling upstarts to 
globe-girdling behemoths, U.S. technology companies 
managed to fly under the regulatory radar. As consumers 
flocked to the convenience of electronic shopping 
and social media, the burgeoning Goliaths fashioned 
themselves as the white hats of the corporate universe, 
committed as much to making the world better as to 
making our lives easier.

That halo effect has taken a drubbing recently as the 
industry’s biggest names have come under sharp scrutiny. 
Consumer groups have called for strict oversight in the 
wake of disturbing revelations about digital privacy. 
Politicians, meanwhile, have become alarmed by Big Tech’s 
considerable economic and cultural influence. It’s not an 
easy feat, but the companies have managed to raise hackles 
on both sides of the political aisle, for reasons that both 
overlap and diverge. Among a string of worries, Democrats 

are concerned about potential threats to the integrity of 
elections, while conservatives fear the companies have a 
political bias against them.

Adding to the groundswell, state and federal regulators 
— wary of the market dominance of leading companies 
— have launched an assortment of antitrust inquiries. The 
Justice Department is reviewing Apple and Google’s parent 
company, Alphabet, while the Federal Trade Commission 
is investigating Facebook and Amazon. A group of states is 
conducting a separate inquiry into whether big companies 
are using their size to blunt competition. 

From a societal perspective, there’s no doubt that privacy 
and related matters are important issues that need to be 
debated and addressed. And in business terms, the amped-
up attention could hamper the industry in some ways, 
especially through more intense scrutiny of acquisitions. 
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Facebook and others have gobbled up smaller players to 
plug holes in their product lineups and technical know-how. 
Such deals may be infeasible in the near term.

Despite all of this, it’s essential to put the current 
environment in context. Though the issues at stake are 
important, I doubt anything will emerge to fundamentally 
damage the companies’ business models or long-run 
earnings prospects. The tech giants remain enormously 
popular with the general public, which by and large appears 
to be undisturbed by the continuing drip of revelations. 
Facebook, for example, has suffered no appreciable decline 
in usage throughout its headline-grabbing travails.

Consumers understand that these are ad-driven businesses 
and there is a trade-off between advertising and privacy. 
These companies may one day roll out ad-free versions 
of their products that give users the option of paying 
monthly fees in return for greater control of their personal 
information. However, those would likely be niche offerings. 
In fact, many consumers appear to appreciate targeted ads 
touting goods and services that appeal to them.

It’s possible that Big Tech could come under stricter 
regulation, although the timing and magnitude of such 
rules are debatable. A California privacy law taking effect on 
January 1 carries potentially harsh penalties for companies 
that improperly divulge user information, but it’s doubtful 
that similar legislation could make it through Congress given 
the current political divide. In any case, eventual rules could 
benefit businesses as much as consumers. If regulation 
is reasonable and well thought-out, definitive privacy 
guidelines could give tech companies much-desired clarity. 
Paradoxically, there’s a long history of regulatory moves 
solidifying the positions of incumbents, which are better able 

to shape new rules and comply with them than their smaller 
rivals. Some observers say this is already the case in Europe, 
where a new data privacy law took effect last year.

Potential reforms are unlikely to impinge on the companies’ 
basic operations and prospects. Congress will probably 
not enact laws that crimp advertising so much that the 
companies have to charge for their products. No politician 
wants to tell constituents why they’re suddenly paying for 
what was previously free. And despite calls from some 
quarters, there is little chance of the tech giants being 
broken up.

Overall, the industry’s outlook is bright, illuminated by a new 
generation of technologies such as artificial intelligence and 
robotics. The article by Capital Group technology analyst 
Nathan Meyer on page 16 outlines the sizzling growth of the 
video game industry, and the story on page 18 by Capital 
Group semiconductor analyst Isaac Sudit showcases the 
innovations likely to come with 5G wireless services. While 
issues of privacy and market concentration will continue to 
draw attention and bear watching, the prospects for big tech 
companies and the broader sector remain encouraging.
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Video games have become a
cultural touchstone, and the
industry’s prospects are
encouraging.

When I was growing up in Iowa, football was 
everywhere. We packed the stands at high school games 
and dreamed about the day we would forge our own 
gridiron exploits. We spent Sundays glued to NFL games 
with friends and family. Considering that football and 
other major sports are vital threads in the American 
tapestry, my experience was common.

Today another pastime is weaving itself into our shared 
cultural milieu: video games. Arcades and consoles won’t 
supplant Friday Night Lights any time soon, but video 
games have become a potent cultural and intergenerational 
touchstone. They draw more than 164 million Americans and, 
in contrast to the games’ image as a preserve of adolescents, 
the average U.S. gamer is 33 years old. Just as parents used 
to bond with their kids at Chicago Bears games, some are 
now cheering together at Overwatch League tournaments.

I believe that as the reach of video games expands, so will 
the fortunes of the industry. Video games are the fastest-
growing segment of the $1.5 trillion global media business. 
Grand Theft Auto V is the highest-grossing entertainment 
product of all time, with 90 million copies sold and about $6 
billion in revenue since its 2013 debut. China is the world’s 
fastest-growing market, with nearly 600 million gamers and 
sales that are rising about 14% a year. Over the next few 
years, two of the most promising avenues for growth will be 
smartphone streaming and eSports.

To be sure, the industry often gets fixated on the next big 
thing, and that hasn’t always panned out. A few years ago,
the emergence of high-resolution screens sparked 
excitement about virtual reality. Facebook was interested 
enough that it purchased a headset maker for more than 
$2 billion. But the gadgets didn’t catch on. Microsoft, for 
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one, shelved its VR project, and few studios produce games 
specifically for VR headsets. In another example, Nintendo 
struck it big with innovative controls that tracked users’ 
motions, but Sony and Microsoft couldn’t replicate that 
success. And although subscription-based online games 
exploded in the late ’90s and early ’00s, Activision Blizzard’s 
World of Warcraft is one of the few still extant.

Nonetheless, the industry’s prospects are bright in 
other areas, including the streaming of video games on 
smartphones. Fans have long wanted to play live games 
on their phones, but the current generation of 4G wireless 
networks incurs split-second delays that strand players a 
moment or two behind the action. Streaming is likely to get 
a big boost from the eventual rollout of ultra-responsive 5G 
technology.

Once 5G is fully in place — a process that is likely to take 
a few years — players won’t have to cart around powerful 
processors to play graphics-heavy games. Instead, they will 
be able to remotely access beefy computers that will process 
the games and stream the visuals to them like YouTube 
videos. 

The technology isn’t just a gimmick. It has a solid economic 
incentive: Currently, fans have to purchase a device, such 
as a console or a computer, to play most games. Current-
generation consoles, like the PlayStation 4 or Nintendo 
Switch, typically cost $300 or more; high-end gaming PCs 
can cost thousands of dollars. With streaming, players can 
opt for a cheaper platform or use a device they probably 
already have: a smartphone. That is likely to open the video 
game market to a growing number of customers.

Some big companies are experimenting with streaming; 
the forthcoming Google Stadia will be a dedicated game-
streaming device and Microsoft’s next Xbox console, 
currently named Project Scarlett, will be able to stream games 
to other devices, allowing players to harness its processing 
might from any screen in the home.

In the longer term, professional gaming — eSports — is 
steadily gaining traction in the U.S. and could one day rival 
traditional sports. Video game competitions are already 
big business globally; worldwide, more people watch 
professional gaming events than the Super Bowl. ESports 
is now a billion-dollar business. Video game publisher 
Activision Blizzard has been particularly aggressive on this 
front; its Overwatch League has attracted lots of buzz, with 
the rights to start teams selling for $20 million to $40 million.

South Korea provides a glimpse of what could be coming. 
There, massive crowds fill stadiums to watch household 
names play games such as League of Legends and StarCraft. 
And though the country’s pro gamers haven’t matched the 
financial success of soccer or baseball players, they can 
do well, with a handful of earners each taking home nearly 
$500,000 in prize money in 2018.

In all this change, I see opportunity. The prospects for creative 
video game companies are strong, with each innovation 
widening the market. And as games become more 
embedded in our day-to-day lives, those innovations have 
the potential to touch millions — and maybe even guide how 
we connect with one another.
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More popular than the Super Bowl?

More people regularly watch
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CAN YOU
HEAR ME NOW?

The emergence of 5G may herald
a new era in communications.

BY ISAAC SUDIT
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If measured solely by the pizzazz of its name, 
5G doesn’t exactly set hearts aflutter. It lacks the 
futuristic allure of, say, artificial intelligence or 
machine learning. And it doesn’t conjure images 
of science fiction springing to life in the same vein 
as do, say, self-driving cars, advanced robotics or 
wearable electronics.

But what 5G lacks in PR zest, it makes up for in sheer 
transformational potential. This fifth generation of wireless 
communication is projected to be as much as 100 times 
faster than the current 4G, with seamless connections that 
will spell relief for cellphone users plagued by dropped 
calls or interminable waits to log on to websites. In fact, 5G 
is an essential ingredient underpinning many of tomorrow’s 
most prominent technologies. Robots, for example, can 
only perform the intricate tasks envisioned for the future 
if they can wirelessly synchronize with one another in 
uninterrupted real time. 

The most far-reaching 
benefits of 5G might not 
come from what’s expected 
but from applications that are 
little more than sketches on 
a drawing board today. That 
was the case with 4G when 
it was rolled out nearly a 
decade ago. The 4G protocol 
made good on its promise 
of speed and connectivity 
vastly better than those of its 
third-generation forebear. 
But beyond that, it provided 
the technological scaffolding 
that set the stage for today’s 
sprawling ecosystem of 
smartphone apps: streaming 
video and music, social 
networking, portable gaming 
and more.

The high stakes involved in 5G are shown in the arms race 
underway between the U.S. and China. As part of their 
larger clash over trade and technology, the two countries 
are squaring off in a sprint for 5G superiority, believing it will 
provide a gateway to broader economic and digital primacy. 
Indeed, if 4G is any guide, the country that best implements 
5G stands to reap significant financial rewards.

Of course, none of this will happen immediately. Despite 
breathless marketing campaigns from smartphone makers 
and cell service providers, it will take time to work through 
the normal growing pains that accompany a rollout this grand 
in scale and ambition. Technological standards must be 
ironed out, logistical hurdles must be overcome and major 
infrastructure investments must be made. Beyond these 

issues, concerns about digital privacy, which pervade many 
corners of the tech world nowadays, must be addressed.

Still, there’s a lot to be excited about, both for the companies 
providing the components and services, and for consumers 
thirsting for a digital promised land of blazing speed and 
nearly instantaneous reaction times. In coming years, 5G is 
likely to uncork some of the current 4G bottlenecks, lay the 
foundation for coming innovations and, ultimately, usher in a 
new era of communications.

Real time will actually mean real time.

Every generation of cellular network has improved on 
the one before it. The second generation added digital 
capabilities, allowing phones to send text messages and, 
later, photos. The third made those systems faster and more 
reliable. The fourth added bandwidth by converting nearly 
all cell networks to digital streams.

Where 5G shines is in its 
ability to reduce so-called 
latency — the time lag it 
takes two machines to 
communicate with each 
other. Think of when you dial 
a friend on your smartphone 
and wait through a moment 
of silence before the other 
phone rings. That moment 
is due to travel time; your 
request must reach the other 
device and be processed, 
and the response must arc 
back to your phone.

Latency is measured in 
milliseconds, or thousandths 
of a second, and though that 
doesn’t sound like much, it’s 
a major roadblock to time-

sensitive actions. Imagine driving down the street and seeing 
another car darting into an intersection. You slam on the 
brakes to avoid a collision. That might feel like a single action, 
but it’s actually a multistep process. First, your eyes perceive 
the other car. They send that information through your nerves 
to your brain, which processes it, makes a decision and sends 
a command down your nerves to your foot. For most drivers, 
this takes about 1,500 milliseconds, or a second and a half.

A request on your phone follows a similar progression. 
The cellular network is your phone’s nerves, carrying 
your request to a brain of external computers. For most 
4G networks, it takes about 50 milliseconds to carry your 
request one way; 5G networks have the potential to get to 
a reliable 1 millisecond. That equates to nearly a tenth of a 
second faster. Again, that might not sound like much, but 
shaving that from your reaction time at highway speed would 

           Source: Statista
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allow you to brake about 10 feet earlier — and if your car is 
driving itself, every inch matters.

Such time savings are even more valuable in systems that 
make hundreds or thousands of server requests a minute, 
especially those in which the speed of one function depends 
on that of another. On an assembly line, for example, a robot 
can’t go faster than the one preceding it. Latency also limits 
multitasking or switching between jobs. In a decentralized, 
wireless environment, more-complicated work necessitates 
more server requests. High latency tacks extra time onto each 
step, making some tasks too time-inefficient to justify.

Many sectors could benefit from 5G.

Self-driving cars head the list of industries that are expected 
to reap the benefits of 5G. Ultrafast communications will 
give vehicles more time to react to surprises and instantly 
broadcast warnings to others. Think back to the car in the 
intersection. The driver behind you didn’t know about the 
danger until your brake lights flashed. That driver is 1,500 
milliseconds behind you, and there’s a similar lag for every 
other car in the pack — a multicar pileup in the making. For 
autonomous vehicles, a 2 millisecond call to central control, 
followed by a 1 millisecond warning to every nearby car, 
could avert the danger. 

Industrial robotics could also get a huge boost, as 
automated machines would be able to execute far more 
complicated tasks. Robots would also be better equipped 
to handle multiple tasks, in part because minimized latency 
means less time wasted when switching gears from one 
job to another. Beyond that, 5G may let factories operate 
robots without cumbersome wires. And machines with 
lightning-fast reflexes could minimize factory-floor injuries 
by identifying and avoiding their human counterparts.

The emergence of 5G could have profound effects on 
health care. The ability to operate in real time, for example, 
could speed the use of robotic surgery, allowing doctors to 
remotely control devices without any delay or loss in fidelity. 

This could allow a specialist in one part of the world to 
operate on a patient in another. 

And as network-connected devices become more common — 
think internet-enabled refrigerators and GPS-equipped dog 
collars — households are likely to place a much higher load on 
the network. Lower latency and higher bandwidth will both 
serve to make the “internet of things” more manageable.

The global race is on for 5G supremacy.

The ultimate impact of 5G could extend beyond the merely 
technical. If past is prelude, successful adoption could 
add oomph to entire economies, as the U.S. experienced 
with 4G. By leaning heavily into modernizing its creaky 3G 
system, the U.S. created a fertile environment for domestic 
technology companies to develop new ways of storing 
and transmitting content. Meanwhile, robust public access 
ensured there was an audience to consume that content. 
Investors benefited greatly as Facebook, Netflix, Alphabet 
(the owner of Google and YouTube) and other tech giants 
fortified their market-leading positions.

A feverish race is now on for 5G dominance. China has 
long sought to establish itself as a major player in cellular 
networking, both by helping to develop system protocols 
and nurturing its own hardware producers. One of these, 
Huawei, is among the largest producers of networking 
hardware, though it’s effectively been banned from U.S. 
markets because of concerns that its devices could provide 
sensitive data to the Chinese government.

As part of its strategy, China siloed its internet and 
developed its own search engine, social media and 
e-commerce giants — Baidu instead of Google, WeChat 
instead of Facebook, Alibaba instead of Amazon. It now has 
its own highly developed internet ecosystem. That’s placed 
China in a strong position to reap the benefits of 5G — and 
perhaps position some of its companies as global leaders.

The scramble for 5G primacy is sure to create opportunities 
for long-term investors. Businesses that churn out cutting-
edge technology, as well as those harnessing it to roll out 
new or improved products, have the potential to stand out in 
the global marketplace. Once 5G becomes widely available 
in the next few years, it will open business models that didn’t 
previously exist due to technological limitations. It will also 
boost the current tech giants as internet search, social media 
and e-commerce become further ingrained in daily life. Though 
it’s hard to fully predict what the 5G world will look like, a new 
era of technology is on the horizon.
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FOR CONSUMERS, FASTER SPEEDS
AND FEWER DELAYS
If you think 4G is quick, 5G could be downright head-spinning. At peak speeds, it could be up to 
100 times faster than 4G. A two-hour movie that now takes several minutes to download might 
require five seconds. And the delay between when you try to access a webpage and when it
begins to load — a long-standing irritant known as latency — could be cut significantly.

The boon will extend beyond mobile devices, as consumers may have more options for home 
internet service. Most Americans have only one or two choices for broadband service. Virtually 
all existing internet systems use fiber optic cable, which is costly to install and severely limits the 
number of providers entering each market.

As a wireless technology, 5G doesn’t need new fiber optic cable to provide internet access. Existing 
4G networks lack the capacity and power to provide stable, high-speed access, but 5G overcomes 
those issues. Conservative projections estimate that it could be at least two to three times faster 
than existing home broadband. And as the 5G network is built out, competitors could crop up in 
regional markets, potentially spurring innovation and driving down prices industrywide.

To be sure, this all will take time. There are logistical and financial constraints, and 5G is a complex 
and still-evolving technology. For example, 5G comes in three broad flavors: millimeter waves, 
sub-6 and low-frequency waves. Millimeter waves will turbocharge internet speeds, but they have 
limited range and can’t penetrate walls or windows; initially, they’ll be restricted to high-density 
urban areas. Sub-6 travels farther and can navigate through walls and windows, but it sacrifices 
some speed; it will power smartphones, making sure that calls and data flow seamlessly throughout 
the network. Low-frequency waves could nearly eliminate latency — a critical upgrade for industrial 
applications. Upgrading the infrastructure to use these three frequency bands will be an
ongoing process.

Nonetheless, 5G has vast potential. Faster speeds and fewer bottlenecks — not to mention
a widening range of gee-whiz applications — promise big improvements in the overall
digital experience. 
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WEALTH STRATEGIES

At its most basic, life insurance is 
supposed to provide peace of mind. 
Whether the proceeds are needed to care 
for a spouse, leave money to children 
or provide liquidity for estate taxes, 
insurance should offer certainty in trying 
times — and not just for those who will 
inherit assets but for policyholders who 
want to know their loved ones will be 
cared for and long-cherished financial 
goals will be met.

Unfortunately, some people are being blindsided by 
shortcomings in policies they have owned for years. The 
problems affect two widely owned types of policies. The 
snags are different in each case, but the angst they cause is 
the same. In the first case, people are being hit with steep 
premium hikes. In the second, policyholders are at risk of 
losing coverage altogether because of maddening quirks in 
how their policies were written years ago. In both instances, 
policyholders are being forced to make painful decisions 
about whether to hang on to their coverage — a choice that 

can be costly and sometimes impossible — or let policies 
lapse and forgo the sizable benefits they long expected.
Even if you think you’re unaffected by these issues, it’s wise 
to review your coverage. Regardless of your age or personal 
circumstances, read your policy and consult with your legal 
and insurance advisers to make sure you understand it. Your 
Investment Counselor can be a resource throughout this 
process. In tandem with our Wealth Advisory Group, we  
can evaluate your current coverage and help to lay out 
potential options.

Interest rates have wreaked havoc on universal policies.

To understand the pitfalls, it helps to start with a quick 
overview. There are two broad types of insurance: term and 
whole life. Term is fairly straightforward. As the name implies, 
it provides coverage for a specific period of time. Whole 
life, on the other hand, comes in a variety of flavors. Under 
a traditional policy, a buyer purchases coverage on  the 
assumption it will be guaranteed for as long as premiums  
are paid. 

Whole life policies include a savings component known as 
cash value. A portion of the premiums flow into this cash 
value account, which can grow through dividends or interest 
paid by the insurer. Though the account technically belongs 
to the insurer, policyholders can borrow against it. In some 

BEWARE OF HIDDEN PITFALLS 
IN LIFE INSURANCE POLICIES
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cases, the earnings on the cash value grow sufficiently to 
cover the premium payments. Incidentally, this feature  
partly explains why whole life is costlier than comparable 
term insurance. It’s also at the heart of the first problem, in 
which policyholders are being caught off guard by huge 
premium spikes.

One of the most common forms of whole life is so-called 
universal life. Unlike traditional whole life, which requires 
fixed premiums on a regular schedule, universal life allows 
flexibility, such as the option of skipping payments. Many 
universal life policyholders figured their cash value accounts 
would generate enough income over time to keep their 
policies in force.

This strategy, however, hinged on the assumption that 
interest rates would remain at the elevated levels of the 
1980s and ’90s rather than sagging to the record lows of 
recent years. Rock-bottom rates have severely constrained 
the growth of cash value accounts and left policyholders with 
agonizing choices. Among them: pay skyrocketing premiums, 
which can jump by thousands of dollars annually, to keep 
their policies in force, or risk having the policies lapse and 
lose all the expected benefits. Depending on the size of their 
cash value accounts, some people must decide whether to 
use that money to buy new policies with lower death benefits.

Some whole life policies have an expiration date that 
comes too soon.

The second pitfall affects some whole life policies and stems 
from the fundamental projections that insurers make when 
designing policies and determining how much to charge for 
them. Insurers face a number of unknowns, including when 
an account holder will die. They make assumptions about 
life expectancy and assign to every contract a projected 
expiration date that is supposed to arrive long after the 
insured passes away. Today, most policies terminate at
age 121. 

That wasn’t always the case. Until the mid-2000s, the 
expiration date was commonly pegged at age 100 and 
occasionally even younger. Though not unheard-of at the 
time, centenarians were uncommon. However, more people 

are breaching the century mark as life expectancy inches up. 
The result? Policyholders are literally outliving their coverage.

What happens next depends on the language of individual 
policies. Ideally, they contain “extended maturity” clauses that 
require insurers to maintain coverage; in some cases, they 
freeze additional premium payments. When the insured dies, 
beneficiaries receive the full death benefit.

Other cases can be financially damaging. Policies that lack 
extended maturity clauses expire, and although account 
owners typically receive what’s in their cash value accounts, 
this can be a fraction of the far more generous death benefits 
families expected. There’s another wrinkle. Life insurance 
proceeds are tax-free only when doled out as death benefits. 
If they are paid during the lifetime of the insured, they may 
be subject to taxes, with the amount paid in excess of the 
premiums treated as ordinary income. All this can mean a big 
tax hit.

Review your insurance to ensure you understand it.

Though snags affect these types of policies, they point to a 
larger issue: It’s difficult to grasp the intricacies of insurance, 
and many people struggle to gauge how much coverage 
they need and which policy to choose. This has gotten 
tougher as coverage options have multiplied and policies 
have grown ever more complex.

What should you do? First, check your policy. Even if you 
think there’s nothing wrong, it’s worth taking the time to 
evaluate your coverage periodically. It’s important to bring 
any concerns to a financial professional who can help 
evaluate your needs. Contact your Investment Counselor for 
more information and, of course, consult with tax and legal 
advisors before pursuing any strategies. 
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Universal life policies allocate 
part of every premium to a 
cash value account that can be 
used for future premiums.

How universal life can backfire

The cash value account 
grows based on interest 
rates.

However, if the cash value 
is underfunded or if interest 
rates drop for a long time, it 
can fall short of expectations.

In that case, policyholders may 
face huge premiums to keep 
their policies in force.
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AUTHOR INTERVIEW

We live in a world that prizes analytical 
thinking. Those who attack problems 
logically and methodically — be they 
students cramming for standardized tests or 
researchers slicing through mounds of data 
in search of hidden patterns — have become 
the protagonists of modern society.

The flip side of analytical reasoning is 
flexible thinking, and renowned scientist 
Leonard Mlodinow believes it’s the key 
to success in today’s fast-changing world. 
The ability to be creative and go against 
the grain — what Dr. Mlodinow calls elastic 
thinking — is essential as many of the basic 
functions of society and our daily lives are 
being transformed at breathtaking speed.

Dr. Mlodinow, who is the featured speaker 
at this year’s CapitalTalks events around 
the country, delves into these topics in his 
new book, Elastic: Flexible Thinking in a 
Time of Change. In it, the best-selling author 
and Caltech-trained scientist explains the 
importance of flexible thinking and how to 
harness your mind’s innate capabilities to 
tackle seemingly intractable problems.

What is elastic thinking?

If we put human thinking on a spectrum, at one end is 
logical or analytical thinking, rule-based thinking. It’s the 
kind of thinking you use to program a computer or to solve 
a problem where we know the framework and the rules. 
Analytical thinking is for straightforward things that may be 
logically difficult.

Elastic thinking is at the other end of the spectrum. It’s the 
kind of thinking you use to make the framework, to make 
the rules. It’s how you look at a new situation or a new 
problem and build a framework to attack it, to create the 
assumptions that you need, the goals that you want to reach 
for and the methodology that doesn’t exist. Elastic thinking 
is for innovation, adaptation and change.

How does it work?

Your brain is constantly generating ideas on the 
unconscious level. Some of the ideas are good, some of 
them are bad, some of them are ugly. The filters in your 
brain are trying to figure out which ones to make conscious, 
and usually it’s the ones that are more promising and more 
conventional. But if you defocus, then the more original and 
different ideas can come to you.

Sometimes those ideas are silly or just don’t work. But 
sometimes they’re brilliant, even though you don’t realize it 
until you think about it for a while. You get those ideas — those 
sudden insights — by relaxing your mind, by just not focusing. 
Don’t have your email open. Don’t think about what’s for 
dinner. Don’t think about the problem at hand. Insights come 
when you’re taking a shower, you’re jogging or you’re like 
Mary Shelley when she wrote Frankenstein: You’re lying in bed 
staring at the ceiling. Then those things will push through to 
your consciousness.
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Why is it important to think 
elastically?

Today change is coming very fast, 
much faster than before. Society’s 
changing exponentially. The pace 
is getting to be hard to put up with, 
hard to deal with. For thousands of 
years, society was relatively stagnant. 
The changes came very slowly. You 
lived most of your life in a static 
environment; maybe you’d have one or 
two changes every 10 or 20 years. 

Nowadays in business and in our 
personal lives, because of all this 
change you have to keep ahead of 
everyone else who’s trying to take over 
your business or change the way it’s 
done. Elastic thinking is what lets you 
keep up. If you’re a taxi company, you 
have to learn how to be an Uber kind of 
company. Business used to say: “Work 
on your core strengths. Just stick with 
what you know how to do.” Now it’s 
the opposite. If you just stick with what 
you know how to do, you end up like 
Encyclopedia Britannica or Blockbuster.

So elastic thinking is a tool to adapt 
to overcome change?

Human beings are already built to adapt 
to change. Our ability to adapt is what 
saved us during our evolution, because 
we don’t have the strength and the 
skills of some of our primate relatives. 
What we have is social interaction and 
adaptation. Over the years of human 
evolution, we’ve become not only really 
good at change, but we tend to like 
change. Even though a lot of people 
talk about how we resist change, 
our real nature is to like change. Just 
imagine you’re on an assembly line 
doing the same thing all day every day. 
It’s very repetitive, with no variety and 
nothing new. People don’t like that. 

The reason change has a bad name is 
that some of us don’t like risk, the risk 
of something getting worse. And we 
certainly don’t like conditions getting 
worse. In the corporate world, change 
is often a euphemism for “bad.” They’re 
always talking about change resistance. 
It’s not change resistance; it’s negative 
change resistance. Quite often, the 
company says: “We’re changing the 
way we do things. It means you’re doing 
more work for less pay or we’re laying 
off people.” They never say, “I want you 
to do less work” or “I want to give you 
more money for the same work.”

You talk about how rigid thinking 
creates preconceptions and thwarts 
people from recognizing major 
paradigm shifts.

The most forward-thinking, innovative 
people recognize the paradigm they’re 
working in. Often these paradigms 
go unconsidered. You’re following 
the paradigm, and you’re using your 
logical, analytical thinking without even 
considering your framework. What are 
your assumptions? When you question 
them, you can realize that if you break 
one assumption or another you can go 
in a new direction.

When Wikipedia was coming up, 
Encyclopedia Britannica didn’t 
question its assumptions of its business 
model. I assume that taxi companies 
didn’t feel the threat from Uber. They 
didn’t change their ways. They could’ve 
done that. Blockbuster could’ve started 
mailing you CDs or DVDs, or streaming 

movies, but it didn’t do that, and Netflix 
reinvented the paradigm.

How can I practice thinking 
elastically?

Well, there is a list of things. I guess 
the way I phrase it is to avoid certain 
things: fear of failure, dwelling on being 
wrong. Don’t run from it, but accept it. 
Try to accept uncertainty. Don’t have a 
deadline. Try to feel free to experiment. 
Seek out diversity because being 
exposed to new ideas, even if you don’t 
agree with them, helps your brain.

You can encourage exploration, like I 
did in my kids. It’s OK to fail; it’s OK to 
be wrong. You should always say it’s the 
effort that counts, not the solution, that 
their way of thinking is more important 
than getting the right answer all the 
time. For success later in life, that’s 
what you want to encourage, because 
in these rapidly changing times, being 
able to get the right answer without 
ever having anything imaginative might 
not bring you the most success.

Flexibility is a key to happiness. 
Flexibility means adaptability and 
acceptance of change and new things. 
Learning to do that will make you a 
more elastic thinker and might make 
you happier, too.

Leonard Mlodinow is a theoretical 
physicist and author, recognized for 
groundbreaking discoveries in physics. 
He is the author of five best-selling 
books, including The Grand Design with 
Stephen Hawking.
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NOTES FROM THE FIELD

GENE THERAPY
REPRESENTS THE NEXT 
HORIZON IN MEDICAL 
INNOVATION.
Researchers are making steady strides in gene therapy 
and editing, and the field has the potential to revolutionize 
health care in coming years. Numerous startups have 
formed, established companies have invested heavily in the 
development of new therapies, and there has been rapid 
growth in clinical trials. Though novel medical treatments 
are innately complex and uncertain, recent clinical 
successes have generated enthusiasm about the field’s 
long-term prospects.

AUTONOMOUS VEHICLES 
COULD DRIVE CELLULAR 
INFRASTRUCTURE.
Smartphone apps and streaming video are infamous for 
gobbling bandwidth. Soon there may be another contender 
for the title of biggest bandwidth hog: self-driving cars. 
When they hit the roads, autonomous vehicles may use up 
to 19 times as much data as the average cellphone user, 
according to a Capital Group estimate. The cars will use the 
most data in tricky situations — such as when other vehicles 
block them in — forcing the vehicles to get instructions from 
remote operations centers via cellular connections. Even a 
small number of self-driving cars on U.S. roadways could 
necessitate a big expansion of existing cellular networks in 
coming years.
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THE OUTLOOK FOR U.S. 
HOMEBUILDERS IS
UNIMPRESSIVE.
The homebuilding industry has always faced inherent 
challenges, including the fact that companies have no 
repeat sales and few competitive advantages. What’s more, 
businesses must constantly replace their biggest asset, land, 
often at higher prices. Beyond that, current market trends 
don’t bode well. Short-term obstacles include a decline in 
the U.S. homeownership rate. And elevated debt-to-income 
ratios suggest that affordability constraints are inhibiting 
potential buyers. Longer-term, the size of the working-age 
population — those likeliest to buy houses — is expected to 
flatten in coming years and to begin to decline by 2027.

SUBSCRIPTION SERVICES 
ARE RESHAPING
INDUSTRIES.
From shampoo and razors to streaming video and even 
technology, consumers and businesses are increasingly 
signing up for subscription-based goods and services. 
This business model is hardly new. Americans have signed 
up for newspapers since the Colonial era, and Columbia 
House’s mail-order music service was a staple of the 1970s. 
Once the purview of old-economy companies — such as 
elevator makers offering lifelong service contracts and 
Gillette practically giving away razors and selling the 
blades — recurring-revenue businesses have come into 
fashion with cutting-edge technology companies. Digital 
platforms and the advent of cloud computing have added 
a new dimension to the subscription model by providing 
nimble companies with three potential benefits: expanding 
markets, steady cash flow and dependable client loyalty.
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