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Preparing for a Year of Change 
As I contemplate the year ahead, one word keeps coming to mind: change. Of course, change is always a constant 
as the calendar turns. But as you’ll notice throughout this issue, we’re expecting a greater amount of change in 2019, 
particularly in the investment markets.

We’ve already started to witness a difference in market behavior in recent months. Equity volatility has increased at a 
furious pace amid uncertain trade policy, conflicting macroeconomic data, speculation about future Fed rate moves and 
shifting perceptions of economic fundamentals around the world. 

To bring thoughtful perspective to these issues and many more, we gathered members of Capital Group’s investment 
team for our annual equity and fixed income roundtables. Beginning on page 4, we delve into some of the key topics 
that may be on your mind right now. Among other things, you’ll learn our team members’ current outlooks, how they are 
positioning portfolios, their primary areas of focus and their views on the prospects for global markets. This issue also 
offers insights on several important industries from the Capital Group analysts who cover them.

As our roundtable panelists note, a changing market environment filled with greater day-to-day volatility is very likely 
to continue. This is definitely a big change from the more sanguine environment we experienced over the past decade. 
In times like this, having experienced managers with broad resources to navigate the shifting waters has never been 
more important.  

One of the most frequent questions I get from clients is how to determine the right time to talk to children and other 
family members about their wealth and the responsibility that comes with that. Just as important, they want advice on 
how to pass on their legacies and values in the most ideal way. Who better to provide effective strategies than clients 
who have wrestled with this very issue? On page 14, you’ll meet two who have spent considerable time researching, 
planning for and initiating these sometimes difficult conversations with the help of their Investment Counselors. I think 
you’ll find this to be an informative discussion.

Back to the subject of change, if you’re like most people, you are laying out your resolutions for 2019. Regardless of 
what’s on your list, you’ll get plenty of help on how to start implementing these changes from our guest author, James 
Clear. He outlines strategies from his best-selling new book, Atomic Habits, on page 18, and discusses how starting small 
can lead to big changes for the better.

Finally, if you want to add some books to your 2019 reading list, why not start with some of the best? Publishing veteran 
James Mustich shares favorites from his just-released 1,000 Books to Read Before You Die, including standouts in several 
categories, on page 16.

In closing, I want to remind you that the start of the year is a great time to review your overall wealth plan, ensure 
everything is up to date and account for the inevitable life changes that may have crept up during the past 12 months. 
If you haven’t already done so, I encourage you to make an appointment with your Investment Counselor to evaluate 
whether you are properly positioned for the year ahead.

John Armour 
President 
Capital Group Private Client Services

Increasing volatility may be one element of
a shifting financial landscape in 2019.

OPENING THOUGHTS
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Any surge in volatility is jarring, and never more so 
than when a sudden jolt punctures a long period 
of calm. That was the case in the closing months of 
2018 as U.S. equities slumped to their worst year 
in a decade. An array of forces battered markets 
around the world, including the U.S. trade squall 
with China, wavering global growth and Federal 
Reserve rate hikes. Stocks still have meaningful 
factors going their way, most notably the solid U.S. 
economy and reasonable equity valuations. But the 
upheaval demonstrated the uncertainty that may 
hang over markets until clear signals emerge about 
the direction of the global economy.

In many respects, the U.S. continues to make impressive strides, 
with unemployment at its lowest rate in nearly half a century and 
consumer spending expanding solidly. The U.S. is clearly in a latter 
stage of its economic cycle. But though economic and earnings 
growth are likely to slow from spirited levels, both are projected 
to remain solidly positive, with few signs of a recession in the 
immediate future. 

Of course, it didn’t feel that way in the fourth quarter, when 
investor attention swung from the economy’s sunnier long-term 
attributes to its formidable near-term clouds. Technology stocks 
were thumped by fears of government regulation and the 
simple laws of gravity after a multiyear rally. The selloff rippled 
through to other sectors, particularly economically sensitive 

ones, amid worries about stalling overseas growth and the 
waning effects of corporate tax cuts.

The Fed scaled back its projected 2019 rate hikes from three to 
two, but that didn’t allay fears that the central bank has failed to 
grasp the magnitude of threats encroaching on the economy. 
The U.S.’s rancorous trade clash with China clearly unnerved the 
market, with stock prices tending to lurch downward on days of 
intensified political rhetoric.

The downdraft felt sharp in part because it came on the heels of 
abnormally low volatility. The S&P 500 index moved 1% or more 
about one-quarter of the time in 2018, in line with its average over 
the past 30 years. But that was a notable jump from a mere eight 
days of such volatility in 2017. 

Of course, all expansions eventually give way to recessions. And 
though contractions are painful, they are relatively short-lived. Since 
1970, the average recession has lasted 12 months and lopped 1.6% 
from GDP. Expansions, by contrast, have averaged 72 months, with 
a cumulative 23% rise in GDP. It’s normal for markets to fall during 
recessions or in the periods leading up to them. But stocks can snap 
back quickly as worries fade, with some of the market’s best months 
having come on such rebounds (For more on the outlook for stocks, 
read our annual equity roundtable, beginning on page 4).

Trade tensions add to China’s short-term worries.

The outlook for the U.S. wasn’t helped by conditions abroad, 
especially in China, where the economy slowed more than 
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expected. Consumer spending, manufacturing, credit 
growth and housing are all showing signs of weakness. 
The government has taken steps to avert a so-called hard 
landing, including measures to spur bank lending and boost 
infrastructure outlays by local governments. However, the 
economy is expected to slow further this year before the 
stimulus measures are felt in 2020.

Longer-term prospects remain encouraging as China’s middle 
class continues to expand and consumer demand shows up in 
a cross section of industries. Wealthy households are drawn to 
luxury goods, overseas travel and housing, while new entrants 
to the middle class are fond of smartphones and skin care 
products. Medical care and life insurance are popular across 
income levels.

International stocks may be approaching peak pessimism.

A mix of external and domestic factors dragged down 
European stocks throughout the year. Export-oriented 
multinationals were pinched by Chinese economic weakness, 
squabbling over Brexit and political unrest in the eurozone. 
Protests erupted over an attempted gas tax hike in France 
while Angela Merkel announced this would be her last term as 
German chancellor.

Perhaps counterintuitively, investor disaffection with overseas 
equities may be setting the stage for future gains. International 
markets have lagged the U.S. for nearly a decade, and the 
relative return gap between them is at its widest point in nearly 
14 years. That has raised the possibility that foreign shares are 
reaching so-called peak pessimism — where sentiment is so 
depressed and valuations so low that a turning point may be
in sight. Indeed, a range of companies outside the U.S. are 
trading at much lower valuations than their U.S. counterparts.
Our portfolio managers have sought to take advantage of this 
relative weakness.

The economic outlook may be improving in Europe, according 
to a Capital Group analysis. There are early indications that 
growth may have troughed in late 2018 and is now picking up 
thanks to lower oil prices and looser fiscal policy in leading 
countries. That includes tax cuts and spending increases in 
Germany, and similar measures in France as the government 
seeks to mollify “yellow vest” protesters.

The prospects of innovative sectors remain strong.

Our portfolio managers have been drawn to sectors benefiting 
from secular trends that are likely to remain in place regardless of 

fluctuations in economic conditions. For example, spending on 
cloud computing services is projected to nearly double to more 
than $300 billion by 2021, according to research firm Gartner. 

The digital evolution is also boosting the prospects of securities 
exchanges. These businesses harvest enormous amounts of 
information from the trades they execute, which they repackage 
and sell in subscription formats. Beyond that, the recent spike
in market volatility has boosted revenue from trading 
operations. Our managers are also optimistic about companies 
in the biopharmaceutical industry as clinical research leads
to potentially breakthrough therapies for cancer and
other diseases.

Bonds helped provide diversification as stocks dropped.

It can be easy to overlook the benefits of bonds when stock 
prices are rallying. That was especially true at certain points 
in the year when rising yields weighed on investment returns. 
However, the central role of fixed income was evident at year-
end as bonds provided a refuge from sputtering stock prices. 
Signs of economic vigor pushed the 10-year Treasury to a brief 
high of 3.2%. But yields reversed course in the fourth quarter to 
close the year below 2.7%, resulting in a bond rally that helped 
offset the stock market decline in client portfolios.

Given the uncertainty in the economy and still-tight credit 
spreads, our investment team has sought to focus on high-
quality securities that may offer a measure of protection in 
adverse market environments. (For a fuller discussion, see our 
annual bond roundtable, starting on page 8.)

Regardless of economic conditions, the gyrations in financial 
markets highlight the need to have a well-balanced portfolio. 
Diversified holdings of stocks and bonds tailored to
an investor’s personal financial needs can provide the
best opportunity for successful outcomes in any
market environment.
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Diversified holdings of stocks and bonds 
tailored to an investor’s personal financial 
needs can provide the best opportunity
for successful outcomes in any
market environment.

Source: International Monetary Fund World Economic Outlook. Forecasts as of October 2018.

GDP Growth

2018 2019

ECONOMIC GROWTH IS PROJECTED TO
REMAIN SOLIDLY POSITIVE



4 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

EQUITY ROUNDTABLE

Claudia Huntington
Equity Portfolio Manager

Will Robbins
Equity Portfolio Manager

Gerald Du Manoir
Equity Portfolio Manager

Hilda Applbaum
Equity Portfolio Manager



What are your thoughts on the global 
economy and stock market, given the 
heightened volatility in the markets?

Claudia Huntington: Part of the reason 
we had a correction and equities 
struggled last year was due to economic 
concerns. Even though the U.S. is still 
growing, the economy faces some 
headwinds as we enter 2019. Looking 
abroad, China is clearly slowing, partly 
because the government has attempted 
to reduce debt levels. On top of that, 
we’ve had to deal with a trade clash 
between the U.S. and China, and general 
uncertainty about tariff levels.

However, it’s important to put this into 
context. We’ve had one of the longest 
up cycles on record for the U.S. stock 
market. And the bull market that began 
nearly a decade ago has been marked 
by extremely low volatility in recent 
years. Down periods feel horrible when 
we go through them; there is no doubt 
about that. But the volatility is actually 
on par with historical levels and, more 
than anything, it’s a return to a more 
normalized level.

Will Robbins: I agree that there are 
some challenges for the U.S. economy, 
which have been reflected in the recent 

pullback. Analysts have lowered their 
projections for 2019 earnings growth to 
roughly 6% to 8%, and I think that’s a bit 
optimistic based on what we’re hearing 
from companies. Wages and capital 
expenditures have gone up and interest 
rates are rising, all of which could exert 
pressure on profit margins.

That being said, it’s important to point 
out that we intentionally construct 
portfolios to be attentive to downside 
risk and to be prepared for these sorts 
of moments. Our objective is to protect 
and prudently grow client assets, and 
we take that responsibility exceedingly 
seriously. I believe that philosophy has 
been effective over many corrections 
and bear markets, including this most
recent pullback.

International markets trailed the U.S., 
with weakness in Europe, China and 
other emerging markets. Gerald, 
what’s your take on this as a global 
portfolio manager?

Gerald Du Manoir: 
One of the reasons that 
the returns of non-U.S. 
markets have been lower 
than those in the U.S. is 
that the U.S. stimulated its 

economy following the global financial 
crisis. Other parts of the world took the 
opposite approach, at least initially. This 
helped the U.S. achieve faster growth. 

The differential is also partly due to 
the composition of market indices. The 
S&P 500 has a very large component of 
technology companies, and even with 
a pullback in the sector, many of those 
companies have still been incredible 
investments. Non-U.S. indices, including 
those in the emerging markets, have a 
very large component of commodity-
sensitive and financial companies. Those 
sectors are very reactive to interest rates, 
and they have felt the impact as rates 
have gone up.

As investment professionals, how do 
you approach volatile periods, such as 
those we have experienced?

Hilda Applbaum: The markets tend 
to react in knee-jerk fashion during 
moments of uncertainty. They throw 
everything out equally and then sort 
through things later. An environment 
like this is exciting because we are in 
more of a stock pickers’ market. Capital 
Group devotes a great deal of resources 

After several years of solid economic expansion and rising stock 
prices, the cumulative impact of higher interest rates, acrimonious 
trade relations and choppy global growth has challenged the 
global equity markets. The U.S. economy expanded strongly in 
2018, with low unemployment and little hint of a recession in sight. 
But disappointing growth in Europe and China raised concerns 
about the overall footing of economies around the world.

While it may feel uncomfortable to experience such volatility, 
the recent downdraft has created opportunities for long-term 
investors, according to the members of our equity roundtable. 
For a closer look at the year ahead, we spoke with Capital Group 
Private Client Services principal investment officer Will Robbins 
and Capital Group portfolio managers Hilda Applbaum, Claudia 
Huntington and Gerald Du Manoir. Below are their observations 
on what’s rattling investors and where they are finding 
compelling ideas amid the turbulence.
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“EVEN THOUGH THE U.S. IS STILL 
GROWING, THE ECONOMY FACES SOME 
HEADWINDS AS WE ENTER 2019.”
Claudia Huntington
Equity Portfolio Manager
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“WHAT WE HAVE EXPERIENCED 
LATELY REAFFIRMS THE NEED TO HAVE 
A BALANCED PORTFOLIO AND TO 
APPROPRIATELY ASSESS YOUR OWN 
RISK TOLERANCE.”
Will Robbins
Equity Portfolio Manager

to research and to trying to select 
companies with promising long-term 
outlooks. Down periods provide a great 
chance to comb through the market, to 
think about how the world is changing 
and to position portfolios for the future.

Huntington: Perverse as it may sound,
I actually enjoy difficult markets because 
they give me an opportunity to put 
fantastic companies in my portfolio that 
have previously been out of my reach 
due to valuations. I view a challenged 
market as a market of opportunities 
to invest in great businesses with 
excellent managements at prices that 
are compelling in the long run. We are 

in a heightened period of volatility, and 
I think it may continue for the next year 
or so. My plan is to try to take advantage 
of these periods and to be active when I 
see the chance.

Despite the challenges, are you seeing 
any positive developments in the 
current environment? 

Applbaum: After the protests in France, 
the government announced that it was 
going to reduce taxes and increase 
the living wage. This is a form of fiscal 
stimulus that should be beneficial to 
Europe. We should also remember that 
the U.S. is continuing to grow — albeit at 
a lower level than over the previous year 
— but I still see growth ahead. And the 
recent downdraft has brought valuations 
down to more reasonable levels.

Where are you finding opportunities?

Robbins: There are some really attractive 
and interesting opportunities outside 
the U.S. It’s no secret that investors 
have favored U.S.-
based companies 
in the last few years 
over comparable 
companies based 
overseas. Those 
internationally 
based businesses 
now have materially 
lower valuations than 
their U.S.-domiciled 
counterparts. This discount applies 
across a variety of sectors, including oil, 
financials, aerospace, even some parts 
of technology.

Huntington: I’m also enthused about 
parts of the markets outside the U.S. 
I’ve been spending a lot of time in 
India. It’s not huge in terms of market 
capitalization, but there are notable 
changes going on and I think there 
are some very fascinating long-term 

opportunities there. I’m still a little 
cautious on China. I’m not sure the debt 
and some of the structural issues in 
China can get worked out that quickly. 
But I think there are opportunities in 
other emerging markets — Brazil, for 
example — as well as in Europe.

Are there broad trends that you 
believe will have significant effects on 
the global economy and business in 
coming years?

Huntington: I think we’re in the third 
industrial revolution in terms of being 
in an environment of innovation. Deep 
learning and artificial intelligence, 
as hyped as they may be, represent 
a genuinely transformational set of 
technologies. Companies that know 
how to make use of these technologies 
have the chance to really outpace their 
peers. Companies that don’t get it — that 
don’t understand how to use technology 
to their advantage — are going to lose 
market share. I’m spending a lot of time 

EQUITY ROUNDTABLE

“THE MARKETS TEND TO REACT 
IN KNEE-JERK FASHION DURING 
MOMENTS OF UNCERTAINTY.
THEY THROW EVERYTHING 
OUT EQUALLY AND THEN SORT 
THROUGH THINGS LATER.”
Hilda Applbaum
Equity Portfolio Manager
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trying to identify companies that really 
understand where technology is going 
and how they can deploy it. This is 
happening at a very fast rate, and there 
are opportunities for companies to really 
grow their businesses in ways that their 
competition can’t. These are not tech 
companies necessarily, but companies in 
any industry that can take advantage of a 
changing world.

Applbaum: Broadly speaking, disruption 
is something we can’t ignore in the current 
environment. There are businesses and 
industries that are doing the disrupting and 
those that are being disrupted. It’s essential 
to differentiate between the two. Beyond 
that is a broad group of companies that 
I think of as ancillary beneficiaries of 
disruption. These are businesses that may 
not have broad name recognition or get 
the hype that the primary disrupters get. 
But they stand to benefit significantly from 
the evolving technological landscape, 
often by supplying some of the underlying 
nuts and bolts.

What are some of the industries you 
are drawn to at the moment?

Applbaum: I’m very enthusiastic about 
pharmaceuticals. Some companies are 
nearing patent expirations in prominent 
products. But unlike in the past, their 
pipelines tend to be stocked with a new 
generation of very innovative, potentially 
life-changing drugs. Many of these 
represent real clinical breakthroughs, as 
opposed to simply being copycat drugs. 
Because of political and regulatory 
issues, the share prices of many of these 
companies have not gone up as much 
as they might have otherwise. This 
favorable outlook does not apply across 
the entire industry. It’s stock-by-stock and 
company-by-company. We are fortunate 
to have the depth and breadth of 
research, and analysts who can identify
promising companies.

Staying on the health care theme, there 
is a health care cost issue in this country. 
I’m looking at companies that can help 
solve that issue without simply taking 
a knife to patient coverage in the U.S. 
These companies are seeking to bring 
down costs while still delivering as good 
or perhaps better care. That includes 
the use of technology, including artificial 
intelligence. There’s a real intersection of 
technology and health care.

Robbins: One area I’d point to is 
aerospace and defense. This is a sector 
I have invested in for quite some time, 
particularly aerospace, because of 
our belief in increased global travel, 
especially as developing markets have 
greater appetite for air travel. I have now 
become more interested in defense, 
as we clearly are experiencing greater 
uncertainty around the geopolitical 
environment. You have much more 
attractive valuations for those sectors as 
a result of the recent pullback.

Du Manoir: One broad area I’m 
pursuing is consumer demand in 
general and the continuing evolution 
of consumers in the developing world. 
The fortitude of consumers was shown 
last year when many companies 
with exposure to China suffered but 
a number of consumer staples 
companies with substantial exposure 
in China did incredibly well. The 
second area I’d point to is technology. 
We’re entering a world of connection 
where everything — people and 
devices — will be connected. That 

is very favorable for semiconductor 
companies, which I believe represent an 
area of very solid long-term growth.

Periods of volatility can be jarring for 
clients. What advice would you offer 
for how best to handle such times?

Robbins: What we have experienced 
lately reaffirms the need to have a 
balanced portfolio and to appropriately 
assess your own risk tolerance. Part of 
this involves having a proper allocation 
of fixed income, which has tended to 
hold up much better in corrections or 
bear markets than equities. Bonds might 
go down a little bit, but they’re probably 
not going down a lot, as equities 
sometimes do. 

“ONE BROAD AREA I’M PURSUING 
IS CONSUMER DEMAND IN 
GENERAL AND THE CONTINUING 
EVOLUTION OF CONSUMERS IN                              
THE DEVELOPING WORLD.”
Gerald Du Manoir
Equity Portfolio Manager
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While bonds ended the year in fairly 
good shape, we definitely saw an 
increase in volatility during 2018. 
What were some of the key factors 
impacting the market? 

John Queen: I think much of it had 
to do with the fact that we essentially 
had an economy of two tales, namely a 
positive beginning and a challenging 
ending. We started 2018 in the midst 
of a synchronized global expansion. 
Growth was stronger in the U.S. than 
in most other places, but China was 
also doing well, and Europe and Japan 
were showing signs of improvement. 
Given economic vigor in the U.S., the 
Fed continued to raise interest rates and 
reverse the quantitative easing it had 
initiated after the 2008 financial crisis.

Financial conditions tightened around 
the world as we moved through the 
year, putting pressure on some of the 
economic numbers that came out later 
in the year. This was exacerbated by 
trade tensions between the U.S. and 
China, questions surrounding Brexit 
and early signs of economic slowing. 
As sometimes happens in the financial 
world, the markets went from focusing 
almost entirely on positives to dwelling 
largely on risks. But in my view there are 
still plenty of reasons for optimism — the 

U.S. economy remains fairly strong, and 
the consumer is in great shape. I think 
investors at some point will recognize 
this and take a more balanced approach.

While bonds certainly held up better 
than stocks, they didn’t do as well as 
some might have expected during 
times of equity selloffs. Is fixed 
income still an effective diversifier in 
this environment?

Mark Marinella: Absolutely. It’s 
important to understand the forces at 
work in the economy that have weighed 
on the bond market. The Fed hiked 
interest rates in every quarter last year. 
The pace of hikes is expected to slow 
this year, but I still think there will be one 
or two moves. That is a tough backdrop 
for fixed income. But I actually think 
bonds held up very 
well given these 
challenges.

Queen: Global central 
banks are reversing the 
most aggressive monetary 
policy in the history of global 
economies. There are negative 
interest rates in Europe and Japan. 
Yet bond returns have held up well. In 
fact, on days when the stock market has 
done poorly, bonds have generally done 

exactly what one would expect. That’s 
pretty good when we consider the
big picture.

Mark, what’s the outlook for the 
municipal bond market?

Marinella: If you think back to a year 
ago, there was concern that the federal 
tax overhaul would pose a threat to the 
muni market. People were asking if there 
would still be robust demand for these 
securities given the lower rates. Well, 
as they have done year in and year out, 
decade after decade, municipal bonds 
were just fine. The demand for munis did 
not go away. In fact, there’s still a great 
need for the tax exemption they provide, 
particularly in very high-tax states such 
as California and New York, given the 
limit on state and local tax deductions 
that is now in effect.

Ellen Gordon: It’s not as well known, 
but corporations are heavy buyers of 

After several years of smooth sailing, even in the face of gradual 
tightening by the Federal Reserve, bonds came under some 
pressure in 2018 as rates began to move meaningfully higher.
But as equities ran into increased turbulence, the fixed income 
market demonstrated its diversification power, as investors sought 
refuge in bonds. 

Fixed income is likely to continue to play a protective role in 
portfolios in what may be another volatile year for global markets. 
Municipal securities, in particular, remain attractive for those in 
high-tax states. For more on what may be ahead, we gathered
bond portfolio managers John Queen and Mark Marinella,
along with municipal analysts Lee Chu and Ellen Gordon. Below 
they discuss the macroeconomic drivers they are watching and 
reveal where they are finding compelling values that others
tend to overlook.

“ON THE MUNICIPAL SIDE,
WE’VE TAKEN A DEFENSIVE 
APPROACH TO GENERAL 
OBLIGATION BONDS.”
Lee Chu
Fixed Income Analyst
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“IT’S IMPORTANT TO REMEMBER 
SOME OF THE ESSENTIAL 
FUNCTIONS THAT HIGH-QUALITY 
BONDS ARE DESIGNED TO 
PERFORM. THEY PROVIDE 
INCOME, HELP PRESERVE CAPITAL 
AND SERVE AS A SOURCE OF 
DIVERSIFICATION AGAINST    
EQUITY RISK.”
John Queen
Bond Portfolio
Manager

BOND ROUNDTABLE

municipal securities. Given this, there 
was also concern that lower corporate 
rates would dampen demand. But that 
didn’t slow the market down either, 
despite the new supply that came to 
market late in 2017. 

Marinella: Actually, that was an 
important factor that proved to be an 
overall positive. Anxiety over tax reform 
sparked a lot of municipal issuance in 
late 2017 as governments and other 
issuers hurried to sell their bonds before 
the new law took effect. There was 
less issuance in 2018 — in other words, 
there was lower supply — and it seems 
as though that will remain the case 
this year. At the same time, demand is 
expected to remain heavy, particularly 
among retail investors. The combination 
of moderate supply and solid demand 
has been a positive for munis.

Will the Fed throttle back on rate hikes 
in 2019, as some have suggested? If 
so, would that be a troubling sign that 
indicates underlying weakness in the 
economy?

Queen: My view is that we’ll probably 
get one or possibly two additional 
quarter-point hikes in 2019. But that 
doesn’t necessarily mean there’s an 
imminent threat to the economy. We 
have an extremely tight job market 
and rising wages, so the consumer is in 
very good shape. In fact, retail sales are 
booming. Certainly, some interest-rate-
sensitive parts of the economy aren’t 
doing as well and corporate investment 
is beginning to wane. The Fed is going 
to have to weigh all of that and be 
careful about raising rates too quickly, 
thus denting the economy. The danger 
of a breakout in inflation seems to be 
low, though, so that may reduce some
of the pressure on the central bank
to be aggressive.

Marinella: It definitely feels like the 
path forward for rate hikes has changed 
recently, and the Fed itself has signaled 
as much. The Fed funds rate may go up 
this year, but the arc is likely to be less 
steep than was assumed even a few 
months back. From a bond market and 
investment perspective, what we desire 
most from the Fed is transparency. We 

want policymakers to be clear on 
what their plans are and to 

tell us what they’re basing 
decisions on. Fortunately, 
they have been reasonably 

transparent. I’ve been able 
to understand which way they’re going 
and why. That makes it much easier
for us as professional investors to 
develop plans.

There was a lot of talk in the media 
about the flattening yield curve 
and the chance that it might invert. 
What does that mean, and what is 
its significance to the market?

Queen: In simple terms, an inverted 
curve means that short-term interest 
rates yield more than long-term rates. 
That’s the opposite of the way it is 
normally, when long-term rates yield more 
because of the extra risk involved in tying 
up money for a longer period of time.

There’s a belief among some that a 
flattening yield curve foreshadows a 
coming recession. I personally don’t 
think it foreshadows anything in 
particular. For the last 10 years, it has 
seemed as though a recession was 
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“AS YOU REINVEST INTEREST AND THE 
PROCEEDS OF MATURING SECURITIES 
AT HIGHER RATES, YOU GET PAID 
HIGHER YIELDS, AND THAT’S GOOD FOR 
BOND INVESTORS.”
Mark Marinella
Bond Portfolio Manager



going to happen in two years. This 
still appears to be the case, with some 
predicting that we could see a recession 
start in 2020. But among many other 
factors, the Federal Reserve’s substantial 
bond buying in the last decade has 
distorted some of the messaging that 
the yield curve might otherwise be 
sending, at least in my view.

How have you positioned the 
portfolios you manage given the 
current landscape?

Marinella: Coming into 2018, there 
were a couple of really important 
themes. One was protection against 
rising interest rates. Because of that, 
for most of the year portfolios were 
underweight duration, making them less 
sensitive to interest rate risk. As we came 
into the fourth quarter, we got back to 
what I call a more neutral level, because 
I don’t think we need to provide quite as 
much protection against interest rates.
In addition, our focus on credit quality 
has remained consistent. We don’t want 
to subject portfolios to excessive credit
risk — the threat that a borrower
defaults — so I’m staying higher in 
quality, particularly compared to some 
other managers in our peer universe.

Lee Chu: On the municipal side, we’ve 
taken a defensive approach to general 
obligation bonds. Overall, we’re trying 
to pick what we view to be the most 
well-positioned securities. I use a twin-
pillared framework to analyze state 
and local bonds, based on recession 
preparedness and pension vulnerability: 
If a recession were to strike, which credits 
have the most financial cushion, taxing 
ability and, perhaps most importantly, 
willingness to meet their aggregate 
obligations? This framework keeps me 
away from general obligation bonds in 
states with low reserves, poorly funded 
pension plans, weakening demographics 
and growing fixed costs, as an example. 
Of course, the credit work is tied in with 

a judgment on valuation: Is the market 
paying us to take the risk? In many cases, 
general obligation debt provides less 
compensation for a sector that I believe 
is less defensive than revenue bonds — 
such as water/sewer or electric utilities 
— for later stages of the economic cycle. 
These dynamics help keep exposure
to state and local general obligation 
debt meaningfully lower than the 
investable universe.

Gordon: We try to find issuers that 
are fundamentally strong or have 
improving credit characteristics that are 
underappreciated by the market. Given 
the breadth of our research capabilities, 
we try to identify securities that can 
add incremental yield. That being 
said, we take advantage of short-term 
tactical opportunities as they occur. 
A great example is Illinois. There is a 
lot of negative sentiment about the 
state given its prolonged state budget 
challenges. But through our research I’ve 
identified attractive opportunities, such 
as prominent colleges that got penalized 
simply for being based in Chicago. 
These are attractive borrowers whose 
repayment ability isn’t tied to the state’s 
finances, yet they get painted with the 
same brush.

Let’s discuss some of the other sectors 
you are attracted to. 

Gordon: Another area I’ve been drawn 
to recently is hospitals — especially, small 
hospitals because they are potential 
acquisition targets by larger health care 
systems with strong financial footing. 
I look for hospitals that have a high 

market share with strong commercial 
revenue reimbursement. I think there’s 
a lot of opportunity because we’ve seen 
significant merger activity in recent years 
and I don’t think that will stop. 

Given the crosscurrents in all financial 
markets, how should investors view 
the big picture for bonds?

Marinella: Investors tend to worry about 
their fixed income investments whenever 
the Fed tightens. That’s understandable 
given the immediate pain this can cause. 
But over longer periods of time, as you 
reinvest interest and the proceeds of 
maturing securities at higher rates, you 
get paid higher yields, and that’s good 
for bond investors. 

Queen: It’s important to remember 
some of the essential functions that 
high-quality bonds are designed to 
perform. They provide income, help 
preserve capital and serve as a source of 
diversification against equity risk. They 
did all of those things in 2018, and I 
expect that to continue. That’s something 
important to keep in mind given the 
recent volatility in the equity market.
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“WE TRY TO FIND ISSUERS THAT 
ARE FUNDAMENTALLY STRONG 
OR HAVE IMPROVING CREDIT 
CHARACTERISTICS THAT ARE 
UNDERAPPRECIATED BY THE 
MARKET.”
Ellen Gordon
Fixed Income Analyst
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Following recent turbulance, global equity markets are 
likely to remain volatile as the new year gets underway. U.S. 
economic growth and corporate earnings remain strong, but 
rising interest rates, political turmoil in Europe and rancorous 
trade negotiations with China have muddied the investment 
picture. With those crosscurrents in mind, three Capital 
Group analysts offer their thoughts on how the industries 
they cover might fare in 2019 and beyond.

Even the most promising industries run into headwinds 
eventually, and that’s been the case for technology companies 
lately. Surging earnings and a multiyear rally made tech seem 
impervious to outside forces. The fallacy of that perception 
became clear when embarrassing disclosures about the industry’s 
cavalier approach to safeguarding customers’ personal data led 
to heightened scrutiny and fear of new government regulation. 
The near-term outlook was clouded further as uncertainty 
about trade policies and the direction of the global economy 
threatened to dent companies’ prodigious growth rates.

Tech stocks may remain under pressure early in 2019 as investors 
wait for clarity on these issues, says Irfan Furniturewala, a Capital 
Group technology analyst. But the sector’s long-term prospects 
are as bright as ever, with the digital innovations that have 

ricocheted through society likely to continue. “As incredible as 
the creations to this point have been, we are just touching the 
surface in terms of what is possible,” Furniturewala insists. 

His enthusiasm stems partly from the fact that the founders who 
launched many of today’s leading tech companies are still at 
the helm. Entrepreneurs have a unique vision and relentless 
drive that typical CEOs, for all their management skills, simply 
can’t match. Another positive factor, Furniturewala says, is the 
popularity of “app” stores, such as those run by Apple and 
Google. These electronic marketplaces make it possible for 
entrepreneurs with limited resources to cheaply distribute their 
products, allowing cutting-edge creations to find wide audiences 
and ensuring an ongoing pipeline of digital innovation.

“These are people who were previously excluded because they 
may not have had the right qualifications or couldn’t get their 
foot in the door of the right companies,” Furniturewala observes. 
“App stores provide a way for their creativity and entrepreneurial 
zest to be unleashed.”

In the near term, the biggest uncertainty for tech companies is 
the specter of regulation. It’s understandable that government 
oversight must catch up to the industry’s breakneck growth, 
and though any new rules are unlikely to be onerous, they may 
remain a temporary drag on the sector, Furniturewala says.
Tech stocks could come under further pressure if the U.S. 
trade furor with China deepens or if the global economy loses 
significant traction.

On the bright side, valuations have declined as share prices have 
throttled back, making them attractive for investors with three- to 
five-year time horizons. “There is risk in the near term, but the 
industry’s long-run prospects are encouraging,” Furniturewala says.

 

One of the more notable trends of recent years has been the 
push by manufacturers to automate production lines to reduce 
costs and boost efficiency. This dynamic has been especially 
pronounced in China, where companies are eager to improve 
quality control and match the productivity of rivals in the U.S.
and elsewhere.

This created significant demand for factory automation 
equipment such as advanced sensors and highly precise 
measuring devices. Many of these components are produced 
by a relative handful of Japanese companies whose share prices 

ANALYST PERSPECTIVES

AUTOMATION

 Irfan Furniturewala, Capital Group Technology Analyst

TECHNOLOGY
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surged as global economic growth, coupled with unchecked 
enthusiasm for robotics and other futuristic technologies, caused 
order volumes to skyrocket. In some cases, equipment buyers 
loaded up on inventory well before the parts were needed for 
fear of shortages in the future.

However, this sector is highly sensitive to shifts in economic and 
market conditions, and factory automation stocks stumbled 
in 2018 as order volumes pulled back from their furious pace. 
Softer demand from Asia, particularly in troubled sectors such 
as auto production, and overall weakness in corporate capital 
expenditures contributed to the order slowdown. 

“Twelve months ago, investors were euphoric, and now it’s been 
a complete 180-degree turn,” says Kohei Higashi, a Capital 
Group analyst who follows Japanese automation companies.

Nonetheless, the long-term outlook remains very positive, 
according to Higashi. China must invest heavily in automation 
over the next decade to remain competitive with international 
rivals, he says. Wages are rising across the country, forcing 
Chinese manufacturers to rely on technology to maintain
profit margins.

“Chinese manufacturers have a lot of room to improve 
productivity,” Higashi observes. “There could be a lot of demand 
for the companies that supply automation equipment.”

The expansion of the middle class in the emerging world is 
showing up in many ways, with one of the clearest being the 
swelling popularity of air travel. Rising incomes have helped a 
growing number of people in China and other emerging markets 
secure footholds in the middle class. And just as their counterparts 
in the U.S. and Europe did decades earlier, the consumer class is 

splurging on vacations to previously out-of-the-way locales.
This dynamic has been a boon to aircraft manufacturers and 
components suppliers that make everything from jet engines to 
passenger seats. According to Capital Group aerospace analyst 
Keiko McKibben, the favorable conditions show few signs of 
slowing anytime soon.

“The backdrop for commercial aerospace is incredibly strong,” 
McKibben notes. “There’s been robust demand for air travel, 
not only in the emerging markets and China but in developed 
markets as well.”

Several factors bode well for aerospace companies. A steady 
rise in passenger traffic has led to an above-average backlog 
of orders for new planes. The aerospace industry is on solid 
financial footing, with ample free cash flow. And there is less risk 
that the current boom will give way to a bust, as has happened in 
the past. Airlines used to ramp up orders when the economy was 
humming only to scale them back drastically when conditions 
changed. However, low fuel prices, jam-packed airplanes and 
better management have boosted the bottom line for the airline 
industry and reduced the odds of a sudden drop-off in orders. 
Beyond that, aircraft manufacturers themselves have shown 
greater discipline in managing the supply of new planes rolling 
off their production lines.

Of course, a sharp recession would undoubtedly take a bite out 
of travel and reduce demand for new planes. The risk of a full-
blown trade war between the U.S. and China is another variable. 
But air travel in China is on course to continue growing, with the 
country projected to become the largest domestic travel market 
by the end of the next decade.

“This is an economically sensitive business, and stocks could 
easily overreact to concerns about a slowdown,” McKibben says. 
“But the long-term outlook appears to be very favorable.”

Kohei Higashi, Capital Group Japanese Automation Analyst

Keiko McKibben, Capital Group Aerospace Analyst

AEROSPACE



When Lionel Sauvage began to pass the financial baton to his adult children, he never expected the process 
would be quite so smooth or — dare he say it — enjoyable. Sauvage and his wife, Ariane, imparted lots of 
financial wisdom when their two kids were young, stressing the virtues of prudence, hard work and humility. 
When the children reached their early 20s, the couple decided it was time to actively involve them in the family 
finances. With the help of their Capital Group Private Client Services Investment Counselor and an outside 
advisor, the Sauvages revealed details of their wealth in a series of meetings and informed the children that 
they would now share in decision making about philanthropy and other matters.

The couple used the conversations in part to try to put their wealth into context. They related stories about their childhoods, careers and 
values, explaining that the entire family was obligated to preserve their resources for future generations. Early on, the four family members 
discussed their individual communication styles to foster openness and honesty when broaching the fraught topic of money.

The result? A written “family constitution” that spelled out details about inheritance, charitable donations and financial stewardship. 
Beyond that, Sauvage found that sharing the collective task — and the free-flowing discussions it entailed — drew his family
closer together.

CLIENT PROFILE

Lionel Sauvage (left) and his 
wife, Ariane (far right), have 
involved their children, 
Aliénor and Constantin, in 
financial decision making.
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Talking to Children About Matters of Wealth
Involves More Than Dollars and Cents



“What I learned is that it’s not about transmitting the wealth, it’s 
about transmitting values, empowering your children and giving 
up your authority, because your children are adults,” Sauvage says. 
“It’s not my wealth; it’s not their wealth; it’s our wealth.”

Start early and keep teaching children about wealth as
they grow.

Next to sex or death, few topics can be as uncomfortable for 
families to discuss as money. Beyond the inherent awkwardness, 
there can be fear of spilling too many details or breeding 
complacency or entitlement. But it’s important to address these 
topics, starting with fundamental values when children are young 
and progressing to more substantive issues as they mature 
into adulthood. In addition to instilling financial responsibility, 
forthright discussions can head off harmful perceptions that are 
hard to break in later years.

“Attitudes about money can be formed at a very early age, and 
there’s a risk that children learn negative messages, such as that 
you can’t talk about money or, if you’re wealthy, that it’s shameful 
to discuss,” says Michelle Black, who counsels families on these 
topics as head of wealth advisory at Capital Group Private Client 
Services. “It’s important for children to develop healthy attitudes 
toward money and to learn to be responsible with it.”

That’s the approach that Capital Group Private Client Services 
client Erika Glazer took with her two children. Among the lessons 
this investor, real estate developer and part owner of the Golden 
State Warriors professional basketball team instilled over the 
years: Use money to make lasting memories, not to spend 
ostentatiously or haphazardly. Give back to society and to the less 
fortunate. And be good people because “what you have doesn’t 
make you a better or worse human being.”

Glazer didn’t follow a strict timeline for these discussions, but 
instead addressed issues in straightforward fashion as they came 
up. She was careful to take cues from her children about what 
to impart and when. Her guiding principle was to be “continual 
and consistent” — in other words, to initiate conversations when 
opportunities unfolded rather than putting them off to the
distant future.

“I’ve always tried to talk to my kids about how I’m doing and how 
I’m making money, which is kind of hard when it’s just sort of inside 
your brain,” Glazer says. “There is no formula for that. It all depends 
on the kids, and they’ll let you know how much they can take and 
when to stop talking.”

Be aware of the emotional components of family wealth.

Conversations are often less about revealing that a family is 
well-off — “Children don’t know the details, but they pretty much 
can figure it out,” Sauvage says — than about putting those 
circumstances into perspective. There can be emotional issues, 
such as helping children develop self-worth unrelated to money or 
preventing a sense of entitlement. 

In addition, sharing family history can engender a sense of 
responsibility, according to Black.

“Understanding where the wealth came from is important,” she 
says. “If your family worked really hard, you want to make sure the 
children understand that and don’t squander that money.”

On a mundane level, it’s useful to plant the seeds of financial 
literacy by introducing basic concepts when children are mature 
enough to understand them, Black explains. That can begin with 
simple principles, such as financial discipline, when kids are young, 
and progress toward nuanced concepts, such as the effects of 
inflation or benefits of compounding, as they get older.

Steady and consistent messages over time go a long way toward 
helping parents imbue children with desired values and attitudes.

“I wanted my kids to know the enormity of the responsibility,” 
Glazer says. “Money’s great, but it’s also a big responsibility.”

Client Erika Glazer has stressed the importance of financial responsibility to her children.
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LIFE ENHANCEMENTS

By some estimates, more than 300 
million books have been published in the 
modern era, and that doesn’t include the 
myriad self-published titles that often fall 
under the radar. With so many options, 
how can you find the books most worthy 
of your time?

To answer that question, publishing 
veteran James Mustich dug through 
countless works over the past three 
decades. He lays out his recommendations 
in the newly released 1,000 Books to Read 
Before You Die.

“While I started writing this book in the 
early 2000s, its genesis really goes back 
to the mid-1980s,” he says. “That’s when I 
started the mail-order catalog A Common 
Reader, for which I wrote about books 
for two decades.” When his publisher 
approached him about writing this book, 
he framed the project with a simple 
question: “What if I had a bookstore that 
could only stock 1,000 titles, yet needed 
to have something for every reading 
appetite and age?” 

The resulting suggestions are equally 
weighted between fiction and nonfiction, and 

span nearly 4,000 years. To qualify for the list, 
a book needed to have a few key elements.

“A great fiction book begins with a
good story,” Mustich observes.
“It revolves around a story that, quite 
simply, makes you want to find out 
what happens next. It also sets a strong 
atmosphere, be it a physical place or 
period in someone’s life that resonates 
with the reader. And it combines good 
writing with interesting voices.”

As for nonfiction, Mustich says the best 
books are built around what he calls an 
intriguing “verve” that grabs the reader’s 
attention. “The verve might be in the 
narrative, or it could be in the style of the 
writing or even unique idea of the story,” 
he explains. “There’s a great little title on 
my list by John McPhee called Oranges, 
which is a totally fascinating story about 
citrus fruit! Once you read it, you’ll never 
look at oranges the same way again.”

To narrow the list, we asked Mustich to 
select his 10 personal favorites. His picks 
are listed below in alphabetical order, 
along with his thoughts on what makes 
each one so special:

Aké: The Years of Childhood
by Wole Soyinka
“This book is by a Nigerian author and 
winner of the Nobel Prize,” Mustich says. 
“It’s a magical story about childhood.
The perceptions it presents are steeped 
in the way children look at the world, 
where everything is kind of magical 
because it’s being seen for the first time. 
The way Soyinka is able to capture this
as an adult is remarkable.”

The Auberge of the Flowering Hearth 
by Roy Andries de Groot
“This is a great travel and food book,” 
Mustich raves. “Author Roy Andries 
de Groot was an excellent food writer 
and wine connoisseur in the 1950s and 
1960s. One day he was having dinner in a 
Greenwich Village restaurant and ordered 
a glass of Chartreuse, the after-dinner 
drink. The waiter brought over the bottle, 
and de Groot began reading it. The label 
said the wine was made by Carthusian 
monks in an alpine valley of France. De 
Groot decided to go there to find out 
how it was made. His book is the story 
of how he met the two French sisters 
who ran the inn — the Auberge — which 
supplies the title. He keeps going back 



season after season to find their
local recipes. It’s an absolutely 
transporting book.”

Gilead by Marilynne Robinson
”This novel, released in 2004, is written in 
the form of a memoir,” Mustich explains. 
“It’s about an aging minister who got 
married later in life, in his 70s. He is 
writing the memoir for his young son 
because he doesn’t expect to live to 
see his child’s growth to adulthood. His 
reflections encompass American history, 
and especially the Civil War, through the 
lens of his family. It’s a gentle, deeply 
moving book that’s beautifully expressed 
with a meditative calm that I think we’d all 
like to have in looking back on our lives.”

In Search of Lost Time
by Marcel Proust
“This is an enormous novel of around 
3,000 pages,” Mustich points out. “But 
once you get into it, you’re swimming 
through an enormous ocean in which the 
tide carries you along. The remarkable 
thing about Proust’s masterpiece is that 
it’s a profound book, but in an odd way. 
It’s filled with situations you recognize 
as familiar, involving memory, love, 
jealousy or social relations. And as you 
read, you find yourself saying, ‘I’ve always 
felt this way, but I’ve never been able to 
articulate it.’ Proust takes the time to think 
about even the simplest things in a way 
that yields insights that aren’t so much 
ingenious as they are familiar, and all the 
more profound for being so.”

Life in Code by Ellen Ullman
“The most recent book on my list, Life in 
Code, was published in 2017,” Mustich 
says. “The author was a computer 
software engineer in the early days of 
Silicon Valley, and one of the few women 
in that role at the time. In a series of 
essays, Ullman writes brilliantly about 
what life is like in the world made for us 
by technology. It’s a stunning book, and 
probably the one I’ve given away the 
most to others over the past year.”

Middlemarch by George Eliot
“I first read Middlemarch in college when 
I was 19,” Mustich recalls. “I try to reread 
it once every five years or so because it 
gets wiser each time I do so. It’s about a 
young woman in mid-19th-century Britain 
trying to find her way in the world. Eliot’s 

intelligence so permeates the book that, 
as you read it you find yourself asking 
what’s going to happen next to the 
character, Dorothea, and what shape your 
own life is taking at the same time.”

The Mouse and His Child
by Russell Hoban
“I often say this is my favorite book on the 
list,” Mustich says. “It’s written for 12-year-
olds, but it’s a full-length novel that repays 
the attention of any reader, whatever 
the age. The story is about a wind-up 
toy that gets thrown out of the toy shop 
where it’s been happy and has to learn 
how to navigate the cruel world outside. 
No kidding, it has more to say about the 
experience of being alive on this earth 
than any book I’ve ever read.”

The Oresteia by Aeschylus
“The Oresteia is the only surviving 
complete trilogy of tragedies from 
ancient Greece, and it deals with all the 
fundamental issues of human culture in 
one handy volume,” Mustich says. “The 
trilogy’s wisdom looms like an awesome 
natural wonder over the philosophical 
reasoning that Plato and Aristotle would 
leave in its wake. The truths the book
tells are as ineluctable as fate, and just
as enduring.”

Parnassus on Wheels
by Christopher Morley
“This is a novel about an itinerant 
bookseller who has a mobile book cart,” 
Mustich notes. “Written in the early 
20th century, it is a love letter to books 
and bookselling. It’s nicely paired with 
Morley’s sequel, The Haunted Bookshop.”

Time and the Art of Living
by Robert Grudin
“Grudin’s volume is a series of numbered 
meditations on time, be it alarm clock 
time, calendar time, or philosophical 
time,” Mustich explains. “It really 
makes one more thoughtful about this 
dimension in which we live. It helps to 
make your life more full of meaning as 
you read and ponder it, bit by bit.”

Mustich also selected his favorite books 
in six different categories for us: From the 
21st Century, Offbeat Adventures, Money 
and Enterprise, Food and Travel, Thrillers/
Mysteries and War Stories. You’ll find them 
in the sidebar at right.
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Best Books to Read 
Before You Die
FROM THE 21ST CENTURY
Citizen by Claudia Rankine
Gilead by Marilynne Robinson
Life in Code by Ellen Ullman
The Little Red Chairs by Edna O’Brien
My Brilliant Friend by Elena Ferrante
The Underground Railroad by Colson Whitehead

OFFBEAT ADVENTURES
Brazilian Adventure by Peter Fleming
No Picnic on Mount Kenya by Felice Benuzzi
The Sea and the Jungle by H.M. Tomlinson
A Short Walk in the Hindu Kush by Eric Newby
Tracks by Robyn Davidson
The Wilder Shores of Love by Lesley Blanch

MONEY AND ENTERPRISE
Boggs: A Comedy of Values by
Lawrence Weschler
The Great Crash 1929 by
John Kenneth Galbraith
Liar’s Poker by Michael Lewis
Morgan: American Financier by Jean Strouse
The Power Broker by Robert A. Caro
River of Shadows by Rebecca Solnit

FOOD AND TRAVEL
Adventures on the Wine Route by
Kermit Lynch
The Art of Eating by M.F.K. Fisher
The Auberge of the Flowering Hearth by
Roy Andries de Groot
Japanese Inn by Oliver Statler
The Piano Shop on the Left Bank by
Thad Carhart
The Surprise of Cremona by Edith Templeton

THRILLERS/MYSTERIES
The Count of Monte Cristo by
Alexandre Dumas
The Day of the Jackal by Frederick Forsyth
Friends in High Places by Donna Leon
The Moving Toyshop by Edmund Crispin
Rogue Male by Geoffrey Household
The Talented Mr. Ripley by Patricia Highsmith

WAR STORIES
The Face of the Battle by John Keegan
Dispatches by Michael Herr
Goodbye, Darkness by William Manchester
Good-Bye to All That by Robert Graves
The Killer Angels by Michael Shaara
Slightly Out of Focus by Robert Capa
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Building Good Habits 
and Breaking Bad Ones
If you’ve already started to struggle with keeping your 
New Year’s resolutions, author James Clear is here to 
help. His new book, Atomic Habits, provides a proven 
framework for making progress by taking small steps 
toward your ultimate objective every day.

Below he shares his strategies for building better habits. 
He also explains why peer pressure is an important 
contributor to success.

What, exactly, are “atomic habits?”

I used the word “atomic” in the title for three reasons. First, my 
core philosophy is that habit forming should be done in small, 
easy-to-do steps, like atoms. Second, habits are like the atoms 
of our lives. They are little routines you repeat each day that 
when put together end up in the system of our daily routine, 
just like atoms build into molecules and become part of 
something bigger. And, finally, “atomic” means something that 
is a source of immense energy or power. When you combine 
all three of these reasons, you understand the narrative arc of 
the book, which is that if you make small changes and layer 
them on top of each other like units in a larger system, you can 
end up with some really powerful results.

You recommend a four-step process for forming new 
habits: cue, craving, response and reward. Please explain.

“Cue” refers to the fact that you must first find something that 
attracts your attention. Often this is something visual, like 
spotting a plate of cookies that prompts a certain behavior. 
“Craving” is about how you interpret that cue. For instance, 
two people could walk into a room of people smoking and 
interpret that very differently depending on whether they like 
cigarettes. “Response” refers to the action you take. The simpler 
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the required action, the more likely you 
are to act. And “reward” is basically the 
payoff for the behavior. It could also be 
the consequence on the other end. In fact, 
this is a cardinal rule of behavioral change. 
Behaviors that get rewarded get repeated.

What’s the best way to keep a New 
Year’s resolution, be it to eat better or 
exercise more?

The first thing is to use what I call the two-
minute rule. Basically, you take whatever 
habit you’re trying to build and scale it 
down to just two minutes or less, at least 
in the beginning. So if your habit is to 
read one book a month, start by reading 
one page. If it’s to do yoga four days a 
week, begin by taking out the yoga mat. I 
like to say you should standardize before 
you optimize. If you want to start running 
for 15 minutes a day, you could initially 
just lace up your shoes and walk out the 
door. The idea is to scale your habits 
down so they take two minutes or less.

How do you get from taking out 
the mat to actually doing the yoga, 
though?

I call the two-minute habit an entrance 
ramp to the highway. If you just get 
started, it tends to then flow on its own. 
For instance, I have a friend who is a 
writer. His daily habit is to write one 
sentence. But most days, one sentence 
leads to two and then to a couple of 
pages. But even on bad days, he at 
least gets that single sentence out. Just 
as important, you need to prime your 
environment to make good habits easier 
and bad habits harder. When I wanted 
to build the habit of flossing, I realized 
I wasn’t doing it because the floss was 
tucked away in the bathroom drawer. 
Once I put it next to the toothbrush, I 
picked it up all the time. Or let’s flip it 
around and say you want to spend less 
time watching TV. Start by redesigning 
your room so that all the chairs face away 
from the television. Perhaps you can put a 
coffee table with books in front of the sofa 
instead of the remote control. Or unplug 
the TV altogether, which makes it even 
harder to get it back on.

Most people set goals for forming new 
habits. But you recommend focusing 
on systems rather than goals.

I’m a big believer that the system, not the 
goal, should lead the way. Goals are the 
outcomes you want to achieve. Systems 
lead the way. For instance, if you’re a 
basketball coach, your goal might be to 
win the championship. Your system is 
the way you recruit players and assistant 
coaches, the drills you do at practice, the 
way you review game film and so forth. 
Every sports team wants to win, but those 
that focus on the best process and system 
first and foremost usually accomplish
the goal.

What’s the role of family and friends in 
helping one to build new habits?

I found through my research that 
the social environment is even more 
influential than I first thought. All humans 
are wired to want to belong. Our 
ancestors lived in tribes, and if you were 
abandoned by the tribe, that was a death 
sentence. We still have this primal urge, 
which also translates into forming habits. 
If you move to a new area and see all of 
your neighbors recycling, you’re far more 
likely to start recycling yourself. Or when 
you walk onto an elevator and everyone 
is facing front, you’ll start to do the same. 
The core lesson is that when habits go 
along with the expectations of the tribe 
they are seen as more attractive. The 
practical application is that one way to 
keep on a habit is to join a tribe where it 
is seen as normal behavior.

While your two-minute rule seems 
pretty reasonable, procrastination may 
make it hard for some to even do that. 
Any suggestions for getting over this?

We procrastinate for as long as the pain 
of not doing something is less than the 
pain of doing it. I recommend trying to 
recalibrate by using what psychologists 
call a commitment device. For instance, 
let’s say you want to start running every 
morning. But you know you’ll wake up, 
it will be cold outside and you’ll want 
to stay tucked in your warm bed. You 
can implement a commitment device 
by texting a friend and telling them to 
meet you in the park at 6 a.m. Suddenly, 
you’ve changed the equation because 
even though it’s still cold out and you 
don’t want to get up, you know you’ll be 
in trouble if you strand your friend at the 
park, and that will motivate you to go.

LAWS FOR
CREATING 
GOOD HABITS

Make it obvious
Make it attractive
Make it easy
Make it satisfying

LAWS FOR
BREAKING
BAD HABITS

Make it invisible
Make it unattractive
Make it difficult
Make it unsatisfying
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FEDERAL INCOME TAX RATES

RATES SINGLE MARRIED FILING JOINTLY HEAD OF HOUSEHOLD MARRIED FILING SEPARATELY ESTATES AND TRUSTS

10% $0 to $9,700 $0 to $19,400 $0 to $13,850 $0 to $9,700 $0 to $2,600
12% $9,701 to $39,475 $19,401 to $78,950 $13,851 to $52,850 $9,701 to $39,475 -
22% $39,476 to $84,200 $78,951 to $168,400 $52,851 to $84,200 $39,476 to $84,200 -
24% $84,201 to $160,725 $168,401 to $321,450 $84,201 to $160,700 $84,201 to $160,725 $2,601 to $9,300
32% $160,726 to $204,100 $321,451 to $408,200 $160,701 to $204,100 $160,726 to $204,100 -
35% $204,101 to $510,300 $408,201 to $612,350 $204,101 to $510,300 $204,101 to $306,175 $9,301 to $12,750
37% $510,301+ $612,351+ $510,301+ $306,176+ $12,751+

WEALTH PLANNING REFERENCE GUIDE FOR 2019

TAX ON LONG-TERM CAPITAL GAINS AND QUALIFIED DIVIDENDS

RATES SINGLE MARRIED FILING JOINTLY HEAD OF HOUSEHOLD MARRIED FILING SEPARATELY

0% tax rate $0 to $39,375 $0 to $78,750 $0 to $52,750 $0 to $39,375
15% tax rate $39,376 to $434,550 $78,751 to $488,850 $52,751 to $461,700 $39,376 to $244,425
20% tax rate $434,551+ $488,851+ $461,701+ $244,426+
Maximum capital gains rate on collectibles 28%
Maximum capital gains rate on unrecaptured section 1250 gains 25%

3.8% NET INVESTMENT INCOME TAX (applied to the lesser of net investment income or excess over MAGI1)

Single $200,000
Married filing jointly $250,000
Married filing separately $125,000

Net investment income:
• Such as: interest, dividends, nonqualified annuity income, passive business income and rent
• Capital gains: portfolio investments, taxable gain from sale of primary residence

3.8% Net Investment Income Tax for trusts (lesser of):
• Undistributed net investment income for tax year
• Excess of AGI (adjusted gross income) above $12,750

1MAGI (modified adjusted gross income) for the purposes of net investment income tax: adjusted gross income (AGI) increased by 
the net foreign earned income exclusion under Code Section 911(a)(1) and 911(d)(6).

ESTATE AND GIFT TAX

Estate, gift and generation-skipping transfer tax exclusion $11,400,000
Annual gift exclusion $15,000
Top federal estate, gift and generation-skipping transfer tax rates 40%

RETIREMENT PLAN LIMITS

Defined Contribution Plan
Maximum elective deferral: Pretax 401(k), 403(b), Roth 401(k) $19,000
Catch-up contribution for 401(k) and 403(b) (50 years of age or older) $6,000
Total maximum annual addition to defined contribution plan $56,000
Maximum elective deferral: SIMPLE 401(k) or SIMPLE IRA $13,000
Catch up contribution for SIMPLE plans (50 years of age or older) $3,000
Limit on annual contribution to SEP (or 25% of income) $56,000

Maximum annual compensation considered $280,000

Defined Benefit Plan
Annual benefit limit under plan $225,000

INDIVIDUAL RETIREMENT ACCOUNT CONTRIBUTION LIMITS

Traditional and Roth IRA $6,000

Catch-up (50 years of age and older) $1,000

IMPORTANT 2019 TAX PLANNING DATES
JANUARY 15

•   Fourth installment of 2018 tax due 

MARCH 15
• Partnership tax returns due
• Partnership extension requests due 

APRIL 15
• Individual income tax returns due
• Individual extension requests due
• Corporate tax returns due (for calendar-year taxation)
• Gift tax returns due
• Deadline to make 2018 IRA contributions
• First installment of 2019 estimated tax due (individuals) 

MAY 15
• Deadline for nonprofit organizations to file information 
 returns (if close of tax year is December 31) 

JUNE 17
• Second installment of 2019 tax due (individuals)
• Individual income tax return due for U.S. citizens living and  
 working abroad (with automatic extension) 

SEPTEMBER 16
• Third installment of 2019 estimated tax due (individuals)
• Deadline for partnership tax returns (with extension)
• Deadline for SEP contributions (with extension) if partnership 

OCTOBER 15
• Deadline for individual tax returns (with extension)
• Deadline for corporate calendar-year tax returns (with extension) 

DECEMBER 31 
• Deadlines for current year-gifts and Roth IRA conversions
• Last day to take required minimum distribution (RMD) if not  
 the first RMD. The first payment can be delayed until April 1  
 following the year you turn 70½.

1MAGI (modified adjusted gross income) for the purposes of retirement accounts: Adjusted gross income with certain deductions added back, such as student loan interest, tuition and fees, foreign earned 
income exclusion, etc.

Sources: HR 1 - Tax Cuts and Jobs Act Conference Report, IRS Rev. Proc. 2018-57, IRS Notice 2018-83, IRS Publication 509, IRS Publication 590-A and 590-B, IRS Instructions for form 709, IRS Instructions 
for form 990, www.irs.gov. The information on this worksheet is for informational purposes only and is not intended to provide or should not be relied upon for legal, tax, accounting, or investment advice. 
Please consult a qualified tax advisor regarding your specific circumstances. Factual information has been taken from sources we believe to be reliable, but its accuracy, completeness, or interpretation cannot 
be guaranteed. Information is current as of January 1, 2019, and is subject to change without notice. © 2019 Capital Group Private Client Services. All rights reserved.



This is a look inside the Starfield Library
in Seoul, South Korea. If you’re searching
for a good read, check out the list of 
recommendations on page 16.
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