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Excitement for a New Decade 
The start of a new year always provides a chance to step back, reflect on the past 
and look forward to what’s ahead. And this isn’t just any year, but the beginning of 
a new decade. As I look ahead to 2020, I can’t help but think of the connotation of 
20/20 — as in perfect vision. When it comes to the economy and financial markets, 
there is, of course, no such thing as perfect vision. If history is any guide, the future 
will be filled with both opportunities and challenges, many that are predictable and 
many that are not. 

It’s hard to believe that 10 years ago we were emerging from the global financial 
crisis. It was impossible to foresee at the time, but the U.S. was embarking on the 
record-setting economic advance and decadelong bull market that remain in 
place today. As I think back to that period of uncertainty, it’s not a surprise that the 
best strategy may have been the most timeless: Tune out all the distractions — as 
loud and unsettling as they can sometimes be — and remain focused on a carefully 
developed financial plan centered on the long term.

That’s important to keep in mind as we look to the uncertain future. In this issue, 
you’ll find our annual equity and fixed income roundtable discussions. Starting on 
page 4, our portfolio managers and analysts share their thoughts on the markets 
and how they’re positioning portfolios. In a nutshell, economic growth is expected 
to continue this year, although market returns in the coming decade will likely be 
more modest than the superlative results of the last.

Despite the inevitable hurdles, there is a lot to be optimistic about in 2020. That 
includes exciting developments underway at Capital Group Private Client Services 
that will elevate your client experience. I will share details on them in the coming 
months. In the meantime, I want to thank you for your continued support and for 
placing your trust in us. 
 

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

John Armour 
President,                                                 
Capital Group Private Client Services

“The best strategy may be the 
most timeless: Tune out all the 
distractions.
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A year ago, fear arose that the bull market was finally 
wearing thin, a casualty of interest-rate hikes, trade 
tensions and the simple ticking of the clock. The anxiety 
was a miniature version of what gripped stocks 10 
years earlier amid the aftershocks of the global financial 
crisis. Needless to say, reports of the market’s demise 
were greatly exaggerated. Invigorated by the Federal 
Reserve’s about-face on interest rates, equities bounded 
to fresh highs in 2019, a fitting exclamation point for a 
rousing decade.

Make no mistake, a recession will inevitably occur and 
the bull market will eventually give way. Indeed, financial 
markets will confront any number of challenges in coming 
years, including irksome global growth and the ongoing 
realignment of U.S.-China relations. But a central theme of 
the past decade has been that the sheer passage of time 
has little bearing on the resilience of economic expansions 
and market rallies. 

The fixed-income market also enjoyed a banner year in 
2019 thanks to the Fed’s late-2018 reversal on interest 
rates, in which it swung from planned hikes to unexpected 
cuts. Major categories finished notably higher, including 
municipal bonds, which benefited from robust investor 
demand and limited supply. (For more on the fixed income 
outlook, read our annual bond roundtable on page 8.)

Once again, the U.S. was the Swiss Army Knife of the 
global economy. Standout job growth and consistent wage 
gains nourished retail sales and softened the blow from 
disappointing manufacturing data around much of the world. 
Expectations of easier monetary policy sparked a powerful 
rally in the first half of 2019, while the early-stage trade 
agreement between the U.S. and China propelled equities 
toward the end of the year. (Our portfolio managers assess the 
outlook for equities in our roundtable discussion on page 4.)

For the year as a whole, the Standard & Poor’s 500 index 
jumped 31%, while the MSCI World index advanced 28%. 
To put that in context, however, that followed weakness the 
prior year amid the U.S.-China trade spat. For the decade, 
the MSCI World index rose an average of 9.5% annually.

Indicators suggest that a bear market isn’t imminent.

Looking forward, a projected rise in corporate earnings 
growth may give equities some verve as 2020 unfolds. 
Generally upbeat data in the fourth quarter also raised 
hope that the global economy is rebounding from a 
so-called mini-cycle, during which growth sags in some 
sectors but not enough to deeply dent overall GDP. Mini-
cycles struck in 2012 and 2015 before activity picked up. 

As encouraging, many of the indicators that have 
historically foreshadowed bear markets are not present 
today. For example, heavy inflows into U.S. equity mutual 
funds can signal excessive bullishness among individual 
investors. Over the past decade, however, there have been 
net outflows. Other signs of soaring ebullience, such as 
merger activity and initial public offerings, have also been 
muted.

Still, stocks will face a variety of economic and geopolitical 
questions. Aside from the slow boil over U.S.-China trade, 
potential impediments include Brexit, the recent U.S. 
flare-up with Iran and elevated levels of government and 
corporate debt. The presidential election adds another 
potential monkey wrench. Since 1932, the S&P 500 has 
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meandered during primary season but notched a 10% 
average gain in the ensuing 12 months.

Looking abroad, a handful of positive economic signs have 
emerged in China and Europe, although it’s too soon to tell 
whether they have staying power. The European economy 
is expected to gradually improve in 2020 as political 
risks diminish and monetary and fiscal policy work their 
way through the system. And though China continues to 
struggle with soft growth, recent improvement in industrial 
output and consumer spending have raised hope that 
conditions are stabilizing. The country’s central bank also 
injected $115 billion into its financial system.

Regardless of the macro outlook, there are many promising 
investment opportunities in international companies, which 
tend to boast higher dividend yields and more compelling 
valuations than their U.S. counterparts. Following 10-year 
periods in which international markets have trailed the 
U.S. by an average of more than 5% annually, as they 
have today, non-U.S. stocks have historically surged. For a 
comprehensive look at international investing, turn to the 
package of stories that begins on page 12.

Health care is a compelling area.

Our portfolio managers have boosted exposure to the 
health care sector, as technological advances are helping 
researchers achieve meaningful clinical breakthroughs. 
Our investment team believes the biotechnology and 
medical device sectors are particularly promising. Despite 
the ongoing debate about drug pricing, factors such as 
the aging of the global population and the increased 
willingness of domestic regulators to approve promising 
treatments bode well for the sector.

Another area of interest is renewable energy. A sharp 
decline in the development costs of green technology over 
the past decade have made solar, wind and hydroelectric 
power generation more economically viable. Our managers 
have been drawn to some companies in Europe, where 
political and societal pressures have helped to encourage 
the industry’s growth.

Falling interest rates spur gains in fixed income.

Bond yields fell for most of the year before drifting up slightly 
in the final three months. Even so, the 10-year Treasury 
yield finished below 2%. Looking forward, the factors that 
have paced the fixed income market — moderate economic 
growth, tepid inflation and a supportive Fed — appear to 
be intact. The central bank has signaled that it is unlikely to 
lower rates further in the near term, but it’s not expected 

to raise them, either. Given that 
credit spreads have stayed at or 
near post-financial-crisis lows, our 
investment team remains cautious 
with credit exposure.

Regardless of economic conditions, 
the uncertainty in financial 
markets underscores the key role 
that fixed income plays in well 
balanced investment portfolios. 
Bonds offer diversification from 
equities, help generate income 
and provide capital preservation. 
Diversified holdings of stocks and 
bonds tailored to an investor’s 
personal financial needs can help 
a portfolio weather various market 
environments.
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Stocks Rally to New Heights
as the Economic Outlook Brightens
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A banner year to close out a banner decade. That was the 
story of global equity markets in 2019 as accommodative 
central banks and steady U.S. growth paced a record-
setting bull market. Volatility at the end of 2018 set the 
table for 2019, with stocks recouping their losses before 
driving higher amid improving economic conditions.

Looking ahead, there is no shortage of challenges as the 
new decade dawns. For example, lingering weakness 
in China — exacerbated by trade tensions with the U.S. 
— has had a ripple effect around the world, taking a toll 
on export-dependent economies such as Germany. Still, 
the prospects for long-term investors remain favorable 
amid opportunities in a number of sectors. To get a sense 
of the year ahead, we spoke with Capital Group Private 
Client Services principal investment officer Will Robbins, 
Capital Group portfolio managers Noriko Chen and 
Gerald Du Manoir, and Capital Group equity analyst and 
portfolio manager Keiko McKibben.

It was a great year for the stock market. What drove 
equities in 2019?

Will Robbins: One of the important forces was the posture 
of the Federal Reserve, which changed in the last week of 
2018. The market had been expecting additional interest rate 
increases. But the Fed came out very clearly with the intent 
to not only not increase rates but potentially to lower them. 
As we came to find, that’s what happened. That gave the rally 
further legs.

Gerald Du Manoir: It’s important to put last year’s gains 
in context. Although the 2019 numbers are very big, the 
compound returns over the past three or five years show an 
overall trend of roughly 8% to 10% a year. That’s good, but it’s 
not like the 28% gain in the MSCI World index last year, which 
was partially a reaction to the sharp decline in the fourth 
quarter of 2018.

After contentious negotiations, the U.S. and China put 
together the first phase of a trade deal. What are the 
implications for financial markets and for companies with 
a strong overseas presence?

Noriko Chen: An initial trade deal is clearly good for global 
markets. Trade tensions don’t appear to have impacted 
companies in the U.S. that much, but they certainly were 
starting to have an impact on earnings growth. Anything that 
helps to resolve near-term issues is clearly a positive. Business 
will start spending a bit more on capital expenditures, and 
we’ll get a more normalized business environment.

But longer term, the trade issue is really not about soybeans 
and steel. It’s about market access and intellectual property, 
and how the U.S. and China can work together to open up 
markets. It’s about how to have stronger intellectual-property 
development in both countries, and how to allow for growth 
in both countries without one thinking that the other’s 

growth is coming at their expense. That is going to be really 
challenging, and these trade issues are not going to go away.

Beyond trade, China’s economy faces challenges such as 
slowing growth. Where does it go from here?

Chen: At the end of the day, China is still a bit of a planned 
economy. Chinese President Xi Jinping wants to hit his 
growth target, which is 6% this year. I doubt we’ll see a 
significant slowdown. China is still going to invest and 
facilitate, through both fiscal stimulus and some monetary 
stimulus, in order to achieve its targets, at least for the short 
term. This year, I believe there’ll be a bit of a resumption in 
growth. The goal had been to get people out of poverty 
and now the goal is to make people wealthier. You do that 
through investing in things like value-added manufacturing 
and labor productivity.

Meanwhile, in Europe, we’re getting some clarity on the 
U.K.’s planned divorce from the European Union. What 
are the prospects for Brexit given the decisive victory of 
Boris Johnson’s Conservative Party?

Du Manoir: The U.K. now has a government that will achieve, 
at least, its goal of making a decision to exit the European 
Union by January 31. That was the clearly stated mandate of 
the election. What we don’t know is what will come after that. 
The U.K. and the EU will negotiate the precise terms of the 
separation, including economic and trade provisions.

Boris Johnson believes he’ll be able to deliver something 
within 10 months. I think that’s a tall order. Right now, it’s 
likely to be a standstill until December 2020 in which little to 
nothing will change in practical terms. We need to be very 
careful between the headlines in the U.K. and the reality of 
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what’s going on. The headlines suggest a sharp exit. That is 
not what’s happening on the ground.

What’s the outlook for Europe more generally?

Du Manoir: I think Europe has bottomed out. At least 
significant parts of the economy are doing better. The big 
question now is what will government policy — both monetary 
and fiscal — look like over the next two years or so. Christine 
Lagarde, the new head of the European Central Bank, 
believes the ECB’s monetary moves should be accompanied 
by governments doing more on fiscal policy. Germany, which 
is the biggest economy in the eurozone, has been resistant. 
But given the uncertainty in its political scene, Germany may 
be more likely to use fiscal stimulus over the next two years, 
before its next election.

Other countries are already moving in this direction. France is 
running a budget deficit higher than it was a year ago. Spain 
is doing much better economically but is also stimulating 
from a fiscal perspective. The other variable is China, which is 
a very big consumer of industrial goods. Weakness in China 
has weighed heavily on industrial production in Germany.

Turning to some of the notable sectors of the market, 
Keiko, you cover aerospace — 2019 was an interesting 
year for that industry.

Keiko McKibben: Obviously, a lot has been going on. I 
think the Boeing issue with the 737 MAX will eventually get 
resolved, because technically Boeing has come up with fixes. 
But the FAA is having to look at the situation very carefully. I 
think it’s more a question of when, not if, the MAX gets back 
up and flying. I do think this has tarnished the company’s 
reputation, though, and there are going to be longer-term 
ramifications for Boeing.

Beyond Boeing, how do the prospects look for other 
companies and for the industry as a whole?

McKibben: This is a long-term growth sector. Demand 
is driven by air traffic, and that’s been expanding pretty 
consistently. Aerospace is a duopoly industry, and Airbus has 
become better run. It is focusing on free cash flow. The hope 
is that it will return more of that to shareholders in the form of 
dividends, that it will repurchase stock and that it will become 
more shareholder-oriented. Another attractive area includes 
companies that manufacture airplane replacement parts, like 
engines. Airplanes require constant maintenance, and the 
companies that produce parts for them have the potential to 
benefit from a steady stream of recurring revenue.

Will, you are particularly optimistic about health care.

Robbins: We are in the age of innovation, in which the pace 
of discovery in the last several years has exceeded that of 
probably the prior two decades. We’re at a real inflection 
point in terms of companies bringing drugs to market quickly 
and with great efficacy. That’s partly due to technology. The 
ease of access, storage and analytics of data has changed the 
game in terms of drug discovery, trials and speed to market. 
Add in the FDA, which has become more friendly in terms of 
approving drugs.

Of course, there is a debate about drug pricing and 
questions about whether the government will step in to 
exert greater control. It’s an important issue, but I believe 
that when companies cure previously incurable diseases 
they will continue to be paid for it. Despite the fact that some 
drugs carry very high price tags, there’s an appetite for them 
because of their impact on society and individual lives.

What other sectors are piquing your interest?

Chen: Renewable energy is very promising. Thanks to 
technology, we now have wind farms that are economically 
viable and have provided very good returns without any 
subsidies. Because of Europe’s strict regulations, companies 
there have been at the forefront of adopting renewables. 
We think this is a great way to invest in energy broadly. It’s 
cleaner, it’s generated good returns, and there are a lot of 
growth prospects.

Despite the positives, please discuss some of the 
potential risks in the economy and financial markets.

ANALYST PERSPECTIVES
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Robbins: I would highlight three, with the near-term one 
being tariffs. A full-on trade war would impact earnings and 
could push the U.S. into recession. I don’t expect either a rosy 
outcome near-term nor a really messy outcome, but the trade 
issue will not go away any time soon. The second risk is the 
uncertainty surrounding the U.S. presidential election and, 
depending on the outcome, questions around tax policy.

The last piece is the threat of heightened inflation. Higher 
wages are a fact of life and will be increasingly so over time. 
Wages remain the largest contributor to the cost of goods 
sold in this country. Unemployment is at lifetime lows. 
Companies are struggling to attract and retain talent. That is 
something that is going to impact corporate margins.

Du Manoir: The world is interconnected, so obviously the 
continued weakness of the global engine of growth, namely 
China, is something that has impacts everywhere. I also worry 
about inflation appearing, but in a weakening economic 
environment. That would be a form of stagflation where 
despite tepid growth you get slight pressure on wages, retail 
pricing and input costs.

How do you prepare portfolios for these risks or for the 
possibility of greater volatility following such a strong year?
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Chen: I try to make sure that I don’t hold highly leveraged 
stocks and that the companies that do look a little high on 
valuation can justify it in growth potential. It’s really a focus on 
portfolio construction with the mindset that there might be 
potential headwinds.

Robbins: To echo that, as night follows day there will be 
a recession. I don’t know when it’s going to happen, but 
it will happen at some point. We try to position portfolios 
in companies that can weather a recession successfully. 
More broadly, Capital Group Private Client Services has 
guidelines in place for our equity services, such as limiting 
non-investment-grade and non-dividend paying companies, 
designed to provide resilience during downturns.

One of the ways we try to build strong portfolios is through 
comprehensive research that seeks to analyze companies 
from every angle. That starts with identifying superior CEOs 
and management teams.

McKibben: It’s almost like interviewing candidates. You can 
get a first impression, but then how do you actually know 
what they’re capable of? One of the things I like to do is look 
at their track record. If someone has a track record, whether 
it be at that company or a previous one, that speaks a lot to 
what you’re probably going to get in the future.

In this environment, we’re really keeping our heads down and 
focusing on finding interesting companies to invest in. I feel 
like there is more noise than usual on the macro front. So it’s 
that much more important for us to remain focused.
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“In this environment, we’re really 
keeping our heads down and focusing 
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invest in. 
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The big question 
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The outsized gains in the stock market last year made 
it easy to overlook the standout results in bonds. Sharp 
declines in interest rates, sparked by economic and 
geopolitical uncertainty, boosted returns across fixed 
income. The Federal Reserve led the way in cutting 
rates, slashing them three times in 2019 after having 
raised them four times the previous year.

The prospects for fixed income look generally favorable 
as the new year gets underway. Though additional rate 
cuts are unlikely, many of the factors that underpinned 
the market last year are intact, including moderate 
growth and restrained inflation. For a closer look at the 
coming year, we sat down with bond managers John 
Queen and Mark Marinella, along with analysts Lee Chu 
and Kevin Swick.

What contributed to the robust fixed income rally
last year?

John Queen: It dates to the end of 2018 when the Federal 
Reserve, which had been raising short-term rates, pivoted 
in response to hints of economic weakness. There were 
concerns about China’s economy, U.S.-China trade talks were 
problematic, and there was modest growth in the U.S. It was 
positive growth but modest overall. The bond market was 

signaling that it was worried about the increasing tightness in 
monetary policy. The Fed took the various factors into account 
and changed direction. The markets reacted quite nicely and 
it was a really good year.

It was an especially good year for municipal bonds as a 
number of factors seemed to line up in their favor.

Mark Marinella: Other than the Fed being supportive of 
fixed income in general, another broad positive for bonds 
has been subdued inflation. With the economy growing at a 
slow pace, there has been very little pressure on inflation, and, 
as we know, inflation is not good for fixed income securities. 
Beyond that, there were specific positives in the municipal 
market. Muni investors are typically in higher tax brackets, and 
their effective tax rates have been higher since the federal tax 
package was approved in late 2017. 

The tax-law changes made municipal securities all the more 
attractive to high net worth investors, and probably brought 
new buyers into the market. It’s been said that municipal 
securities are one of the last available tax exemptions. As a 
result, inflows into municipal funds set a record last year.

Another positive factor in the municipal market has been 
supply and demand. Comparatively speaking, debt 
issuance at the state and local levels has been relatively 
muted.

Lee Chu: Yes, there was a lot of issuance in 2018 but a relative 
dearth in 2019. Going back even further, states and local 

9Q UA R T E R LY I N S I G H T S     W I N T E R  2 0 2 0

“The tax-law 
changes made 
municipal 
securities all the 
more attractive 
to high net worth 
investors, and 
probably brought 
new buyers into 
the market. 

 −	Mark
	 			Marinella

“



entities haven’t been issuing debt and spending the way they 
did before the 2008/2009 recession. Debt issuance has been 
much slower than expected from state and local governments 
broadly. They’ve really been fiscally responsible in that way. 
So while there was heavy demand for munis overall in 2019, 
supply was more limited.

Kevin, let’s discuss some of the sectors you cover, such as 
pharmaceuticals, which has been in the news of late given 
the debate over drug prices.

Kevin Swick: There are many approaches to pharma. In some 
cases, we’re invested in companies that are paying down debt 
after having levered up to do acquisitions. These have been 
highly cash-generative businesses that I believe can pay down 
all their debt if they needed to in a year or less. Pharma is also 
appealing because it has historically been very defensive in 
recessions. So we own pharma for defense as well.

Of course, we are aware of the challenges facing the industry. 
The industry is making enormous strides in clinical innovation 
and doing so much great work in cancer and other research. 
But many large companies have massive patent headwinds 
over the next five to 10 years. As their drugs come off patent, 
the businesses will have to come up with ways to replace that 
revenue. That often involves some sort of M&A, which can 
cause them to take on debt that can burden their balance 
sheets. We try to take a basket approach to high-quality 
pharma, not owning too much of any one company.

We also understand that, depending on the outcome of the 
presidential election, valuations could sell off considerably 
if a candidate who is deemed as unfriendly to the industry 
prevails. We are positioned to take advantage if we see 
weakness in the sector.

Given the variety of risks that can weigh on the bond 
market at any moment, how do you approach your 
research in general?

Swick: Often, it’s not what we own but what we don’t own 
that makes the real impact. We meet with companies to try 
to understand what management is thinking, to determine 
whether they’re really aligned with bondholders. For example, 
a company might say it is very interested in M&A or in buying 
back shares. That would give a very strong indication that the 
bonds could underperform. So knowing what not to own can 
help to avoid potential blow ups.

Chu: Recession does not appear to be around the corner. 
Nevertheless, we talk every single day about which entities 
would do well or poorly in a recession. A big way that we seek 
to avoid blow-ups is by investing consistently in entities that 
we think are mispriced in the marketplace because we think 
they’re inherently more defensive than the market thinks. 
Those are the crown jewels that we really pride ourselves in 
searching for.

Looking forward, what risks are you keeping track of?

Queen: I’m keeping an eye on a couple of things. The first 
is potential economic weakness. We’ve seen a deterioration 
in the manufacturing sector. That doesn’t necessarily mean 
we’re going to see weakness throughout the economy. The 
consumer’s holding up quite well. But there are strains in 
Europe, and China is showing signs of weakness. I think GDP 
growth is likely to stay around 2%, but that’s something to 
watch.

The other concern I have centers around inflation. Central 
banks around the world haven’t been talking much lately 
about maintaining stable prices. Instead, they’re talking about 
stimulating growth and extending the economic cycle. They’re 
talking about a 2% inflation rate as their goal. And if every 
central bank in the world is fighting as hard as it can to create 
inflation, I think it’s reasonable to assume that someday they’ll 
succeed. 

And if they do, there’s typically a lag in monetary policy. Will 
inflation get away from them before they have a chance to 
try to pull it back? I don’t see this as a near-term risk, but it’s 
an underlying component to what’s going on globally and 
something to watch for down the road.

Mark, any potential clouds you see on the horizon? 

Marinella: The thing I worry most about is that investors will 
give up on bonds. Given the nominal level of yields over 
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still having that conversation nearly a decade later. And if you 
look at municipal bonds last year, total returns for the muni 
aggregates were 7.5%. 

Looking ahead to the rest of this year, what do you see for 
fixed income?

Marinella: The factors that paced bonds in 2019 — moderate 
economic growth with tepid inflation, a supportive Fed, high 
effective tax rates and positive inflows — seem generally 
favorable. Global growth remains modest, and there are no 
real signs of inflation. I don’t expect new tax legislation, so I 
think high net worth investors will continue to be drawn to 
munis.

The pace of inflows is a question mark. Investor behavior can 
be backward-looking, and strong returns one year can spark 
inflows the next. But if the Fed gets aggressive or inflation 
starts to percolate, flows could go the other way, so we’re 
going to watch that closely.

As for the Fed, it is expected to leave rates generally 
unchanged, at least for some stretch of time. Of course, that’s 
a change from last year, when the central bank was lowering 
rates. But that’s not unsupportive to the market. The key is 
that the central bank isn’t raising rates, and I don’t see that 
happening in the near future.

“Often, it’s not what 
we own but what 
we don’t own that 
makes the real 
impact. We meet 
with companies 
... to determine 
whether they’re 
really aligned with 
bondholders.

 −	Kevin
	 			Swick

“

the last two or three years, some investors have become 
skeptical about fixed income. When I speak to investors, I am 
asked about the wisdom of holding bonds that yield 1.5% or 
2%. Investors worry that rates will rise. They say, “Well, rates 
can’t go any lower. They have to go up and I’m going to lose 
money.” 

I understand the concerns and the overall feelings about low 
rates. We all want a 10% coupon. I would take it if I could get 
it. But I caution people to remember the critical role that fixed 
income plays in well-diversified portfolios. High-quality fixed 
income is meant to be an anchor and a stabilizer. We want 
to make sure our bond portfolios do the three things they’re 
designed to do: Provide clients with income, preserve capital 
and diversify larger risks, such as a selloff in equities.

Chu: I went on the road to meet with clients for the first 
time in 2010, and one of the first things I heard was: “Rates 
are way too low. Can they go lower from here? I’m afraid 
I’ll lose money.” And I’ve been asked some version of that 
virtually every time I’ve been on the road ever since. We’re 
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INTERNATIONAL INVESTING

TRAVELING
ABROAD
FOR A NEW
PERSPECTIVE
There’s no getting around the fact that international 
investing has been frustrating over much of the past 
decade. Overseas stock markets have lagged behind 
their U.S. counterparts, with no shortage of reasons why: 
Sluggish global growth. The U.S.-China trade squabble. 
Brexit. The blistering returns of U.S. technology 
companies.

But don’t be fooled. There are many compelling 
opportunities overseas. In fact, most of the best stocks 
over the past 10 years have hailed from distant locales. 
In other words, great companies exist across the globe — 
and ferreting them out is more important than ever.

The following stories offer a close look at international 
investing — what’s held it back in recent years and what 
the future might hold. We start with our European 
economist, who explains why the Continent’s economy 
may be turning up. Next, we make sense of the odd 
logic behind negative interest rates. Finally, we explore 
the world’s changing investment landscape and the 
importance of an international perspective.
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Europe seemed to be of two minds in 2019 as major stock 
indexes rallied despite an economy that was decidedly 
uninspiring. Germany, long the region’s economic 
bulwark, narrowly skirted recession amid a steep drop in 
manufacturing. Conversely, Spain, a onetime laggard that 
was mired in a debt crisis just a few years ago, notched 
buoyant retail sales and relatively sprightly growth.

The mixed picture underscores the crosscurrents swirling 
through the eurozone. The most prominent of these lately 
has been the uncertainty caused by the region’s outsize 
reliance on trade. There was little room to hide as export-
oriented nations and multinational businesses were 
stranded in the direct path of the U.S.-China trade spat and 
the broader slowdown in the Chinese economy. Britain’s 
protracted divorce proceedings from the European Union 
only deepened the sense of unease.

On the whole, however, Europe’s economic picture is one 
of resilience. Overall growth is likely to remain modest, with 
the European Central Bank projecting a slightly better than 
1% rise in GDP this year. But I believe there are clear reasons 
for optimism. Germany’s battered industrial sector may be 
turning a corner. France and Spain are benefiting from sturdy 
domestic demand. And across the eurozone, consumer 
spending and business investment are rising. 

On a broader level, favorable monetary and fiscal policies 
should provide a macro boost throughout 2020. Finally, the 
Continent is likely to get a lift from political developments 
that have dogged international commerce. The agreement 
on a limited phase one trade deal between the U.S. and 
China, and the resounding victory by Boris Johnson’s 
Conservative Party in Britain, provide a measure of clarity to 
investors hungry for signs of what’s ahead.

Beyond the economic backdrop, there are many promising 
companies based in Europe and elsewhere that appear 
to be well positioned to benefit from global growth. A 
company’s physical address means far less today than do 
its global footprint, the appeal of its products and the vision 

Source: Refinitiv, Markit. As of December 31, 2019.
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A TALE OF TWO 
ECONOMIES
Europe’s up and down —
seemingly at the same time.
But there’s cause for optimism
in the eurozone.

BY ROBERT LIND
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of its management. We delve into the dynamics of the 
global economy and markets in this story and the two that 
follow in this package. The article on page 16 explores the 
phenomenon of negative interest rates, while the story on 
page 18 discusses the continuing appeal of international 
investing.

The weakness in Europe has been most pronounced
in Germany.
 
Whether in German cars, French wines or Swiss watches, 
the Continent felt the sting as trade woes dragged down 
international demand, particularly from China. No country 
has suffered more sharply than Germany, as the industrial 
giant had increasingly relied on sales to the Asian titan. 
The pullback in China was a big reason that Germany’s 
manufacturing sector shrank for most of last year, tugging 
down employment and consumer sentiment.

On the positive side, there are signs that the worst 
may be over: German manufacturing orders appear to 
have stabilized. Propelled by consumer spending and 
construction, the nation posted a slight 0.1% uptick in third-

quarter GDP, which allowed it to sidestep two consecutive 
quarterly contractions. Any recovery in the eurozone’s 
largest economy is likely to be modest but a step in the right 
direction.

Elsewhere in Europe, domestic markets have shown 
some spark. 

As for the eurozone overall, it flashed signs of vigor in 
November, with manufacturing increasing, new orders rising 
and stocks of finished goods falling — all indicators that 
companies are adjusting to demand trends. Exports aren’t 
back to pre-trade-clash levels, but they’ve improved notably.
 
Domestic demand, meanwhile, is holding up, principally 
reflecting stronger labor markets and solid private 
sector balance sheets. Countries with lower exposure 
to international trade, such as France and Spain, have 
experienced stable growth. Sustained investment in business 
infrastructure across the eurozone has been a pleasant 
surprise. And retail sales are gaining steam, with many of the 
region’s largest economies seeing positive trends in the past 
several months.

These may be partially due to the ECB’s campaign to prod 
banks to lend and companies to invest. Additionally, some 
countries, including France and Spain, have enacted their 
own stimulus measures, helping keep their GDP growth 
solid.

Fiscal policy may take on greater weight. 

Looking forward, government spending and tax cuts could 
take on greater importance. In September, the ECB cut its 
key interest rate and announced the relaunch of a bond 
purchase program to kick-start the economy. But barring a 
dramatic downshift in growth, central bankers are unlikely to 
loosen monetary policy further. Instead, Christine Lagarde, 
the new ECB president, is expected to prod governments on 
the fiscal policy front.

There are still risks, of course. The German economy won’t 
turn on a dime, and abrupt hiccups, such as the pension-
related protests that have recently roiled France, could 
crop up elsewhere. Nevertheless, the U.S.-China accord 
could provide a short-term tailwind that reinforces positive 
dynamics in other parts of the European economy. 
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It can feel like negative interest rates sprang from the bizarro 
world. After all, negative rates involve lenders paying 
borrowers and depositors paying banks — precisely the 
opposite of how the financial system is supposed to operate. 
Even the term itself seems like an oxymoron. Aren’t interest 
rates by definition always positive?

Such is the improbable phenomenon that has become reality 
across much of Europe and Japan. The rationale behind 
negative rates is simple enough: Conventional stimulus 
measures have had mixed results in boosting low-wattage 
growth, so major economies are turning to a strategy that 
was once deemed more theoretical than practical. The basic 
idea is to nudge banks to increase lending, while prodding 
businesses and consumers to spend rather than stockpile 
their money. The European Central Bank implemented 
negative rates in 2014, the Bank of Japan in 2016.

There are conflicting opinions about whether the policies 
have worked, and a deeper debate about the wisdom 
of relying on them long-term. Nevertheless, they’re likely 

to remain part of the financial terrain in the foreseeable 
future, with one big exception: the U.S. Barring a significant 
recession, it’s unlikely that the Federal Reserve would go this 
route. U.S. consumer spending is vibrant, the job market is 
healthy and GDP growth is steady. And longer term, the U.S. 
economy has other buffers against negative rates: flexible 
labor markets, a dynamic economy and an array of innovative 
companies. Policymakers would almost certainly look to other 
measures if the economy short-circuited.

“Negative rates would be pretty low on their list,” says John 
Queen, a fixed income portfolio manager at Capital Group 
Private Client Services. “They would try a number of other 
things first.” 

Still, the counterintuitive nature of negative rates has 
prompted lots of curiosity, says Capital Group economist 
Jared Franz. “I have a lot of relatives, and they’ve all asked 
me about it,” he says.
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How do negative rates work, and why would anyone agree to such a system?
(Don’t worry, they’re unlikely to come to the U.S.)
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Here’s a quick look at this phenomenon and what it means for 
financial markets and investors.

Negative rates are none-too-subtle arm-twisting.

For decades, central banks followed a basic script whenever 
their economies ran aground: slash interest rates to 
discourage saving and spur borrowing. Negative rates 
follow the same principle — with a twist. Keep in mind that 
banks store their excess reserves at central banks in much 
the same way that individuals deposit money at commercial 
banks. Normally, commercial banks earn interest on their 
deposits. With negative rates, however, central banks are 
effectively charging commercial banks to stash their money. 
To avoid those fees, banks must use that money to pump 
out loans. That’s also why negative rates aren’t likely to come 
to consumer loans — with banks pressured to replace lost 
income, they can’t afford to offer loans that lose money.

For the most part, commercial banks haven’t passed on 
their added costs to everyday customers, partly because of 
concern that depositors might flee to competitors or stuff 
cash under their proverbial mattresses. However, many banks 
have turned to fees to pad their bottom lines, and this has 
had the same practical effect — consumers end up paying to 
store their money.

Negative rates also have emerged in the world of 
government debt. In a scenario that may seem even more 
far-fetched, investors are paying more for certain bonds than 
the securities are worth. In other words, investors are shelling 
out more than the total amount they’ll receive at maturity and 
from dividends collected along the way.

Why would a depositor or bond investor tolerate negative 
rates? Sometimes because they have little choice. For 
example, some European banks have applied negative rates 
to institutional customers and a small number of large retail 

accounts. Depositors have grudgingly accepted small costs 
to avoid the headaches and attendant risks of holding the 
money themselves.

Bond investors face other pressures. Insurers, for instance, 
are required to hold bonds of a minimum creditworthiness; 
because many negative-yielding securities are issued by 
countries with sound credit, these financial institutions have 
few alternatives. And for hardier investors, there can be 
an odd appeal to such debt: If yields tumble further, the 
investors can profit as older bonds gain in value.

The impact of negative rates is unclear.

Whether negative interest rates have achieved policy goals 
is debatable. In the nearly six years since policymakers 
have taken this route, the eurozone has managed to skirt a 
recession even as Chinese economic weakness has eaten 
into Germany’s powerful industrial base. And investment 
spending has remained surprisingly robust across the 
Continent. On the other hand, average annual eurozone 
growth has been below 2%. Japan has been similarly 
underwhelming.

Regardless of their other effects, negative rates always 
squeeze bank profitability. If they fall too low, they could 
cause banks to begin offering fewer loans or to pursue riskier 
strategies that offer higher returns. 

“If they weaken bank profitability, that can cause banks to pull 
back and extend fewer loans,” says Capital Group economist 
Anne Vandenabeele. “If they go down enough, they can 
become an overall negative for the economy.”

More broadly, there are concerns that negative rates distort 
the natural flow of capital. Ultra-low borrowing costs, for 
example, could fuel “zombie” companies and asset bubbles if 
consumers and businesses gorge too heavily on cheap debt.
 
“The benefit is these policies get the economy out of 
stagnation,” Franz says. “The cost is they create bubbles 
that have to be cleaned up afterward and potentially delay 
structural reforms.”

And all kinds of strange behavior can crop up. Sweden’s 
tax collectors learned that firsthand when people chose to 
overpay tax bills rather than keep money in negative rate 
accounts. This made the government an unwilling bank of 
sorts — perhaps marking the first time a tax agency wanted 
less compliance. 

But that’s likely to be a worry of the past for Sweden. After 
being the first major central bank to charge commercial 
banks to hold their deposits, in 2009, Sweden recently 
became the first to scrap negative rates. With inflation edging 
up toward its 2% goal, the country decided to avoid the 
larger risks.
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INVESTMENT OPPORTUNITIES EXTEND
WELL BEYOND AMERICAN SHORES

U.S. indexes have outpaced their international counterparts
for an unprecedented 10 years, but that doesn’t mean

investors should avoid the rest of the globe.



International investing has been disappointing in 
recent years. Despite a forceful rally at the end of 2019, 
international equities have trailed the blazing gains of 
their U.S. counterparts over the past decade. An array 
of factors has contributed to this disparity, including a 
downshift in global growth, the drawn-out U.S.-China 
trade brawl, the potency of the U.S. dollar and Britain’s 
labyrinthine split from the European Union.

Nevertheless, appearances definitely can be deceiving, and 
the index-based returns that most investors follow tell only 
part of the international investing story. Indeed, a look under 
the surface reveals a number of favorable dynamics that are 
easy to gloss over in the aggregate but point to a breadth of 
investment opportunities around the world.

Consider one of the more eye-opening facts of the past 10 
years. At a time when U.S. indexes were outrunning their 
foreign equivalents, an average of three-quarters of the top-
returning stocks each year 
were headquartered outside 
the U.S. To put it another 
way: Even as investors were 
entranced by U.S. technology 
giants such as Apple and 
Google, the vast majority 
of top stocks were based 
overseas. More than half the 
time, non-U.S. businesses 
accounted for more than 80% 
of the top returners. Only 
once did non-U.S. companies 
make up fewer than half of the 
best stocks.

This illustrates a simple truth: 
A corporate address doesn’t 
matter the way it did decades 
ago. International investing 
was once premised on the 
theory that homegrown roots 
gave foreign businesses 
unique access to their domestic markets, partly because 
they were there physically. That no longer holds in a globally 
integrated world of interlocking supply chains and globe-
spanning corporations.

Whether they’re domiciled in the U.S., Europe, Asia or 
elsewhere, multinationals typically generate revenue 
throughout the developed and emerging worlds. The best-run 
companies have the operational heft and strategic wherewithal 
to home in on promising opportunities regardless of locale. 
In many cases, the location of a company’s headquarters is 
significant only in terms of regulation and taxation, not for 
earnings prospects or long-run growth potential.

“A lot of the U.S. companies I hold are growing outside of 
the U.S.,” says Noriko Chen, a Capital Group equity portfolio 

manager. “A number of the European companies I hold are 
growing in the U.S. and in emerging markets. The same is true 
for Asia. It’s really very company-specific.”

International companies boast other attractive features today. 
In part because U.S. equities have done so well, foreign 
enterprises tend to sport comparatively favorable valuations 
and above-average dividends. Of course, any number of 
conflicting economic, financial and political factors affect 
specific markets and companies, making it impossible to 
predict the near-term outlook of non-U.S. markets. 

Nonetheless, international equities hold great promise 
and remain a fundamental component of well-diversified 
portfolios. Part of that is numerical. There are simply many 
more companies based outside the U.S., providing a vast 
pond in which to fish. Beyond that, indexes don’t necessarily 
represent the best growth opportunities, especially outside 
the U.S. In-depth research is often a better way to uncover 

potential winners.

“Some of the world’s best-
run and fastest-growing 
companies are based outside 
the U.S.,” says Gerald Du 
Manoir, a global equity 
portfolio manager for Capital 
Group Private Client Services. 
“To have a well-rounded and 
robust portfolio of stocks, 
investing in international 
markets is a must.”

Skyrocketing U.S. 
technology stocks are 
skewing the benchmarks.

The imbalance between 
domestic and international 
indexes results in part from 
investors’ broad embrace of 
American companies, which 

have benefited from steady U.S. economic growth, and in part 
from the indexes’ structural differences — specifically, their 
exposure to tech. 

It’s no surprise that domestic tech companies have been 
market Goliaths in recent years, with Facebook, Apple, 
Amazon, Netflix and Google parent Alphabet even garnering 
their own acronym, FAANG. Along with Microsoft, these stocks 
have collectively generated half of the return of the S&P 500 
over the past decade. Apple shares alone bounded by more 
than 800% in the 10-year period ended in 2019. That bravura 
showing has naturally overshadowed much of the rest of the 
market. After all, why venture abroad when you’re doing so 
well at home?

“There’s a halo effect when a market does well, and people 
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require some convincing to look elsewhere,” observes Steve 
Watson, a Hong Kong–based global equity portfolio manager 
at Capital Group Private Client Services.

More than that, there are important fundamental differences 
among equity indexes. International benchmarks have a 
higher concentration of value stocks in “old economy” sectors 
such as materials and financials, with less exposure to digital 
behemoths. By comparison, technology, health care and 
consumer tech dominate the S&P 500. This accounts for much 
of the decadelong disparity between U.S. and non-U.S. stocks.

Look beyond borders — and indexes — to find 
opportunities.

Tech’s marquee results have obscured the fact that promising 
businesses and sizable parts of key industries are found 
outside the U.S. For example, Switzerland’s Novartis and 
Britain’s AstraZeneca are dominant in pharmaceuticals. 
Denmark-based Novo Nordisk is the world’s largest producer 
of insulin, the hormone used to manage diabetes.

The same is true in luxury goods. The industry is centered in 
France, Italy and Switzerland. And though France’s Kering may 
lack brand-name recognition, consumers know its nameplates, 

including Gucci and Balenciaga. Ditto for LVMH, the Paris-
based home of Louis Vuitton, Sephora and Fendi.

“LVMH and Kering both have sophisticated management and 
massive resources,” says Julie Wang Chou, a Capital Group 
equity analyst. “And they both feature several billion-dollar-
plus brands. That’s really important for luxury brands. Once 
you get to a billion dollars in size, it’s a virtuous cycle. You have 
enough resources to expand faster, you attract better talent, 
you get better real estate.”

Another promising industry in Europe: renewable energy. 
The Continent’s strict regulations have forced companies to 
develop economically viable technology, Chen says. Some 
examples are Italy-based Enel and Spain-based Iberdrola, 
the latter having business in its home country as well as in the 
UK, Brazil, Mexico and the U.S. Green energy “is cleaner, it has 
generated good returns and there are compelling growth 
prospects,” she says.

And it’s not as though other countries don’t have some 
formidable tech companies. It’s just that many of them lack 
broad name recognition because they aren’t consumer-facing. 
ASML Holdings, for example, is the world’s largest supplier 
of photolithography equipment — complex devices used to 

manufacture microprocessors. The company, 
whose share price nearly doubled in 2019, is 
based in the Netherlands.

The story is similar outside Europe. Japan 
is home to many cutting-edge robotics 
companies, such as Fanuc and Murata. Some of 
the world’s most successful technology names 
hail from Asia, including Alibaba, Samsung, 
Taiwan Semiconductor and Tencent.

Foreign companies offer appealing 
dividends and valuations.

International businesses have other appealing 
traits. When it comes to dividends, for example, 
more than 80% of the publicly listed businesses 
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with yields above 3% are found outside the U.S. Though a high 
yield doesn’t automatically mark a stock as defensive in nature, 
steady income can help a portfolio weather a downturn.

Equally important, the non-U.S. market is effectively on sale 
right now. Investors’ preference for U.S. businesses has made 
overseas stock prices comparatively attractive, both historically 
and in relation to their American peers. For example, 
Samsung’s forward price-earnings ratio is lower than Apple’s. 
Ditto for Swiss food giant Nestlé compared with U.S.-based 
Hershey.

International investing has changed significantly over time.

In some ways, global investing used to be a simple exercise: 
Divvy a stock portfolio into two buckets — U.S. and non-U.S. 
— to achieve instant diversification. That’s no longer the case 
because correlations between U.S. and international markets 
have more than doubled in the past 25 years. Correlation 
gauges the tendency of two assets to move in the same 
direction. In portfolio construction, lower correlation is 
generally better because it can help reduce risk. When one 
asset is zigging — say, declining — the other might be zagging 
because the economic and market forces propelling those 
moves differ from one place to the other.

Nowadays, U.S. and international markets are increasingly 
rising and falling together. Why? Globalization is partially 
responsible. Without discounting the impact of escalating 
trade tensions in recent years, companies and countries are 
more integrated than ever. As companies have become more 
global, the lines between U.S. and non-U.S. indexes have 
started to blur, and correlations have risen.

Similarly, as the world has become ever more interconnected, 
revenue sources have displaced company location as most 
important to an enterprise’s growth prospects. A company’s 
products are often made with parts manufactured in several 
countries and sold to customers throughout the world. 

Multinationals may be less exposed to regional issues when 
they’re earning income from many parts of the world. 

For example, the 10 largest companies in Europe generate 
less than a third of their revenue in their home regions. 
Although political strife or an economic slowdown could still 
hinder European stocks, it would affect individual businesses 
differently.

“Nestlé does something like 3% or less of its business in 
Switzerland,” Watson notes. “Is it Swiss? Well, it’s Swiss by 
domicile. Is it Swiss by profit generation? Well, no. The bulk of 
its growth is coming from the developing world, where growth 
has been relatively strong.”

Finally, company fundamentals are more important than ever. 
As the developing world has become more established, 
the best-run companies are rising to the top. Research has 
shown that emerging market businesses were once at the 
mercy of their location and industry, with factors such as 
strong management and disciplined growth accounting, on 
average, for less than 40% of their returns in the early 1990s. 
Now some 64% of emerging market returns can be explained 
by corporate fundamentals, similar to the proportion for 
companies in the U.S.

Sector- and country-specific issues will still influence profits, 
but the best companies are often led by strong management 
teams able to overcome external factors. This is where bottom-
up research becomes essential — and can be the difference 
between investing in a company that succumbs to macro 
headwinds or one that becomes the next big growth story.

“When you step back and look at the world picture, I think we 
have a reasonably encouraging picture for global investing,” 
Watson says. “We build our portfolios company-by-company 
from the bottom up. And as we do, I see many attractive 
businesses outside the U.S.”
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Left: Shops and 
restaurants in 
Bordeaux,Nouvelle-
Aquitaine, France.

Right: Workers create 
electrical appliances in 
Jiujiang, Eastern China.
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TRAVEL ABROAD

How fast can you do Rome? There are the must-sees: the 
Colosseum, the Trevi Fountain, the Sistine Chapel. It would 
be nice to catch the Mouth of Truth, though you can skip the 
tradition of sticking your hand in its maw. Trajan’s Column? It’s 
on the way to St. Peter’s, so you can snap some shots from
the Uber.

It might happen after the third or the fifth or the seventh 
tourist-packed photo opportunity, but you’ll eventually realize 
you’re exhausted and can’t remember what you saw that 
morning.

How much can you possibly absorb if you’re trying to see
it all?

“We’re always trying to talk our guests into slowing down,” 
says Gwen Nicol, a travel consultant at the Scott Dunn travel 
agency. “They’re always trying to see everything and do 
everything.”

The dawn of a new decade is bringing with it an emphasis 
on slowing down. Rushing along at Guinness World Record 
speeds is out. In its place: a more relaxed style of travel, with 
time to breathe. In the same way that yoga and meditation 
have become emblems of a calmer everyday life, travel 
experts are advising globe-trotters to proceed with intention.

The benefits of slower travel are manifold. You soak in a 
destination and appreciate its unique qualities. A leisurely 
pace maximizes the experience, whether it’s taking in 
natural scenery, vibrant local culture or the simple spirit of a 
place. And travelers who go more deliberately are less likely 
to burn themselves out.

But taking it slow means you can’t do everything. You have 
to focus on what you really want to experience — and do a 
little planning.

First, find out when tourist season is. Some locales are quiet 
year-round, but others change drastically when travelers 
flood in. “Iconic destinations are almost always going to be 
swarmed,” explains Brian Fitzgerald, chief operating officer 
at Overseas Adventure Travel. “You really have to target off-
seasons to avoid overtourism. It might not be ideal weather, 
but it’ll be a quarter of the crowd.”

Next, take stock of that year’s popular destinations and be 
open to alternatives. Croatia is having its moment right now, 
Nicol says, and is packed in July and August. If you’re set on 
a late-summer trip, consider neighboring Slovenia, which 
offers a similar experience with fewer visitors.

Once you know when and where you’ll travel, Fitzgerald 
suggests zeroing in on what you really want to see. “Highlight 
what it is that drew you to that destination,” he says. 

Jessica Silber, director of global sales at the GeoEx travel 
agency, recalls one traveler who wanted to see the African 
wild dog, a deeply endangered and famously mercurial 
animal. “It’s a real thrill to see them,” she explains, but “you 
do need a little time and a little luck.” 

When seeking such a must-have experience, build extra 
time into your trip — perhaps three or four nights instead of 
two — to maximize your chances of success. (The traveler 
managed to see the wild dogs.)

DESTINATION 
DELIBERATE
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When traveling, slow down and 
focus on what’s most important 
to you.



That extra time can help you unpack and decompress.
“I’m thinking back to a scouting trip I took in India,” Silber 
remembers. “In the morning, we took this incredible boat 
ride on the Ganges at sunrise in the city of Varanasi. That 
night, we did a walk that went from about 8 p.m. to almost 
midnight, and saw the city just bustling and alive.” The 
empty afternoon was critical to ensuring she enjoyed both 
events. “I would never have made it through the day if we 
hadn’t buffered in some time.”

Another guideline: Don’t overbook. Devote enough time 
to do what you want, and make sure you’re giving every 
experience the time it needs.

“We all have this mindset that ‘we should be able to do it in 
seven nights.’ Well, not really,” Nicol observes. “In a seven-
night trip, I would recommend going to only two places, 
and two places close together. Any more than that and it 
starts to feel like a tourist hamster wheel.”

She adds, “It’s kind of like the advice we used to get about 
packing: Put everything in, then take half out. It’s the same 
way with travel.”

Fitzgerald says his agency typically plans trips of 10 to 14 
days. “Pacing is something that we look at very closely,” he 
says. “How we construct our trips is based on excellence, 
but also on pacing. We want people to really immerse 
themselves in their destination.”

And when you’re at that destination, there’s a surefire way to 
make the best of the trip. Talk to the locals, who invariably 
know the area better than anyone else. It’s easy to meet 
residents, Fitzgerald says: “Grab a coffee, go to a bar. Walk 
in somewhere public, strike up a conversation. You’ll find 
more authentic experiences that way.”

Nicol adds that professional guides are often full of good 
tips. “If you have a guided experience on Monday, talk to 

them about what to do on Tuesday,” she suggests. “Find 
out their favorite locations, find out what they like to do.” 
And if all else fails? Get off the beaten path and see your 
destination in a new way. “Take a bike. Walk. Take a kayak. 
A different mode of transport will give you a different 
perspective.”
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Tips for deliberate travel

• Consider	the	time	and	place	for	your	
trip.	While	some	destinations	are	
reliably	calm,	others	will	be	crowded	
with	travelers,	especially	during	the	
tourism	season.

• Start	rested.	Your	trip	begins	when	
you	leave	your	house	—	build	in									
recovery	time	from	your	flight.

• Don’t	overbook.	Give	yourself	plenty	
of	time	to	absorb	the	genius	loci	of	
your	destination.

• Plan	for	your	must-sees.	When	there’s	
something	special	you	absolutely	
must	see,	set	aside	extra	time	to				
make	sure	you	can	enjoy	it.

• Get	to	know	the	locals.	No	one	
knows	your	destination	better	than	
the	people	who	live	there.	Ask	them		
about	the	place	and	take	their	advice.

Maasai tribesman in Kenya. Design Pics, DanitaDelimont.com, courtesy of GeoEx. • 
People hike in Norway. Courtesy of Scott Dunn. • The Jambey Lhakhang Monastery in 
Bumthang, Bhutan. Tom Norring, DanitaDelimont.com, courtesy of GeoEx. 



It’s impossible to overstate Dr. Seuss’ impact on children’s 
books. He’s one of the best-selling authors of all time, 
regardless of audience or genre. Educators still laud his 
books’ adherence to a rigorous and well-researched 
pedagogy, and one of his proudest achievements was 
replacing the old “Dick and Jane” primers with animated 
verse that children wanted to read. And as biographer Brian 
Jay Jones explains in Becoming Dr. Seuss, the renowned 
writer’s combination of silly and serious was a difficult 
balancing act — Theodor Geisel rarely produced more than 
one Dr. Seuss book a year, and he agonized over every 
word, line and color.

Dr. Seuss’ books seem so simple — the breezy rhythm, 
the silly rhymes. But they didn’t come to him all that 
easily, did they?

It was as hard as writing any book for grown-ups. He 
felt that these books are really tough to write, and they 
shouldn’t be so casually tossed off. One of the things that I 
didn’t know going into this is that, from The Cat in the Hat 
forward for the most part, there’s pedagogy behind the 
Beginner Books, even behind something as simple as
Fox in Socks.
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AUTHOR INTERVIEW

THE METICULOUS
WHIMSY OF SEUSS

American author and illustrator
Dr. Seuss (Theodor Geisel).
(Photo by Gene Lester/Getty Images)
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And I think even as he battled with 
Phyllis Cerf, one of his partners 
and editors, about educator-
approved laundry lists of age-
appropriate words, he still took 
them very seriously and knew he 
had responsibility there. That’s one 
of the reasons parents and teachers 
loved his work: They knew there was 
a science behind it, and he took that 
science very seriously.

His early books showcase that 
studiousness too, even before 
he was working with education 
experts on the Beginner Books line 
he co-founded at Random House.

The fact that he took writing so 
seriously, even before he knew what 
he was doing, speaks volumes to just 
how intuitively good he was and how 
much he valued the reader. His sense 
of his books was, “I don’t do this just 
for children; I write for people.”

Even before Beginner Books, when 
he lectures at the University of Utah 
in 1949, Seuss is telling the students 
in his class, “These books need to 
matter.” He says: “The worst thing you 
can do is write a book that you think 
a child should be reading. Give them 
a book they actually want to read.” 
One of the things he was proudest 
of was sweeping Dick and Jane, with 
their lives of quiet desperation that no 
child could relate to, right out of the 
classroom.

Your book is called Becoming Dr. 
Seuss — a nod to Theodor Geisel’s 
many careers before he became Dr. 
Seuss. Is there a point where you 
can say, “This is the Seuss we know 
and love”?

I think there’s always been a Dr. Seuss, 
which is why he was signing that name 
on his work before he even wrote 
his first kid’s book. The impishness 
is always there, but he doesn’t really 
become what we think of as Dr. Seuss 
— that bearded, wise sage who talks 
to children on their level — until much 
later.

It’s striking how much he did in life 
before his writing career began in 
earnest. He didn’t even have that iconic 
beard until he was in his late 60s.

Yeah. He couldn’t write full time until 
he was in his 50s, when he landed 
on the double whammy of The Cat 
in the Hat and How the Grinch Stole 
Christmas! in the same year — 1957 — 
which is incredible to me. That’s the 
moment he could finally stop trying 
to figure out how to supplement his 
writing income. We always assume 
that Seuss must have always been 
successful because we all know and 
love his books. But he wasn’t.

So what did Geisel learn along the 
way that let him become Seuss?

I think the faith and adoration of 
Bennett Cerf, his editor at Random 
House, is a huge part of that story. 
When Bennett hired him, Seuss only 
had two books. But Bennett said: 
“You know what, I think you’re great. 
I can see you’re a genius. Whatever 
you want to do, we’ll publish it.” And 
right off the bench, Seuss tanked with 
the nonchildren’s book The Seven 
Lady Godivas. But having somebody 
who’s willing to stand there and 
keep investing in you — even if you’re 
tanking — and just saying, “Keep 
trying” is huge.

Learning how to storyboard and 
story-tell from director Frank Capra 
and animator Chuck Jones [of Warner 
Brothers and Looney Tunes fame] 
were also critical. When they’re 
working on the Private Snafu Army 
training cartoons during World War II, 
Jones tells him: “Stick it up on the wall. 
Take a look at it. Make sure you know 
what it looks like.” Meanwhile, Capra is 
saying: “Keep the plot moving. People 
respond to the plot.” Capra underlined 
in blue the parts of Geisel’s script that 
advanced the plot and told him, “If 
there’s not enough blue, you’re in big 
trouble here. You’re losing your story.” 
That made a huge difference in Ted 
Geisel and the way he approached 
storytelling as Dr. Seuss.

And he later became a great 
influence himself. I didn’t realize 
that he’d worked with the 
Berenstains.

Yeah, the great recruiter! There’s a 
great story about his first meeting with 
Jan and Stan Berenstain, the creators 
of the Berenstain Bears. When they 

come into his office to discuss their 
very first book, he’s already got their 
pages pinned up on the wall and there 
are notes everywhere. They leave the 
meeting practically in tears, but what 
does he tell them as they walk out the 
door? He basically says, “You guys are 
great.”

Now, how can you feel that you’re 
great when you’ve got hundreds of 
nitpicky notes all over your work? 
Well, the reason your pride and 
your feelings are intact is because 
he’s right. You can’t argue with John 
Lennon telling you your lyrics are bad. 
The word that kept coming up a lot 
in my research and interviews was 
“genius.” Everybody kept saying, “I 
don’t use this word casually, but Dr. 
Seuss is a genius.” It was one of those 
things — when it came to the work, 
everybody tended to know that he 
was right. He was always right.
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Brian Jay Jones is a biographer who has 
also written about George Lucas and 
Jim Henson. He recently relocated to 
New Mexico.
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WEALTH PLANNING
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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 $9,875 $0 to $19,750 $0 to $14,100 $0 to $9,875 $0 to $2,600

12% $9,876 to $40,125 $19,751 to $80,250 $14,101 to $53,700 $9,876 to $40,125 -

22% $40,126 to $85,525 $80,251 to $171,050 $53,701 to $85,500 $40,126 to $85,525 -

24% $85,526 to $163,300 $171,051 to $326,600 $85,501 to $163,300 $85,526 to $163,300 $2,601 to $9,450

32% $163,301 to $207,350 $326,601 to $414,700 $163,301 to $207,350 $163,301 to $207,350 -

35% $207,351 to $518,400 $414,701 to $622,050 $207,351 to $518,400 $207,351 to $311,025 $9,451 to $12,950

37% $518,401+ $622,051+ $518,401+ $311,026+ $12,951+

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 $40,000 $0 to $80,000 $0 to $53,600 $0 to $40,000

15% tax rate $40,001 to $441,450 $80,001 to $496,600 $53,601 to $469,050 $40,001 to $248,300

20% tax rate $441,451+ $496,601+ $469,051+ $248,301+

Maximum capital gains rate on collectibles: 
28% tax rate
Maximum capital gains rate on unrecaptured 
section 1250 gains: 25% tax rate

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 $12,950

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).

2020 Tax Reference Guide
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ESTATE AND GIFT TAX

Estate, gift and generation-skipping transfer tax exclusion $11,580,000

Annual gift exclusion $15,000

Top federal estate, gift and generation-skipping transfer tax rates 40%

INDIVIDUAL RETIREMENT ACCOUNT CONTRIBUTION LIMITS

Traditional and Roth IRA $6,000

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

IMPORTANT 2020 TAX PLANNING DATES
JANUARY 15

•   Fourth installment of 2019 tax due 

MARCH 16

• Partnership and S corporation tax returns due

• Partnership and S corporation extension requests due 

APRIL 15

• Individual income tax returns due

• Individual extension requests due

• C-Corporation tax returns due (for calendar year returns)

• Gift tax returns due

• Deadline to make 2019 IRA contributions

• First installment of 2020 estimated tax due (individuals) 

MAY 15

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

JUNE 15

• Second installment of 2020 tax due (individuals)

• Individual income tax return due for U.S. citizens living  
 and working abroad (with automatic extension) 

SEPTEMBER 15

• Third installment of 2020 estimated tax due   
 (individuals)

• Deadline for SEP contributions (with extension) if  
 partnership
• Deadline for partnership and S corporation tax returns  
 (with extension) 

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 72.

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: IRS Rev. Proc. 2019-44, IRS Notice 2019-59, 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, 2020, and is subject to change without notice. © 2020 Capital Group Private Client Services All rights 
reserved.

RETIREMENT PLAN LIMITS

Defined Contribution Plan

Maximum elective deferral: Pretax 401(k), 403(b), Roth 401(k) $19,500

Catch-up contribution for 401(k) and 403(b) (50 years of age or older) $6,500

Total maximum annual addition to defined contribution plan $57,000

Maximum elective deferral: SIMPLE 401(k) or SIMPLE IRA $13,500

Catch up contribution for SIMPLE plans (50 years of age or older) $3,000

Limit on annual contribution to SEP (or 25% of income) $57,000

Maximum annual compensation considered $285,000

Defined Benefit Plan

Annual benefit limit under plan $230,000
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