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Even if you’re not much of a basketball fan, chances are you heard about the recent, highly 
publicized contest offering a $1 billion prize to anyone who could fill out a perfect bracket 
for this year’s NCAA men’s basketball tournament. Adding to the hype was the fact that the 
promotion was backed by legendary investor Warren Buffett.

Buffett is a smart guy, and he knew there was almost no chance he would have to pay out a 
single penny. In fact, one estimate put the odds of picking a perfect bracket at 9.2 quintillion 
to one. (By contrast, the odds of winning a big Powerball lottery jackpot are a mere 175 
million to one.)

Predictably, none of the entrants came close to winning the prize, so Buffett got to keep his money, plus the 
premium he earned for insuring the payment in the first place. 

I bring this up in the spirit of fun but also because the analysts our portfolio managers have access to make a similar 
calculation to Buffett’s when it comes to selecting which companies ultimately wind up in Capital Group Private 
Client Services portfolios. In other words, they seek investments that stack the odds firmly in favor of our clients 
through rigorous global research.

Capital Group analysts are always on the lookout for companies with compelling fundamentals, strong growth 
prospects and proven management teams — companies they believe have the potential to prosper regardless of the 
overall economic environment or even what’s happening with the broad stock and bond markets. 

In this issue of Quarterly Insights, you’ll get an inside look at some of their recent findings. For instance, competition 
for TV viewers has intensified in recent years, posing an added challenge for cable providers. But this thriving 
industry still has a huge advantage and foothold on our TV sets, as described by analyst Brant Thompson on page 8. 

At the same time, close to 2 billion people in the emerging markets are starting to move into the middle class. These 
consumers have more to spend and are increasing their consumption of high-quality, protein-rich foods. Such 
demand is already having a big impact on the agriculture industry, given the amount of land and grain needed to 
meet the increased production requirements. On page 10, analyst Carlo Zola discusses some of the ways we are 
exploiting this trend.

When it comes to bond investing, Capital Group’s fixed-income analysts often uncover compelling opportunities that 
others may have missed. For instance, holding well-researched securities tied to vacant plots of land designated for 
future municipal investment can lead to a steady stream of tax-exempt income if you know where to look, as analyst 
Chad Rach explains on page 12.

In addition, you’ll meet one of the newest members of the Capital Group Private Client Services portfolio 
management team (Philip Winston), discover ways to potentially minimize the impact of the new investment surtax 
that went into effect this year, and get a better understanding of recent tapering moves by the Federal Reserve.

Finally, as part of our commitment to share perspectives for leading a better overall life — beyond those of a purely 
financial nature — we’ve included conversations with two authors who merit your attention. The first wrote one of the 
nation’s best-selling books so far this year: A Short Guide to a Long Life. In a wide-ranging discussion, Dr. David Agus 
talks about some of the simple things you can do to help prevent a number of major illnesses, regardless of your 
age. Then, psychologist Dr. Art Markman offers strategies for breaking bad habits from his new book, Smart Change. 
These interviews begin on page 16. 

Of course, we always like to hear your feedback. Don’t hesitate to share your comments and ideas for future topics 
with us by e-mail at quarterlyinsights@capgroup.com.

With best regards,

Global research helps to stack the odds in our clients’ favor.

John S. Armour 
President 
Capital Group Private Client Services

Opening thoughts
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Investors were undoubtedly happy to welcome in 
spring, after an unusually frigid winter. Even the 
economic climate felt pretty inhospitable at times. In 
the end, global equities managed to move a bit higher 
during the quarter — albeit not by much — with the 
U.S. leading the way. This was somewhat impressive, 
given that the Federal Reserve initiated its tapering 
process, concerns emerged following the political crisis 
in Ukraine, and ongoing questions about the strength 
of growth in China and other key economic markets 
intensified.

Overall, the market took many of the quarter’s headline events in 
stride, choosing to focus largely on the positives. For example, a 
number of companies posted encouraging results and improved 
cash flows. At the same time, merger and acquisition activity 
continued as companies used their strong cash positions to buy 
additional market share. 

Cash is indeed abundant on corporate balance sheets today. 
Many companies have been returning some of this money to 
shareholders in the form of rising dividends, as management 
teams increasingly recognize that institutional and individual 
investors want income. As the chart on the next page shows, 
generous yields are a global phenomenon. Although we don’t 
hold companies based solely on their dividend policies, the 
ability to grow this income stream over time is an important 
consideration. Over the long haul, companies with rising 
dividends have done well because they must continually improve 
earnings in order to deliver higher shareholder payouts. The 
dividend growers held in client portfolios are generally globally 
diversified, well-managed businesses with leading product 
positions and management teams that can help the company 
withstand shocks and seize opportunities.

Furthermore, several regions that previously made investors 
nervous — such as Europe — are now looking more attractive. 
One area of particular focus has been European financials. After 
intensive restructuring efforts, many companies in the sector have 
cleaned up their balance sheets yet are still attractively valued. As 
the European economy continues to strengthen, banks will benefit 
from increased lending activity, better access to funding and 
improved asset quality.

Although the market shrugged off headline-grabbing issues, 
lingering concerns remain. 

The emerging markets continue to hold ample promise, though 
uncertainty related to the Fed’s unwinding process prompted a 
rout in certain developing market currencies early in the quarter. 
Over the past few years, ultra-low interest rates in the U.S. have 
spurred investors to seek better returns in riskier, less established 
economic regions, but with rates in developed markets now 
expected to eventually rise, some of that money is leaving. 

Sources: MSCI via Rimes. MSCI World (Net) Index (global); 
S&P 500 Index (U.S.); MSCI EAFE (Net) Index (non-U.S.); MSCI 
Emerging Markets IMI (Net) Index (emerging markets). Index 
results are presented in US$ unless otherwise noted.

Equity markets turned in slight 
gains during the first quarter, with 
the U.S. leading the way.

Q1 stock market returns

Despite near-term 
concerns, stocks 
and bonds moved 
slightly higher 
during the quarter.

Non-U.S. stocks Emerging markets stocksGlobal stocks

1.3%

0.7% 0.1%

U.S. stocks

1.8%
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Sources: Barclays U.S. Treasury Index (U.S. Treasury bonds); Barclays 
1–10 Year Inter-Short Municipal Index (municipal bonds); Barclays 
U.S. Aggregate Index (U.S. investment-grade bonds); Barclays U.S. 
High Yield Index (U.S. corporate high-yield bonds). Index results are 
presented in US$ unless otherwise noted.

Q1 fixed-income returns

Countries that relied too heavily on foreign investment have 
been hit the hardest. However, this near-term weakness hasn’t 
diminished our outlook for the developing world, which remains 
poised to be a significant engine of global economic growth over 
the long term. 

Now that the Fed has begun to reduce its quantitative easing 
program in the U.S., there is concern about the pace of the 
tapering process and whether the economy will be strong enough 
to stand on its own two feet once the external supports have been 
removed. (For more on the tapering process and the challenges 
faced by new Fed chair Janet Yellen, please see our article 
“Measuring the success of quantitative easing” on page 6.)

Investors were momentarily unnerved after Yellen’s first press 
conference, during which she discussed the path to interest rate 
increases, leading some to conclude that the new Fed chair is not 
as dovish as they expected her to be. However, Yellen moved to 
ease concerns at the end of the quarter, emphasizing the need 
for continued accommodative monetary policy because of the 
still-sluggish economy and weak labor market. Clearly, the market 
is still digesting the change in leadership. The Fed’s projections 

are in line with expectations for tapering to finish this year and, if 
economic growth warrants, for rate increases to begin in 2015. 
Economic fundamentals remain supportive of the U.S. earnings 
outlook in terms of the growth rate of the economy, inflation 
and labor costs. Furthermore, the Fed’s decision to reduce its 
bond-buying program is a sign that the economy is on its way to 
recovery. 

The Fed has made it clear that it is ready to provide support as 
needed and that it will closely monitor economic data for signs of 
weakness as it continues to reduce its QE program very gradually. 
In fact, much of the weakness that surfaced in some economic 
reports released during the quarter can be attributed to extremely 
cold temperatures in major U.S. cities. 

While portfolio managers pay attention to overall market 
valuations, which by most measures remain fair, that is only 
one component of their overall analysis. Above all, they focus 
on fundamental research to identify high-quality companies 
with strong long-term earnings potential. Businesses that have 
a distinct advantage over their competitors in the form of 
contracts and/or proprietary technology are of particular interest. 

Bonds rose modestly as the Fed 
indicated possible rate increases 
may come later than expected.

Rising dividends are a global 
phenomenon, with a growing 
number of companies outside 
the U.S. offering generous yields.

Number of companies with dividend yields greater than 3%

Source: RIMES. Dividend information for the U.S. is represented 
by the MSCI USA Index; emerging markets is represented by the 
MSCI Emerging Markets Index; non-U.S. developed markets are 
represented by the MSCI EAFE (Europe, Australasia and Far East) 
and MSCI Canada indexes. 

U.S. Emerging markets Non-U.S. developed

99

268

363

U.S. corporate high-
yield bonds

3.0%

U.S. investment-
grade bonds

1.8%

Municpal
bonds

1.3%

U.S. Treasury
bonds

1.3%
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For example, our analysts have found compelling investment 
opportunities among automakers and car parts suppliers. Certain 
automakers are reaching an inflection point in their return on 
capital, revamping product lines and reducing costs by moving to 
a global platform. As shown in the chart below, demand for new 
automobiles is expected to be driven by the emerging middle 
class in Asia. Auto parts suppliers are also expected to benefit 
from this trend. Portfolio managers are interested in companies 
that make intricate parts that are very difficult to produce because 
they require specialized technology. After a rash of vehicle recalls, 
automakers have learned to work exclusively with high-quality 
parts suppliers, meaning that a large portion of this business 
goes to only a handful of select companies. Managers are also 
interested in auto technology providers that are making cars safer, 
more energy-efficient and autonomous. These new technological 
developments are expected to completely change the vehicles 
of the future, resulting in an unparalleled driver experience along 
with a fresh source of demand.  

The aerospace industry also continues to present opportunities 
for investment. The growing prosperity of an emerging middle 
class in developing markets is poised to drive global economic 
expansion for years to come. Of particular interest are aerospace 
companies and suppliers creating next-generation, fuel-efficient 
aircraft. A rise in spending power should make airfares more 
affordable to a larger portion of the population, increasing 
demand for flights and necessitating fleet expansion by airlines. 

Despite the anticipation of rising rates, bonds remain an 
essential component of portfolios.

As part of its tapering process, the Fed has begun to reduce 
the amount of bonds it has been purchasing, preparing a path 
to eventual tightening. Interestingly, rates haven’t spiked as 
drastically as some predicted, underscoring the reality that there 
is no set timeline or pace for rate increases. 

Riskier areas of the fixed-income market, such as mortgage-
backed and high-yield bonds, had the best results during the 
quarter as investors sought higher returns on their investments. 
As an example, mortgage-backed bonds have done surprisingly 
well despite the backdrop of tapering. However, we expect 
these securities to come under pressure as the Fed winds down 
its purchases and rising rates prompt people to refinance their 
debt. We have been slowly lowering our general exposure to this 
area because the Fed is currently buying more mortgage-backed 
securities than are being issued. Once that stops, there will likely 
be a dramatic impact on pricing.

In the municipal bond market, Puerto Rico came under pressure 
for its outsize deficit but managed to raise more money than 
expected at reasonable yields, giving the commonwealth extra 
time to fix its budget. Client municipal portfolios had very little 
exposure to Puerto Rico bonds, as managers opted for insured 
and/or revenue issues that appear to be well protected but 
trade at a discount because of their association with Puerto Rico. 
Municipal bonds in general have been performing well because 
there is limited supply. However, securities on the short end of the 
curve are somewhat expensive compared with Treasuries, so we 
have been reducing our exposure there. 

In the current environment, it is challenging to find attractive 
yields without incurring added risk, but our portfolio team has 
been finding opportunities in individual bond types, such as 
land development bonds. (For more information, see our article 
“Hitting pay dirt with land development bonds” on page 12.) 

Portfolios are being positioned for when the Fed eventually 
begins to raise rates. Where appropriate, Treasury Inflation-
Protected Securities (TIPS) and floating-rate bonds are being used 
to protect portfolios against an unexpected rise in rates. 

We are likely to see additional volatility as the market awaits more 
information on the timing of the central bank’s plan to unwind 
its supportive measures. The Fed has repeatedly indicated that 
it will make the transition a gradual one, and thus far it has. 
Nevertheless, investors don’t like uncertainty, and during such 
times it is particularly important to hold a well-diversified portfolio. 
Historically, including a strategic allocation to fixed-income 
securities has been the most effective way to cushion the volatility 
of equities. Bonds have a low correlation to equities, making them 
an effective diversifier in portfolios. Such diversification, combined 
with a long-term perspective, is crucial to outlasting any short-term 
fluctuations that may arise.  g

4     Capital Group Private Client Services

Demand for new automobiles is expected to be 
driven by the emerging middle class in Asia.

Source: IHS Automotive. Data for 2020 is projected. 
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As one of the newest members of the 
Capital Group Private Client Services 
portfolio management team, can you tell 
us about your investment style?  

For the core of my portion of client 
portfolios, I’m constantly looking for 
companies with genuine franchises, 
unique assets and sustainable competitive 
advantages, such as patents, brands, 
intellectual property, exclusive contracts 
or physical assets. I like companies that are 
operating in industries with high barriers to 
entry. I also look for businesses with good 
cash flows, high returns on investment 
capital and substantial market shares. As 
far as management is concerned, I want 
to see intergenerational teams that take a 
long-term perspective and foster a distinct 
business culture. 

I’m searching for companies that I can 
hold on behalf of our clients for years, to 
take advantage of the benefits derived 
from compounding over time. Different 
macroeconomic environments come and 
go, so I’m looking for investments that 
will do well over the long term. While I 
recognize it is necessary to be attuned 
to valuation, I would rather invest in an 
“excellent” business at a “good” price than 
an “average” business at a “cheap” price.

Describe some investment themes 
you’re currently watching.

I have been finding some compelling 
opportunities in the aerospace and 
automotive industries. I tend to be more 
interested in components companies than 
original-equipment manufacturers because 
they can often command higher margins 
and many have proprietary high-value 
technologies. In the aerospace industry, 
for example, components makers are 
well positioned because aircraft sales are 
expected to rise and there will be a lot of 

maintenance required over the 
equipment’s lifetime. Furthermore, this is 
a subsector where there are high barriers 
to entry. 

I’m also interested in rising wealth 
around the world and changing 
demographics in certain countries. 
Factory automation companies have been 
benefiting from rising wages in China. 
Outside of that, there are companies, 
particularly in the financial sector, that 
are profiting from restructuring and 
rehabilitation efforts. Additionally, I 
take special interest in companies that 
may be overlooked because they’re 
in industries that the market deems 
unattractive for whatever reason.

Do you have any concerns regarding the 
current environment? 

The pace of recovery and repair to 
developed economies and financial 
systems has been slow. Also, the high level 
of unemployment among young people 
is creating disparities between the types 
of opportunities that are available to this 
generation versus previous ones. I worry 
about the larger impact that could have on 
the economy. There’s still job growth in the 
U.S., U.K. and parts of continental Europe, 
but it’s patchy. 

What are your thoughts on the 
developing world?

There has been a lot of credit expansion in 
Asia, but taking a long-term perspective, 
when you consider the expected rise in 
the global population and aspirations 
of the emerging middle class, it’s clear 
that developing markets will be a major 
driver for the world economy — and these 
markets don’t face many of the challenges 
seen in the developed world. Personally, if 
I’m investing in companies with significant 

exposure to emerging markets, I’m more 
interested in the lower end of consumer 
goods that will appeal to an aspiring 
middle class, as I think there might be 
some potential for disappointment on 
the high end. Overall, I’m more focused 
on companies that are improving in 
continental Europe and Japan.  

You have said you like to include 
some “sleeping beauties” among your 
holdings. What do you mean by this?

Sleeping beauties are companies that 
have attractive business models, and I 
feel confident holding them in a variety 
of economic environments. No company 
is truly immune to significant economic 
weakness, but I expect these companies 
to hold up relatively well, and they should 
be able to withstand occasional market 
volatility. Over time, I expect their returns 
to compound, thus benefiting our clients. g
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Philip Winston is a Global and Non-U.S. 
Equity portfolio manager at Capital 
Group Private Client Services, based in 
London. In this interview, he discusses 
his investment style and shares insights 
into where he’s finding opportunities in 
the current environment. 
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Broadly defined, quantitative easing is an 
exceptional measure aimed at expanding 
the monetary base. It is typically used 
when all other methods (lowering interest 
rates, building up bank reserves, or 
increasing government spending to put 
more cash in the system) have failed. 

QE measures have been used in 
Japan since 2001 with limited success. 
Recently, central banks around the world 
implemented QE to support the global 
economy after the fallout of the subprime 
mortgage crisis some five years ago. 

The U.S. Federal Reserve’s program, in 
particular, is generally considered to 
have been a success. Since the program 
was enacted under then-chairman Ben 
Bernanke, corporate and consumer 
balance sheets are much healthier, banks 
have bolstered their cash reserves, and the 

U.S. stock market has soared to new highs. 
Given these improvements, it’s clear that 
QE had a positive impact. 

But were these favorable developments 
purely reactions to the program or was 
QE successful in creating a self-sustaining 
recovery that ultimately strengthened the 
economy? These questions are surfacing 
now that the central bank has begun to 
taper its supportive measures. The fear is 
that if the economy was merely propped 
up by QE, it could falter when those 
supports are removed. 

With those questions in mind, let’s take 
a closer look at what the Fed did with 
its QE program and what it actually 
accomplished. 

Banks have been the primary 
beneficiaries of QE efforts.

By the time the Fed announced the first 
installment of its quantitative easing 
program in late 2008, the government had 
already tried to stimulate the economy by 
introducing a large spending package, 
and the central bank had lowered interest 
rates to near zero. When neither of these 
strategies worked, the Fed decided to 
purchase government securities from 
financial institutions in order to increase 
their bank reserves. The idea was to 
flood banks with capital, making it easier 
for them to lend to consumers and 
corporations, thereby increasing liquidity 
and encouraging spending. A bank’s 
reserve account keeps a certain amount of 
cash on hand, as directed by the Fed. This 
money can be held in the bank’s vaults or 
at its local Federal Reserve branch.

By infusing depository institutions’ reserves 
with credit in exchange for Treasuries 
and mortgage-backed securities, the 
Fed was helping to ensure that banks 
had a sufficient cushion, freeing up 
capital for them to lend to other financial 
institutions. This lending activity lowered 
the overnight interest rate that banks 
charge one another, otherwise known as 
the fed funds rate, which is the foundation 
for all other interest rates. Lower rates 
encourage spending by making it easier 
for consumers to buy with credit and for 
companies to get business loans. Such 

increased spending causes a ripple effect 
that has the potential ultimately to improve 
economic growth.   

In many respects, the Fed’s QE program 
appears to have been successful.

The Fed’s purchases removed 
underperforming subprime mortgages 
from bank balance sheets. Interest rates 
dropped so low that investors eventually 
ventured out of low-yielding safe-haven 
investments and back into the stock 
market, boosting equity prices. Attractive 
long-term rates helped to strengthen 
the beleaguered housing market, which 
spurred its own “multiplier effect.” (For 
more on this, see the article by equity 
analyst Jim Kang in the Winter 2014 
Quarterly Insights.) Businesses have begun 
hiring again, and consumer spending 
levels have started to improve. 

Measuring 
the success of 
quantitative 
easing

Analyst perspectives
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John is a fixed-income portfolio manager 
for Capital Group Private Client Services. 
Based in Los Angeles, he has 24 years of 
investment experience, 12 of them with 
Capital Group.



However, the problem with the Fed’s QE 
program is that it resulted in very little 
credit expansion. Not enough of the extra 
capital given to banks has filtered down 
to consumers. Financial institutions and 
corporations largely used the Fed’s capital 

infusions to bolster cash reserves while 
borrowing very cheaply from the bond 
markets to meet operating expenses. As a 
result, savers have been punished, as low 
interest rates have pushed people further 
out on the risk spectrum in search of 
attractive yields.

There has been especially strong interest 
in riskier bonds and dividend-paying 
stocks. Indeed, partly driven by this 
demand, 2013 was an exceptional year 
for stock investors. The big question is 
whether investors will start to scale back 
their appetite for risk as the Fed continues 
to taper its supportive measures.

Perhaps the most worrisome aspect of 
the QE unwinding process is that there 
is no historical precedent for a program 
of this size, so no one knows what to 
expect. Nevertheless, I have the utmost 

confidence that current Fed chair Janet 
Yellen understands the delicate balance 
the central bank must maintain as it 
draws back on QE while still supporting 
economic growth. She and her fellow Fed 
board members have put an enormous 
amount of research into studying the risks 
involved and have made it clear they’re 
ready to reinstate accommodative policies 
if needed. 

It’s obvious that QE has had a major impact 
on global markets, so there’s a risk of 
heightened volatility as the Fed continues 
the tapering process. Such situations 
underscore the importance of holding a 
well-diversified mix of stocks, bonds and, 
when appropriate, certain alternative 
strategies to help cushion your portfolio 
during potential periods of extended 
uncertainty ahead.  g

I have the utmost 
confidence that current 
Fed chair Janet Yellen 
understands the delicate 
balance the central 
bank must maintain as 
it draws back on QE 
while still supporting 
economic growth. 

Quarterly Insights       Spring 2014      7



The cable industry has been in the 
headlines recently following Comcast’s 
bid to acquire Time Warner Cable. 
Because there are advantages to 
scale in this sector, there will likely 
be more deals on the horizon as 
companies aim to put themselves in a 
position to expand their networks and 
negotiate better prices for content. 

The Comcast announcement has 
brought up questions about the future 
of cable television at a time when phone 
companies, satellite TV providers and 
alternate sources of entertainment (mainly 
from online subscription services) are 
all vying for market share. Yet, despite 
what the news media would have you 
believe about “cord cutters” (consumers 
who choose to lower their expenses by 
opting out of monthly cable TV packages 

in favor of free or cheaper online content 
providers like Hulu and Netflix), cable 
companies aren’t going anywhere. In fact, I 
believe we’re in a golden age for the cable 
industry. To understand why, let’s look 
at the relatively recent beginnings of this 
industry and where it stands today.

Before cable television, TV programming 
was offered free over the airwaves, though 
the variety of content was limited. As cable 
companies began deploying networks, 
they had to convince investors that 
consumers would pay for access to a wider 
range of channels. For many years, cable 
companies dominated the pay TV market. 
The success of this new video distribution 
platform drove an explosion in channels 
and a variety of programming. However, 
new competition from satellite eroded 

Despite various 
competitive 
pressures, TV 
viewers are 
unlikely to cut 
the cable cord

Analyst perspectives

By Brant Thompson
Capital Group Equity Analyst

Brant is an equity analyst with research 
responsibility for, among other things, 
cable and satellite services companies. 
Based in San Francisco, he has 18 years 
of investment experience and has been 
with Capital Group for six years.
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cable’s dominance and sent the number 
of cable subscribers into a decline that has 
yet to correct. 

The dynamics of the industry also changed 
as consumers flocked online and cable 
companies were able to offer broadband 
and voice services through their networks. 
This gave cable an advantage over satellite, 
but the industry faced new competition 
from telecommunications and online 
video providers offering similar services. 

These developments have created a 
lot of concern about the risks to cable 
companies, which have been wonderful 
investments over the past few years. 

The fears about the cable industry have 
probably been overblown. 

Demand for ever-faster Internet speeds 
has created a distinct advantage for cable 
companies. Satellite pay TV providers have 
only one product to offer — video — in a 
world where consumers want more on-
demand choices and faster Internet service. 
Telecommunications companies own 
networks that are competitive, but only in 
one-third of the nation. In the remaining 
two-thirds, cable has the only network 
capable of delivering fast speeds at an 
attractive price with a reasonable level of 
capital requirements. As a result, cable 
companies have been gaining market 
share in the high-margin broadband 
business. This is allowing them to invest 
in and improve their video products. 

Ultimately, the cable companies with 
strong leadership will be able to offer 
consumers the best of broadband and 
video services. We have already seen 
material market-share gains in broadband, 
and the loss of video customers is slowing. 
This is all happening against a backdrop 
of declining or sustainably low capital 
intensity, resulting in strong free cash flow 
growth and returns for investors. 

The strength of the cable network is also 
opening up advantages in the small and 
medium-size business services market. 
Cable companies are growing sales in this 
high-margin business by about 20% a year. 
Meanwhile, telecom companies are losing 
share in these markets, and I do not see 
this changing in the next several years. 

Even cord cutters need fast broadband 
from cable.

It is important to recognize that the vast 
majority of subscribers to popular online 
video sites continue to be cable customers 
because they want fast broadband service. 
The message here is that most consumers 
are willing to pay more for greater content 
variety and access to programming over 
many devices. In aggregate, the number of 
consumers paying for additional content 
outweighs those who have cancelled. And 

even cord cutters continue to subscribe to 
higher-priced, faster broadband service 
from their cable company. Looking ahead, 
cable companies are investing to make 
their content more accessible online, 
on multiple devices, with advanced 
user interfaces. We will see a lot of 
improvements in cable video offerings 
over the coming years. 

Another important issue to understand 
is that consumers, no matter who they 
pay, are demanding professionally made 
Hollywood content. The media companies 
are king. The argument against cable 
has often been based on the pace of 
technological change, but this isn’t what’s 
limiting change in the industry. Hollywood 
is very skilled at ensuring that it is paid for 
content distribution. Cable companies 
are the largest customers for Hollywood 
content, and their payments are materially 
larger than those from online competitors. 
Because of this, I do not expect online 
offerings to suddenly erode cable’s pay TV 
market position. The media companies are 
not likely to enable this scenario. In fact, 
I expect the leading cable providers to 
begin growing their number of customers 
in the years ahead, reversing six to seven 
years of declines.

The cable industry is a great example of 
the advantages I have as a Capital Group 
analyst. As we emerged from the recession 
and fears around the cable companies 
intensified, I was able to take a long-
term view when analyzing companies. 
The ability to work within a collaborative 
research process was essential. Insights 
from our media and telecom analysts, and 
from portfolio managers with decades of 
experience investing in these industries, all 
informed my analysis. g

Ultimately, the cable 
companies with strong 
leadership will be able to 
offer consumers the best 
of broadband and video 
services.

Demand for ever-
faster Internet speeds 
has created a distinct 
advantage for cable 
companies. 
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Over the next 20 years, we’re going to see a huge jump in people — close to 2 billion — 
joining the middle class. Most of these consumers will come from developing markets, 
and the extra income they earn will change how they live, shop and eat. When people 
have more money to spend on food, they typically consume additional calories and 
increase their meat consumption. This simple change has a big impact on the agriculture 
industry because meat production requires 10 times more grain per acre of land (to feed 
livestock) than regular grain production. 

New crop technologies aim 
to satisfy the appetite of an 
emerging middle class.

Analyst perspectives
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By Carlo Zola
Capital Group Equity Analyst

Carlo is an equity analyst with research 
responsibility for media, chemicals 
and agriculture companies. Based in 
London, he has 11 years of investment 
experience and has been with Capital 
Group since 2005. 



When the ranks of the middle class 
surged in Western economies during 
the economic boom from the 1960s to 
the 1980s, the demand for agricultural 
products jumped 3% while supply rose by 
only 2.5%. The number of people entering 
the middle class at that time was only 
about 200 million, compared with the 
2 billion we’re forecasting for the next 20 
years, so it’s easy to see how significantly 
demand will be affected. Furthermore, 
supply has had a difficult time keeping 
up with demand over the past decade. 
The availability of farmland stalled, and 
there’s additional strain on supply from 
the biofuel industry. Even though biofuels 
aren’t expected to be a significant source 
of incremental demand going forward, 
unless the U.S. and other governments 
rethink their renewable-energy policies, 
the biofuel industry as it exists today will 
continue to be a meaningful consumer 
of grains and oilseeds around the world. 
In the U.S. alone, about one-third of corn 
goes to ethanol production. 

Productivity is the only way to 
significantly increase crop yields in the 
short term.

Over the past 10 years, there haven’t been 
any meaningful additions of arable land, 
so most of the advances in crop yield have 
come from increased productivity. If those 
2 billion consumers follow patterns similar 
to those we’ve seen in the past, we’ll need 
a lot more than marginal productivity gains 
to keep up with demand. There is some 
possibility of increasing farming acreage 
in places where farmland isn’t being 
used to capacity, like sub-Saharan Africa 
and parts of Eastern Europe. However, 
there are significant barriers in these 
regions that prevent them from serving as 
immediate solutions to strained supply. 
Africa lacks the necessary infrastructure, 
and the political and economic situation 
in much of Eastern Europe is complicated. 
Furthermore, additional acreage in these 
regions isn’t likely to be sufficient to keep 
up with the expected increase in demand. 
Farms are going to need to boost crop 
yields significantly, and companies that 
focus on productivity enhancers — the 
biotechnology seed companies, pesticide 
manufacturers and fertilizer producers — 
will benefit from that. 

There are also complications to the supply 
outlook related to the extreme weather 
we’ve seen recently. Swings in climate 
conditions mean that farming is subject to 
drastic fluctuations in supply. For example, 
the 2012 drought resulted in a vast supply 
shortage, and corn prices jumped to 
around $8 a bushel. When planting time 
came, the higher corn prices gave farmers 
an incentive to use as much of their land as 
possible for corn crops. However, the next 
year followed typical weather patterns, 
and suddenly there was a surplus of corn, 
causing prices to drop in half. Because 
these weather swings are expected to 
continue, I believe commodity costs will be 
higher and more volatile than they’ve been 
in the past. Overall, increased prices are a 
good thing for farmers, motivating them to 
improve the productivity of their land. 

A deep understanding of farm 
economics is vital when analyzing the 
agriculture sector.

When I’m researching companies for 
potential investment, I look at which 
businesses are best positioned to take 
advantage of the expected rise in demand 
from the emerging middle class. Every 
company in the agriculture industry 
benefits when new farmland is added, but 
until that happens, productivity will be 
the main focus. I’m really looking at farm 
economics or where farmers are going to 
be spending their money to get the most 
out of their land. Over the past decade, 
two-thirds of productivity gains have come 
from the seed business. Advances in 
biotechnology have enabled companies to 
produce genetically enhanced seeds that 
are resistant to drought and bioengineered 
to reach maximum yield with fewer 
inputs than normal seeds. There is some 
controversy surrounding genetically 
modified crops, but these seeds are 

widely used because they are so effective 
at increasing crop yields. I think there 
will always be a niche market for organic 
produce, but the economics only work 
for farmers if consumers are willing to pay 
more for unaltered crops. Given how much 
supply will need to grow to keep up with 
demand in the next 20 years, I think seed 
companies are very well positioned to take 
advantage of this trend. 

The remaining one-third of productivity 
gains has come from crop protection 
products and fertilizers. Companies that 
produce products capable of boosting 
crops’ resistance to common diseases 
and pests are a pure play on the desire 
of farmers to enhance crop yields. 
Optimal fertilizer applications are another 
productivity tool. Crops need three types 
of nutrients in a precise ratio to grow to 
their full potential: nitrogen, phosphate 
and potash. Farmers in China and India 
tend to have lower crop yields per acre 
than those in the Americas because they 
overuse nitrogen, which is locally produced 
and cheaper than other nutrients. Clearly, 
there’s a growth opportunity here for 
phosphate and potash companies because 
their products are needed to make farms in 
China and India as productive as possible.

In a highly cyclical sector, it is necessary 
to take a long-term view.

The recent slowdown in developing 
markets is indicative of the different cycles 
inherent in long-term growth trends. The 
sheer number of people poised to enter 
the middle class suggests it would take 
a lot more than a slight lag in growth 
to prevent developing markets from 
becoming a major engine of growth for 
the global economy in the years to come. 
Agriculture is a highly cyclical industry 
because demand is so highly influenced 
by planting cycles. However, because I’m 
looking at global companies and planting 
cycles alternate on either side of the 
equator, there isn’t as much fluctuation in 
demand as you might think. Minor dips 
rarely affect the long-term investment 
picture, so I view them as buying 
opportunities. Indeed, Capital’s approach 
of investing with a long-term time horizon 
is a great advantage when looking for 
opportunities in a highly cyclical industry 
like agriculture. g

Capital’s approach of 
investing with a long-
term time horizon is a 
great advantage when 
looking for opportunities 
in a highly cyclical 
industry like agriculture.
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Hitting pay 
dirt with land 
development 
bonds 

Think of the last time you passed a vacant 

plot of dirt. Unless you’re a fixed-income 

analyst interested in land development 

bonds, you probably didn’t immediately 

view this as an investment that could 

potentially provide an ongoing revenue 

stream once it became a thriving housing 

community or a shopping center. 

I use deep, fundamental credit research 

to uncover compelling investment 

opportunities like this that may have been 

overlooked by the market. Consequently, 

several types of municipal bonds have 

caught my attention. For example, 

we generally view land development 

fixed-income securities, such as tax 

allocation and tax assessment bonds, as 

underappreciated by rating agencies, 

despite having attractive risk-adjusted 

yields in today’s market. 

An improving economic environment 
provides additional credit protection to 
many of these bonds.

There are two types of land development 
bonds: tax allocation and tax assessment. 
Tax allocation bonds are backed by 
a pledge of general property taxes 
generated by a given project area in a 
municipality. In turn, the more the value 
of a property increases within a given 
development zone, the more money 
is potentially available to pay back 
bondholders. This type of bond can 
exhibit credit weakness if the planned 
development fails to materialize and/or an 
existing property tax base erodes.  

Capital Group Private Client Services 
bond portfolios generally focus on more 
mature, investment-grade tax allocation 
bonds where there has already been a 
substantial increase in property values — 

Analyst perspectives

By Chad Rach
Capital Group Fixed-Income Analyst

Chad is a fixed-income analyst who 
covers tax-exempt bonds. Based 
in Los Angeles, he has 21 years of 
investment experience and has been 
with Capital Group since 2004.
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areas with existing cash flows that provide 
sufficient coverage of debt service on 
the bonds. In addition, the strengthening 
housing market and proliferation of new 
development projects throughout the U.S. 
sweeten the credit story of these securities.

Each of these bonds has unique 
characteristics, but the ones we generally 
hold in private client portfolios have 
substantial levels of protection against the 
possibility of falling property values (in the 
event of a sustained recession in future 

years). While there is limited potential for 
credit impairment, current spreads offer 
extremely attractive risk-adjusted yields. 

Our research-driven approach helps us 
uncover potential valuation and ratings 
discrepancies.  

Tax assessment bonds, also known as 
“dirt bonds” in the municipal industry, 
are another area we believe the market is 
pricing too conservatively, given the high 
level of collateral protection on certain 
issues. These bonds are backed by a 
fixed lien assessment against a specific 
project area. Like tax allocation bonds, 
each issue has different characteristics, so 
securities must be individually analyzed. 
As with tax allocation bonds, we focus on 
highly mature, investment-grade issues. 
Quality tax assessment bonds are typically 
secured by project areas that have been 
converted from low-value raw land to fully 

developed neighborhoods with substantial 
value invested in the related homes and 
commercial buildings.  

It is important to note that tax assessment 
bonds are generally backed by modest-
sized liens that are superior to commercial 
mortgage loans. Consequently, we 
often find that tax assessment bonds 
perform well in periods of falling 
property values (such as the post-2007 
time frame), even when the owners 
and commercial lenders in related 
developments suffer great losses. 

As you can see, the risks vary greatly 
among the individual securities in these 
sectors, but our team is well equipped 
to use fundamental research to evaluate 
bonds from the bottom up. This allows 
us to uncover unique opportunities and 
add incremental yield without significantly 
altering risk levels in client portfolios. g

Fundamental credit 
research allows us to 
uncover opportunities 
overlooked by the 
market.
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Although the net investment income tax 
(also known as the 3.8% Medicare surtax) 
became effective at the beginning of 2013, 
you probably first realized how potent it 
can be while preparing this year’s tax filing. 
It will also no doubt have an impact on 
your quarterly tax estimates. The tax is an 
additional levy on individuals, trusts and 
estates. It doesn’t apply to corporations or 
tax-exempt entities, such as public charities 
and private foundations.

For individuals, the tax is computed on 
the lesser of net investment income or the 
excess of modified adjusted gross income 
(MAGI) over a threshold of $200,000 for 
singles and $250,000 for married couples. 
For trusts and estates, the 3.8% tax is 
calculated on the lesser of undistributed 
net investment income or the excess of 
adjusted gross income over the dollar 
amount at which the highest tax bracket 
begins for these entities ($11,950 in 2013 
and $12,150 in 2014).

Net investment income is broadly defined 
under the law. Generally, it includes 
taxable interest and dividends, annuities, 
royalties and net capital gains not derived 
from a trade or business, as well as passive 
activity income. It doesn’t include: 

• IRA and qualified retirement plan  
 distributions

• Rental income that is part of a trade  
 or business

• Value built up within nontaxable and  
 tax-deferred accounts

• The portion of capital gains from the  
 sale of a principal residence  
 excluded from taxable income (per  
 Internal Revenue Code section 121)

• Gains on tax-free like-kind exchanges

• Tax-exempt municipal bond interest

The first two items on that list are included 
in MAGI. This is important because when 
MAGI exceeds the threshold, some or all 

Planning strategies to temper 
the new 3.8% net investment 
income tax

Wealth strategies

By Michael Schmid
Capital Group Wealth Specialist

Michael is a wealth specialist 
for Capital Group Private Client 
Services. Based in our Los 
Angeles office, he has 15 years of 
investment experience and has 
been with the firm for three years.
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of your net investment income is subject to 
the 3.8% tax. As you’ll see in the strategies 
outlined below, it’s beneficial to think 
about alternative options for your income 
because adjustments to how or when 
certain income or gains are realized could 
reduce the size of your tax bill. 

Planning may help minimize the impact 
of the investment tax.

What are some options for high earners 
looking to reduce the amount they owe 
Uncle Sam this year? The following 
strategies pertain to those who have 
some flexibility in the recognition of 
noninvestment income or the timing of 
deductions.  
 
1. Minimize noninvestment income by 
maximizing above-the-line deductions.  
Above-the-line deductions may include 
deductible contributions to traditional 
IRAs and other retirement accounts, 
contributions to health savings accounts 
and moving expenses. 

2. Consider accelerating or deferring 
noninvestment income. 
For example, if you own a business, you 
may explore delaying receipt of income, if 
doing so will reduce your adjusted gross 
income. However, it is important to work 
with a tax professional when exploring 
these options because the whole tax 
picture must be taken into consideration. 

In terms of your investments 
themselves, there are some strategies 
that can help reduce the potential 
impact of this tax. 

1. Consider holding growth-oriented 
assets in retirement accounts. 
Individuals who aren’t currently taking (or 
close to taking) distributions can benefit 
from the compounding of growth assets 
in tax-deferred or tax-free accounts over 
the long term. As previously noted, the 
buildup in value within these accounts 
isn’t subject to the 3.8% tax. Distributions 
of earnings and pretax contributions from 
a tax-deferred account are included in 
the calculation of MAGI. However, for a 
Roth IRA, as long as the holding period 
requirement is met, distributions from it are 
tax-free and not included in MAGI.

2. Hold tax-exempt municipal bonds in 
taxable accounts. 
When appropriate, holding tax-exempt 
municipal bonds can increase the tax 
efficiency of your portfolio. Consider 
the tax impact in the table below of the 
three different bond issues for a married 
California couple in the highest federal and 
state marginal income tax brackets (39.6% 
and 12.3%, respectively). 
 
As this table illustrates, the yield doesn’t 
have to be that great relative to corporate 
bonds for municipal securities to make 
sense from a tax perspective. This same 
type of analysis can be applied to residents 
of other states, although individual state 
tax rates and rules vary.

3. Turn passive income into active trade 
or business income through increased 
participation.  
By strengthening your involvement in a 
passive activity so that it meets a material 
participation test, the income derived from 
that activity may not be subject to the 3.8% 
investment tax.

4. Harvest capital losses. 
Realizing capital losses at the end of the 
year reduces capital gains, a component 
of net investment income. The deadline 
to take these for 2013 has passed, but 
capital gains that are harvested up through 
December 31, 2014, can potentially reduce 
net investment income for 2014.

5. Invest with a firm that adheres to a 
proven tax-aware strategy. 
Minimizing the amount of realized gains 
is among our top priorities, and Capital 
Group Private Client Services is one of 
the nation’s only investment managers to 
publish after-tax results. Such attention 
to portfolio tax efficiency has never been 
more valuable.

Reducing one’s tax burden is a crucial 
component of long-term wealth 
management. This article is only an 
overview of the 3.8% net investment 
income tax and doesn’t encompass all of 
its rules and nuances. Because we do not 
provide tax advice, please consult with a 
trusted tax advisor before implementing 
any of the strategies mentioned above. g

Circular 230 Notice: Any U.S. federal tax 
advice contained in this communication 
is not intended or written to be used, 
and cannot be used, for the purpose of 
(i) avoiding penalties under the Internal 
Revenue Code or (ii) promoting, marketing 
or recommending to another party any 
transaction or matter addressed within. 
Taxpayers are strongly encouraged to seek 
advice from their independent tax advisor 
based on their particular circumstances.

This illustration assumes that municipal bonds are not taxable under the federal alternative minimum tax (AMT). State AMT systems are not 
considered. For the purposes of this illustration, we assumed that the investors are California residents subject to the 3.8% net investment 
income tax and that the investors claim state taxes paid as an itemized deduction on their federal tax return. Therefore, the formula for the 
blended tax rate on the corporate bond is the federal tax rate + [(1 - federal tax rate) x state tax rate] + 3.8% tax. The Arizona municipal bond is 
subject to the California state tax rate for a California resident. We assume that no tax is applied to the interest income from the California bond 
for these investors. In this illustration, we do not include the impact of the Pease limitation on itemized deductions.

Yield to maturity (YTM) Corporate bond with a 
YTM of 2.5%

Arizona state bond 
with a YTM of 1.5%

California state bond 
with a YTM of 1.5%

After-tax YTM 1.23% 1.39% 1.50%
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We all have certain behaviors in our 
lives that could stand to be changed. 
Perhaps you are persistently late for 
meetings, or maybe you have an 
obsession with the flashing message 
indicator on your smart phone. 

In his new book, Smart Change, Dr. 
Art Markman offers advice on how 
to transform bad habits in yourself 
and others into positive behaviors. 
A professor of both psychology and 
marketing at the University of Texas 
at Austin, Markman points out that 
understanding how the brain works 
provides great insight into why we 
act in ways that aren’t always in our 
best interest. But, he notes, fixing 
the problem is a lot easier than you 
might think.

Why is it so hard for us to break bad 
habits?

A huge amount of what we do each day 
is done by habit. That’s a good thing 
because it frees up resources in our brain 
to think about things that are important to 
our lives. Most habits are really good, like 
knowing how to turn on lights or where 
to put your keys. But once in a while we 
have tendencies that may seem perfectly 
reasonable right now yet have bad long-
term consequences. What makes certain 
habits hard to break is that there isn’t 
anything in the here and now to compel us 
to stop.

How do you recognize a bad habit, then?

The thing about habits is, we do them 
mindlessly. Our brain is designed to help 
us carry out behaviors without thinking 
about it. Often bad habits initially come 
to light after something else starts to go 
wrong. For instance, if you sit at your desk 
all day staring at a computer without taking 
a break, you’ll get lower-back pain and 
your legs will hurt. At first, you won’t know 
why, but after doing some investigation 
you’ll realize that sitting all day is a habit 
that’s bad for your body.

So bad habits don’t necessarily begin 
that way?

Most don’t. A lot of bad habits begin 
innocuously. Eating a big meal as a 
teenager is actually a good thing. Ten 
years later, not so much. It’s important 
to remember that our motivational 
mechanisms are buried really deep inside 
the brain. They don’t actually know what 
is good or bad for us. They hold on to 
information and don’t communicate 
well. The area of the brain responsible 
for maintaining our habits will look at a 
behavior and say, “This has worked for me 
in the past, so I should do it again.” That 
then comes into conflict with other areas of 
the brain that allow us to talk to ourselves 
and say, “I know I want to do this, but it isn’t 

such a good thing.” Unfortunately, that first 
area has a much more powerful influence 
on our behavior.

What are the biggest obstacles to 
changing one’s behavior?

Until you begin to realize what’s driving 
your behavior, you’re not in a position 
to begin to make changes. In addition, 
we often define our intent to change 
behavior in the negative. We say, “I need 
to stop doing this,” which doesn’t teach 
our brains anything. The only way to learn 
is by recasting your desire to change into 
more-positive terms. For instance, I used 
to bite my nails. For years, I kept saying I 
needed to stop, which did nothing. I then 
noticed that I bit my nails while sitting at my 
desk reading. So I bought a whole bunch 
of desk toys and started playing with them 
while sitting down. I substituted playing 
with toys for biting my nails, which helped 
me to overcome this bad habit. 

You encourage people to alter their 
environment in order to increase the 
odds of success.

If you’re trying to cut down on the number 
of snacks you eat, don’t keep potato 
chips in the cupboard and ice cream in 
the freezer. Make the behaviors you don’t 
want to perform difficult by managing the 
environment. 

What do you mean by what you call 
“taming the go system”?

There are two different systems that drive 
behavior. The go system tells you, “Here’s 
the behavior you need to perform, so go 
at it.” By contrast, the stop system primarily 
uses areas in the frontal lobes of the brain 
that are much less efficient at preventing a 
behavior once it has started. The go system 
helps you to essentially reprogram your 
behavior. Part of changing a behavior is 
having a good plan from the start. If you 
are trying to exercise more, a horrible plan 
would be to tell yourself you’re going to 

Smart techniques for breaking bad habits

Author interview
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work out twice a week. You’ll never make 
it to the gym. Instead, you need to decide 
to work out on Mondays and Thursdays at 
4:00 p.m. Those are events that actually 
happen. The idea is to create a set of 
routines that have the sort of consistency 
that ultimately creates good habits.

You also say it’s important to optimize 
your goals.

In addition to framing goals around 
positive statements, you should focus on 
the long-term outcomes you desire. For 
instance, lots of people set a goal of losing 
10 pounds before the summer. To do this, 
they diet heavily and restrict what they 
eat over a period of weeks. But once they 
lose the weight, then what? Unless you’ve 
set up a plan that’s sustainable, you’ll 
quickly revert back to your bad eating 
habits. Optimizing means deciding to 
permanently introduce healthy eating and 
exercise into your life as a way of being.

Another technique involves engaging 
your neighbors to help overcome bad 
habits.

We as human beings are fundamentally 
social creatures. Other people have a 
big influence on what we do, and we can 
learn a lot from those around us. I think it’s 
really important to engage with mentors 

to help change the most stubborn kinds 
of behaviors. The more you engage those 
around you, the more you can add social 
support to what is a very difficult process.

What is the best way to point out bad 
habits in others?

You obviously have to do this with some 
amount of tact and care. In many ways, it’s 
useful to have a close enough relationship 
with someone to get an understanding of 
their awareness level about the behavior 
you think they should change. For instance, 
if a friend is constantly complaining about 
how they never get anything done at work, 
yet they e-mail you all the time during 
the day, have a conversation to let them 
know this may be one reason they’re so 
distracted at the office. 

Do you recommend pointing out bad 
habits in our friends and family, or is it 
better to mind our own business?

It depends on the nature of the 
relationship. In my book, I describe three 
different kinds of relationships: strangers, 
family and neighbors. Strangers are the 
people you don’t know at all. Most people 
in our lives are strangers. You certainly 
don’t want to be pointing out flaws to 
them. Family is a relationship that does 
give you license to say almost anything 
because of the long-term relationship you 
have. If you see a member of your family 
doing something you view as destructive, 
having a conversation can be useful. 
Neighbors, including your colleagues at 
work, are a bit of a middle ground. They’re 
certainly not strangers, but you don’t 
necessarily have a license to say anything. 
With neighbors, a tactful conversation can 
be useful, but choose your battles. And 
don’t put yourself in the situation of being 
the neighborhood-watch coordinator who 
is trying to keep everyone in line.

If you do decide to point out a bad habit 
in someone else, what are some tips 
for encouraging them or helping them 
through it?

A fundamental problem with behavior 
change is that there are many deeply 
personal elements that have to do with 
the structure of an individual’s life, which 
may explain where the habits came from 
in the first place. That’s one reason I would 
recommend that the person keep a journal 

to write down specific routines they need 
to perform in order to change a behavior. 
This should be done for a couple of weeks 
to identify the bad habit and understand 
what is triggering it. From here you can 
help them come up with changes to 
their environment to help support better 
behaviors, and you can offer to be part of 
their support system.

You write that failure is actually good for 
us if we fail in the right way.

We have a very strange relationship to 
failure. We tend to learn early on in school 
that failure and mistakes are bad. The fact 
is, we learn a lot from our mistakes. I tell 
people all the time that you should punish 
negligence but not failure. Failure is a part 
of life. There are two kinds of failure. The 
first is unsystematic. A working parent may 
have to skip a day at the office because 
they need to bring their kid to the doctor. 
They failed at getting to work that day, but 
it was a managed trade-off. On the other 
hand, if a parent realizes they are never 
spending any time with their kids, that’s 
a systematic failure. This one requires 
more of a reevaluation to determine how 
to change the existing set of routines in 
order to make spending time with their 
children part of their life. You want to avoid 
systematic failure. Unsystematic failure is 
part of life’s learning process.

What can we do to avoid slipping 
back into a bad habit once it has been 
corrected?

One thing is not to draw a line in the sand. 
If you go back to the old behavior once 
or twice, that could be just a temporary 
setback. We all experience that. But the 
key is to recognize this, figure out what 
triggered the bad behavior and identify 
what you can do differently next time. Treat 
it as a step back, or failure of the day, that 
can become a learning experience to help 
you stay on track for the future. g

Make the behaviors you 
don’t want to perform 
difficult by managing 
the environment.
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In his new book, A Short Guide to a 
Long Life, Dr. David Agus explains 
that small changes in our everyday 
routines can help ward off disease 
and lead to greater longevity. 
A renowned cancer doctor and 
researcher, Agus shares the plan for 
healthy living he prescribes for his 
own patients, which include some 
of the nation’s leading business 
executives. 

Agus believes that prevention is 
the key to avoiding major illness. In 
this interview, he reveals some of 
his primary techniques for keeping 
disease at bay, from eating plenty of 
flash-frozen fruits and vegetables to 
wearing comfortable shoes. And he 
warns of the long-term hazards that 
can come from sitting at your desk 
all day.

What are the most important measures 
people can take to improve their odds of 
leading long and healthy lives?

Number one is to stop smoking. I also 
recommend getting your annual flu shot 
and taking a baby aspirin every day. 
Research shows that baby aspirin reduces 
the incidence of cancer, heart disease and 
stroke in people over 40, assuming they 
don’t have a bleeding disorder or other 
medical problem. Of course, a good diet is 
also essential.

What are the best foods for us to eat?

Research shows that the optimal approach 
is to adhere to what’s often referred to as 
a Mediterranean diet. This means having 
lots of fruits, vegetables, grass-fed beef, 
cold-water fish, chicken, eggs and olive 
oil. By the way, when it comes to fruits and 
vegetables, stick with what’s fresh, local or 
flash-frozen.

You write that frozen vegetables are 
often better than fresh. Why is that? 
 
Because most of the fresh stuff is picked 

early and shipped a long distance. The 
longer it sits, the more it gets degraded. 
Flash-frozen produce is picked and frozen 
within a few hours, so it retains all of the 
important nutrients.

You also advise us to never skip 
breakfast. Why? 

Breakfast is just that: breaking a fast from 
your last meal, which is often eight to 12 
hours. Your body works better when it has 
fuel. For breakfast, you should focus on 
proteins and good fats. This will really set 
the tone for a good day.

What about having a cup of coffee?

Sure. Up to three cups of coffee has been 
shown to have potential health benefits. 

Your book also recommends indulging 
in an occasional glass of wine.

Studies show wine can provide 
cardiovascular benefits. However, you 
should focus on high-quality wine made 
with cold-pressed grapes that were picked 
and harvested at night. 

How to enjoy a long 
and healthy life
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Is it okay to cheat once in a while?

Of course. It’s all about moderation. 
Importantly, I try to eat my meals at the 
same time every day. 

Why is that?

Your body likes to know what to expect. 
After all, we are designed to be regular. 
If you have your lunch today at noon and 
tomorrow at 2:00 p.m., your insulin and 
cortisol levels will go up. You should go to 
bed and get up at the same time, too, in 
order to achieve optimal performance.

One of your strategies for a long life is 
to reduce the amount of stress we face 
in the workplace. Sounds great, but how 
can one realistically do that?

There are several small steps that really 
add up. First, every time you look up to 
read an e-mail, it takes about two or three 
minutes just to get focused back on what 
you were doing. I recommend defining 
times during the day when you review 
e-mail, instead of going back and forth. 
You also need to build in downtime every 
day. This is when you get away from the 
computer screen and take a walk or do 
something relaxing. Incidentally, you need 
to engineer your day to avoid sitting all 
the time. Get up, stretch and move around 
at least once every half hour. I even like 
walking meetings, where instead of sitting 
in a conference room, we have a discussion 
while walking.

How much exercise does a person need 
to stay healthy?

The data show you want to get your heart 
rate 50 percent higher from where you 
start for 15 minutes a day. That normally 
means about 30 minutes of aerobic 
exercise. Movement over time equals 
health. Sitting for five hours a day is the 
equivalent of smoking a pack of cigarettes 
on your health. You really need to build in 
lots of movement.

You also write about the surprising 
importance of maintaining a good 
posture.

It was kind of shocking when I started to 
see research showing that poor posture 
actually increased the risk of both lung and 
heart disease. It has to do with keeping 
your core muscles in shape. To address 
this, I started doing yoga, which really 

works. I also put a couple of two-and-a-half-
pound weights under my desk and by my 
couch at home. If I’m watching TV or am on 
a conference call, I’ll stand on one foot and 
use those weights to help build my core. 

You highly recommend that people take 
responsibility for monitoring their own 
health, using the many simple devices 
available today.

For the past 50 years, your doctor’s office 
was a place to go for collecting data. You 
came in, I drew your blood, I checked your 
blood pressure, I listened to your heart, 
and then I called you by telephone a few 
days later to discuss the results. I hope that 
over the next couple of years, the doctor’s 
office will not be a place to collect data 
but rather to interpret it. You should be 
taking your own blood pressure at home, 
monitoring your weight, drawing your own 
blood and even taking a regular EKG so 
you can keep track of your own health and 
spend your time at the doctor’s office in a 
meaningful way, analyzing your results and 
making a constructive game plan.

One of your more controversial bits 
of advice relates to vitamins. You 
recommend that patients avoid taking 
any kind of supplements. Why is that?

I base this on looking at the scientific 
data we have at our disposal. In the 
history of mankind, there have been 60+ 
large randomized studies that looked at 
vitamins and supplements versus taking 
a placebo. None showed any benefit in 
normal people. In fact, some indicated 
that supplements can be detrimental in 
certain situations. When I see they have no 
benefit yet significant potential side effects, 
I say, why bother with it? Do you realize we 
spend more on vitamins and supplements 
in this country than we do on medical 
research? There’s something wrong here.

What about research suggesting that 
omega-3’s can help ward off heart 
disease, among other things? 
 
There has yet to be a study showing a 
benefit to omega-3 supplementation or 
fish oil capsules. The research relates to 
people who ate cold-water fish three or 

more times a week. Doing so did have a 
health benefit. But people extrapolated 
that to taking a pill because it’s easier. 

There’s been a lot of hype lately around 
the notion of body cleanses, and juice 
cleansing in particular. What are your 
thoughts on this?

What are you cleansing? There is no known 
compound that will cleanse the body. The 
liver does this on its own beautifully. Not 
only is there no study showing a benefit, 
but there is a significant danger attached 
to doing them, because they could cause 
an electrolyte disturbance. 

In fact, you’re not a fan of juicing in 
general.

It’s not me; it’s the data. Once you put 
something in a blender or juicer, it oxidizes 
and degrades the nutrients almost 
immediately. I tell patients to eat the real 
food. Our bodies weren’t made to have 
seven carrots in a juice. They were made 
to eat a carrot and absorb what we need 
from it. When you try to go around these 
natural processes, bad things happen. And 
when you juice, you get more sugar than 
anything else.

One of your tips is to wear good shoes. 
What does footwear have to do with 
staying healthy?

Inflammation seems to be at the root of 
neurocognitive decline, heart disease and 
cancer. If at the end of the day your feet are 
inflamed and hurting you, it’s not a good 
thing. My wife gets mad because I don’t 
like to see her wear her fancy high heels. 
I’m not against heels; I’m against shoes that 
make your feet hurt. 

Any final strategies you can provide for 
living a long and healthy life?

Above all, know yourself. Your body is 
talking all the time, so you’d better listen. 
Get naked in front of the mirror every 
week and look for changes, be it hair 
distribution, your weight or your skin. Know 
all the aspects of yourself because you’re 
in charge. And then keep to a regular 
schedule, avoid inflammation, get your 
vaccines and exercise often. g

Your body is talking all the 
time, so you’d better listen.
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Observations from Capital Group analysts around the world
The euro is likely to remain strong for 
some time to come. 

Among the main drivers are rising trade 
and current-account balances, along 
with diversification away from U.S. 
dollars by foreign central banks.

The relative economic and political 
stability seen in the euro area since 
the summer of 2012 is likely to 
continue through year-end. 

No major policy announcements are 
expected, given European Parliament 
elections in May and other political 
events taking place through the 
summer. Instead, the focus will remain 
on consolidating previously negotiated 
banking reforms and carrying out the 
European Central Bank’s asset quality 
review stress test.

GDP growth in India should trend in a 
band of 4.5 to 5.5% over the next 18 
to 24 months. 

Key headwinds continue to be sticky 
inflation, eroding consumption, 
infrastructure bottlenecks, a modest 
recovery in the investment cycle and 
tight monetary conditions.

The 2020 Summer Olympics will 
undoubtedly put Japan front and 
center on the world stage. 

More important, hosting the games 
is a license for greater infrastructure 
spending, which is critical to reviving 
economic growth. The Japanese 
government has set aside a $5 billion 
reserve fund to prepare for the games 
and estimates spillover effects worth 
$30 billion.

Property price appreciation in China 
seems to be nearing a peak. 

Policy makers predict that 2017 will 
mark an inflection point, largely 
because of fast development over the 
past 50 years, big improvements in 
average living space and changing 
demographics. 

California is on track for its third-
worst drought since 1895. 

This will have wide-ranging implications, 
as the Golden State is the world’s 
number one dairy producer and a 
leader in growing fruits, vegetables 
and nuts. Produce and milk prices have 
already risen over the past year, and 
talk of enhanced measures for water 

storage is bound to gain steam, given 
the likelihood that current conditions 
will continue.

Demand from China is also draining 
California’s scarce water supply. 

As China’s middle class seeks an 
increasingly protein-rich diet, the 
country’s lack of water resources has 
driven up orders for imported alfalfa 
for cattle feed. This has encouraged 
growth in California’s alfalfa production 
to the tune of 1 million acres of 
allocated farmland. Alfalfa is the most 
water-intensive crop in the state. 
California is, in essence, exporting 
100 billion gallons of water to Asia 
each year in the form of alfalfa.

Despite some negative publicity of 
late, the cruise industry continues to 
thrive. 

A new line of megaships provides 
more premium-priced cabins and 
allows for additional onboard revenue 
opportunities. The current supply-and-
demand environment is favorable, as 
the growth in the number of new ships 
coming to market will moderate over 
the next three years. g

Notes from the field
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“In commoditized industries 
like banking, almost all of the 
value eventually accrues to the 
lowest-cost and best-managed 
participants. Over the last 10 years, 
the broad index of commercial 
banks has been disappointing, 
but the best-run institutions 
have delivered great results.”

Matt Wilson, Capital Group Commercial Banking Analyst

Emme Kozloff, Capital Group Retail Analyst

“Rising house prices in the U.S. 
have positively impacted home 
improvement spending. As consumers 
once again begin to view real estate 
as an appreciating asset, they will 
increasingly become more interested 
in undertaking additive projects 
such as kitchen remodeling, and this 
should benefit selected retailers.”

Closing quotes
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