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The close of each year is a time for reflection, resolutions and renewed priorities for the 12 
months ahead. As equity investors reflect on 2013, they are no doubt pleased with their 
portfolio results, given that it was the best year for global stocks since the 1990s. Bond 
investors didn’t have as much to celebrate, as rates moved slightly higher once the Federal 
Reserve began hinting it would become less accommodative going forward. Nevertheless, 
the fixed-income investment services we manage all held up well, in line with our mission of 
protecting capital by holding only top-quality securities and keeping interest rate exposure 
in check.

The stock market has done extraordinarily well since the trough in March 2009, nearly doubling in value. What 
will 2014 bring? For some thoughts on that, I encourage you to read this year’s Investment Roundtable, which 
begins on page 6. We gathered together eight members of our portfolio management team to discuss what has 
been driving returns, the outlook for the economy and where we are finding the most compelling opportunities 
right now. You’ll also meet one of the newest members of our investment team, Will Robbins, who has taken on 
responsibilities in our U.S. and Global Equity portfolios. (Another new member, Philip Winston, was unable to 
attend the Roundtable because of his travel schedule. Philip is joining the Global and Non-U.S. teams and will be 
featured in next quarter’s issue.)

Two themes you’ll read about in the Roundtable are the strong comeback in housing and the amazing growth 
taking place in the aerospace industry. We delve deeper into both of these topics elsewhere in this issue. On page 
14, consumer analyst Jim Kang discusses how an upsurge in housing demand is also good for a number of other 
sectors. Then, on page 16, aerospace analyst Todd Saligman talks about the strong demand for new aircraft around 
the world and how that is benefiting a number of holdings in client portfolios.

In terms of resolutions, if you haven’t already done so, I encourage you to visit with your Investment Counselor to 
reexamine your financial life plan and to ensure that you are still on track to achieve your objectives. On page 5, 
you’ll find a list of some helpful questions to ask during this meeting. With such strong equity gains in recent years, 
you may find that your portfolio’s asset allocation mix needs some adjusting. Therefore, be sure to discuss some of 
the potential ways to add further diversification. After all, it wouldn’t be surprising to see increased market volatility 
in the coming months, especially following such a big upward move in stocks. Having uncorrelated assets can make 
for a much smoother ride.

Finally, at this time of making renewed priorities, we decided to feature the author of a new book that teaches us 
how to stay better tuned to what’s most important in our lives. In Focus: The Hidden Driver of Excellence, Daniel 
Goleman contends that bringing greater attention to your daily work and passions is the key to enjoying a higher 
degree of success. In the insightful interview on page 18, he discusses some ways to avoid the many distractions in 
our hectic lives and debunks the myth about multitasking, which he claims actually makes us less productive.

Should you have any feedback about this issue or want to suggest a topic for us to cover in the future, please drop 
us a line at editor@capgroup.com.

In closing, I want to wish you and your family a happy, healthy and prosperous year ahead.

With best regards,

Ringing in a new year of investment and personal potential

Opening thoughts
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The challenges facing the global economy and 
financial markets at the beginning of 2013 — from the 
much-hyped U.S. fiscal cliff to ongoing troubles in the 
Eurozone — now seem like a distant memory. To the 
surprise of many, last year wound up being a remarkable 
one for investors. Yet despite the extremely low volatility 
and steady gains seen across global equity markets, 
investors still seem burdened by uncertainty over the 
sustainability of the recovery. They are also worried 
about what will happen once massive stimulus measures 
by central banks around the world ultimately cease, 
a concern that kept the bond market on edge for much 
of the year. 

If the lessons of 2013 provide any solace, it is that worst-case 
scenarios rarely come to fruition and even the toughest situations 
eventually tend to get worked out. Furthermore, the Federal 
Reserve has demonstrated how willing it is to protect economic 
growth, making it highly unlikely that it would reverse recent 
progress with a hasty pullback of support.   

Changing incomes and technologies are creating new 
opportunities for investors.

Developed world stocks led the way in 2013, while the emerging 
markets were held back by lingering concerns about both the 
sustainability of rapid growth in some areas and weaker currencies 
in a number of countries. We have talked at length about the 
multitude of long-term opportunities that the growing middle 
class in developing economies will create for global companies 
with exposure to these newly minted consumers. To put this in 
perspective, by 2025 the number of people considered to be 
part of the middle class is expected to rise by more than 70%, 
to 4.2 billion, from 2010’s count of 2.4 billion, with most of this 
increase coming from the emerging world. Income growth in these 
markets has resulted in an increase in the number of households 
with at least $10,000 of annual income, making these consumers 
candidates for products and services heretofore not accessible 
to them. So despite the near-term slowdown, this should create 
strong demand for portfolio holdings with significant exposure to 
developing markets. 

In fact, as a result of rising incomes, nearly half of global consumer 
spending is expected to stem from the emerging markets over the 
next 10 to 15 years. Clearly, catering to this new demographic is 
important for the future growth of global companies across a range 
of sectors and will dramatically alter how companies pursue long-
term expansion. 

Past periods have shown that developing markets are more 
volatile than established economies as they evolve from rural 
to urbanized societies. China, which has seen growth slow 
from double-digit levels to around 7%, focused primarily on 
investment in infrastructure over the past two decades, building 
the roads, bridges, power plants, schools and housing necessary 
to accommodate its increasingly wealthy population. Now the 

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.

Equities rose to new highs during  
2013, with the exception of the 
emerging markets, which lagged 
by comparison.

Stock market returns

After an exceptional 
year of recovery, 
investors remain 
focused on the Fed.
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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.

Fixed-income returns

economy is transitioning to one that will be propelled by domestic 
consumption. In the past quarter, Chinese leaders reaffirmed 
their commitment to reform using six initiatives to help modernize 
the country. India, another nation whose economic growth has 
recently weakened, is on the cusp of political transition after 
years in which corruption impeded sustainable growth. Our 
portfolio managers view these tensions and uncertainties as 
potentially setting the stage for the next phase of expansion. 

Innovation and a push for greater efficiencies are driving 
growth in many sectors.

The aerospace and automotive industries are well positioned to 
benefit greatly from increased demand from emerging market 
consumers. However, the spending trajectory of this fast-growing 
and more financially stable population is not our only reason 
for holding such companies in client portfolios. Underlying 
demand in the developed markets will contribute to growth as 
well. Technological advances in aircraft manufacturing will drive 
demand for new equipment, as highlighted in the article written 
by one of our aerospace analysts on page 16. Many airlines are 
investing in next-generation aircraft for their fuel efficiency and 

advanced capabilities. The automotive industry is expected to 
go through a similar transition, and our analysts have identified 
important shifts that promise to change the driving experience. 
The cars of the future are likely to offer so many beneficial features 
that they could create a fresh source of demand for automakers. 

These trends highlight another factor that is extremely important 
to our portfolio managers: innovation. Companies with proprietary 
technologies and a commitment to research and development 
often have a strategic advantage over competitors, making them 
better able to withstand periods of weakness. For instance, the 
pharmaceutical sector is one in which pioneering companies 
clearly stand apart from those with weaker pipelines. After a period 
of intensive research and development, some pharmaceutical 
companies are now reaping the rewards of efforts to obtain 
regulatory approval for a number of new, innovative treatments 
and therapies. Select holdings in client portfolios have been 
spearheading efforts to find solutions to long-term health 
challenges. For example, one unfortunate consequence of higher 
incomes in emerging markets is the overconsumption of calorie-
laden foods previously associated with developed economies. 

Bonds had a somewhat difficult year, as 
rates began to inch higher after the Fed 
hinted it was ready to start tapering.

Global spending is expected to 
surge over the next 30 years, with an 
increasing share driven by consumers 
in the emerging markets.

Source: McKinsey Global Institute. Figures for 2025 are projected.
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This has led to a rise in diseases like type 2 
diabetes, which was relatively nonexistent 
in China 30 years ago and now afflicts 
nearly 12% of the population, increasing 
demand for companies with treatments to 
address such ailments. 

Rising incomes in the developing world 
also mean continued growth in smartphone 
usage as people increasingly rely on 
mobile devices for everything from social 
interactions to financial transactions. In 
addition to communications and social 
networking, people now routinely use their 
smartphones to pay bills, make purchases 
and store confidential information online. 
As the chart above illustrates, an increase 
in the use of mobile devices has resulted 
in a greater frequency of cyber-attacks, 
highlighting the importance of fortifying 
security and protection in electronic 
communications. For that reason, client 
portfolios include companies that specialize 
in addressing online security concerns. 
Among the holdings are some of the 

largest smartphone manufacturers, as 
well as suppliers that make the filters, 
batteries and capacitors for the major 
handset manufacturers. Because a typical 
smartphone requires roughly 300 to 
500 capacitors to accumulate and hold 
electrical charges, demand for these 
components rises dramatically as device 
sales grow and bandwidth increases. 
Suppliers with high barriers to entry and 
those with proprietary technologies have a 
clear advantage, making them more likely 
to win and retain business from key clients. 
Because many of these companies provide 
components to a number of smartphone 
makers, investing in the supply chain 
means overall investment results are less 
dependent on the success of one particular 
device or brand, thereby allowing us to 
more broadly exploit this exploding trend.

Extensive fixed-income research is 
required to find additional yield while 
keeping overall risk low.

Shifting to the fixed-income markets, the 
Federal Reserve successfully initiated the 
tapering of its bond purchase program 
with minimal disruption during the fourth 
quarter. The Fed managed this by assuring 
investors that it expects to keep monetary 
policy “highly accommodative” for a 
“considerable time after the asset purchase 
program ends and as the economic 
recovery strengthens.” This means it is 
likely they will maintain zero short rates well 
past the time that the unemployment rate 
declines below 6.5%. This was in line with 
our fixed-income team’s expectations for 

both the reduction in purchases and the 
likelihood for short interest rates to remain 
anchored for an extended period. 

As a result, in shorter-term taxable bond 
portfolios, durations are a bit longer than 
the benchmark index. Given the steepness 
of the Treasury yield curve, investing in 
slightly longer-dated bonds provides a 
meaningfully better yield without adding 
too much risk. Conversely, core bond 
portfolios are positioned slightly shorter 
than their relevant benchmark, reflecting an 
attention to interest rate risk further out on 
the yield curve. 

During the quarter, our fixed-income 
team continued to reduce holdings of 
mortgage-backed securities because, 
as the Fed scales back its purchases, 
the supply-demand balance is bound 
to be disrupted. This could trigger price 
declines, since current valuations do not 
fully reflect that prospect. Instead, we have 
been finding opportunities in commercial 
mortgage- and asset-backed securities. 
For example, we recently purchased 
very attractively priced, high-quality 
commercial mortgage-backed securities 
that government-sponsored enterprises 
Fannie Mae and Freddie Mac have 
been selling to meet risk requirements. 
As well, we have been adding some 
high-quality asset-backed securities 
collateralized by automobile loans. 

In municipal portfolios, we’ve been able to 
find additional yield through rigorous credit 
research and careful security selection. 

Source: Government Accountability Office, US-CERT data

With the rising use of mobile 
devices, cyber-intrusion is 
becoming more prevalent, 
requiring greater focus on 
protection and security.
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Although the past year 
has been one of steady 
growth and low volatility, 
it’s crucial for clients not to 
forget the importance of 
owning a diversified mix 
of stocks and bonds in 
their portfolios. 
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If you haven’t done so already, now is a good time to schedule a meeting 
with your Investment Counselor to revisit your current portfolio strategy 
and discuss whether any changes should be made in the new year. To 
that end, here are a few suggested topics for your conversation:

How does my current financial situation look, and am I on target to meet my 
goals? You can help your Investment Counselor to more accurately assess your 
financial situation by providing him or her with complete information about your 
bank accounts, tangible assets, real estate and investments with other advisors. 
This will be combined with your assets at Capital Group Private Client Services to 
provide a more comprehensive, “full view” assessment of your overall financial 
condition.

Are there any planning opportunities I should consider? Together, you and 
your Investment Counselor may want to revisit and reassess your investment goals, 
time horizon, risk tolerance and risk capacity. What’s more, if you can answer 
“yes” to any of the following questions, it may be time to readjust your portfolio or 
consider additional wealth planning strategies:

Is there a need to replenish my base portfolio? Generally, we recommend that 
clients set aside two years of living expenses in very short-term, liquid assets to 
provide the emotional comfort needed to withstand the volatility of their longer-
term investments. Clients who use this base to meet ordinary expenses will want to 
review whether their current balance needs to be replenished.  

Do you recommend any changes to my overall asset allocation? If your risk 
capacity and/or investment objectives have changed, this may be an opportune 
time to consider adjusting your current target allocation. For example, if your 
equity allocation has increased due to market appreciation and you desire to lower 
overall volatility, you may want to consider increasing your allocation to bonds or 
alternative strategies. You should discuss the various options with your Investment 
Counselor to come up with an appropriate solution for your unique situation.  g

Questions to ask your Investment Counselor 
at the start of the new year

This has been particularly true for certain 
revenue bonds supported by airports, 
education, single-family housing, toll roads 
and hospitals. We are extremely careful 
in our selection of general obligation 
bonds, as they are difficult to analyze and 
often lack transparency. Although such 
securities make up a large portion of the 
bond market, client portfolios tend to have 
modest exposures. 

As always, our fixed-income portfolio 
managers aim to add incremental yield 
without significantly increasing portfolio 
risk. Our access to Capital Group’s 
extensive research allows us to do this by 
finding securities that are undervalued 
by the market. One such example is tax-
allocation “dirt bonds,” a type of municipal 
security used to finance real estate projects. 
These bonds developed a reputation 
for being risky because many defaulted 
when the housing market overheated at 
the start of the financial crisis. The current 
environment is very different from the 
pre-crisis period, and many of these bonds 
have yet to be reassessed. Managers 
believe some of these issues currently 
represent good value, and they have been 
able to purchase them at attractive prices. 

Although the past year has been one 
of steady growth and low volatility, 
it’s crucial for clients not to forget the 
importance of owning a diversified mix 
of stocks and bonds in their portfolios. 
Our equity portfolio managers are 
always looking for companies that have 
the flexibility and strategic advantages 
to help them succeed in a variety of 
macroeconomic environments, but 
past periods have shown that volatility 
can come at any time. Therefore, it’s 
important to have the stability of fixed-
income securities and, if appropriate, an 
allocation to certain diversified alternative 
strategies, which may help to smooth 
the volatility inherent in the financial 
markets. As always, proper balance and 
a long-term perspective are essential 
ingredients for investment success.

For more on the latest thinking of our 
portfolio management team, please 
read our annual Investment Roundtable 
discussion, which begins on the next 
page. You can also view video clips 
from this discussion on our website at 
thecapitalgroup.com/pcs.  g

 � Did you recently get married or divorced?

 � Have the health care needs of you, your spouse or your children changed?

 � Has your level of spending been altered?

 � Did you have a child or become a grandparent?

 � Will any family members need money for college tuition or expenses?

 � Are you planning any significant purchases during the upcoming year?
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Equity investors enjoyed yet another excellent year in 2013, as stocks 
around the world continued to rise. At the same time, bond markets hit 
more turbulent waters, with interest rates spiking after the Federal Reserve 
made it clear that it would become less accommodative as economic data 
improved.

So what’s ahead for 2014? In our annual Investment Roundtable, 
eight members of the Capital Group Private Client Services portfolio 
management team reflected on what has been driving the markets, 
discussed where they are finding the most compelling opportunities and 
offered their thoughts on what the future might hold for investors.

The panel included equity portfolio managers Greg Fuss, Gerald Du 
Manoir, Shelby Notkin, Will Robbins and Ted Samuels; fixed-income 
manager John Queen; and portfolio specialists Jeff Brown and Jan Inscho.

Pictured above (from left to right): 
Greg Fuss, Jan Inscho, Gerald Du Manoir, 
Ted Samuels, John Queen, Will Robbins, 
Shelby Notkin and Jeff Brown.

Global diversification 
and attention to 
research should 
continue to reward 
investors in 2014.  
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Stocks had another excellent year in 
2013, with the S&P 500 index hitting 
a series of new highs. Why did equities 
do so well, given that growth has  
been somewhat sluggish both here 
and abroad? 

Ted Samuels: I think there are several 
reasons. First, economies are improving, 
which is important to shareholders 
and corporations. Second, the central 
banks of the world have been incredibly 
accommodative, with a high degree of 
coordination and cooperation. Third, at 
the beginning of the year valuations were 
relatively attractive compared with history 

and inflation. Fourth, confidence has been 
creeping into the system. I hope this last 
aspect will build on itself going forward.

The U.S. has been one of the stronger 
markets, and there are three factors that 
have been helping to produce attractive 
returns. One is energy independence, 
which looks tantalizingly close. The other 
is U.S. industrial competitiveness, which is 
probably as good as it’s been compared 
with the rest of the world in 50 years. The 
last factor is that the U.S. took its financial 
medicine earlier than much of the rest of 
the world. 

Are valuations still attractive, given 
current fundamentals?

Will Robbins: Equity valuations are still 
attractive, but less so than last year at this 
time. Roughly two-thirds of the increase in 
the S&P 500 was based on price/earnings 
multiple expansion, as opposed to 
earnings growth. I do see good earnings 
prospects for U.S. companies and expect 
economic growth of around 3% in 2014, 
as we are still in recovery mode. There 
has been a big bounce-back in sectors 
like housing and autos, but some areas 
of the economy and the stock market  
haven’t seen the kind of recoveries you 
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would anticipate at this point in the cycle. 
A good example is capital expenditures. 
I expect that once confidence is regained 
in the corporate sector, there will be an 
acceleration in capital spending as well as 
merger and acquisition activity, which is 
near an all-time low relative to GDP.

What does this tell you about the 
prospects for the market in 2014?

Shelby Notkin: We will likely revert back 
to a market that rewards earnings growth 
and differentiates among quality and 
financial strength. I do expect earnings 
growth to be fairly solid, at least in the 
high-single-digit range, which should 
make for a constructive environment. 

What about Europe? Can we finally 
put concerns about a breakup of the 
Eurozone behind us?

Gerald Du Manoir: The worry around 
Europe has lifted significantly. Funding 
is more readily available, liquidity has 
been restored, and the European bond 
and equity markets are functioning 
normally again. However, this “return 
to normalcy” in Europe is tepid at best. 
Unemployment remains structurally 
high, so consumer demand is weaker. 
Meanwhile, the taxation debate is 
still very important and labor cost 
adjustments are continuing. However, 

there are a lot of corporations trading 
at valuations that remain very attractive 
relative to both their histories and some 
of their competitors around the world. 

To a large extent, Europe is in a post-
crisis catch-up mode. Some of the 
numbers coming out of the continent 
suggest that the cash flows and stability 
of company balance sheets remain 
very strong. As a result, companies 
should be able to redeploy capital 
into areas that are growing. 

There are lots of green shoots within 
Europe that are very interesting. The 
first is the development of capital 
expenditures taking place in most 
of the periphery countries. Car 
manufacturing plants are being built 
in Spain, there’s been a revival of 
German-Italian collaboration, and 
there has also been an acceleration 
of activity in the aerospace sector, 
which is a very important component 
of European industrial production. 

Japanese stocks came back strongly in 
2013 thanks to Prime Minister Abe’s 
plan for economic and corporate 
reform. Are there still attractive 
investment opportunities there, or 
has the Japanese market become 
overheated?

Greg Fuss: For the past 25 years, Japan 
has been in somewhat of a depression 
part economic and part psychological. 
On top of that, the country has been 
dealing with a strong yen and difficult 
demographics. Those circumstances 
spilled over into the stock market, making 
it extremely challenging since 1989. By 
the end of last year, the market as a whole 
was trading below book value, which is 
extremely rare. When Abe undertook a 
massive stimulus program that is three 
times the size of what the U.S. is trying to 
do, it made a huge difference. It changed 
the psychological attitude and, as hoped, 
weakened the yen, which makes Japanese 
companies more competitive. The 
program has allowed these companies 
to go out and sell more readily into the 
global market, causing earnings per share 
to rise. So while there has been a good 
increase in the Japanese market, it’s been 
well justified. Looking forward, economic 
stimulus will remain in effect for some 
time to come, creating a massive amount 
of liquidity, with some still-reasonable 
valuations in certain sectors of the market. 
I’m finding a good, long list of companies 
to invest in. 

A notable laggard among equities 
has been the emerging markets. 
Why haven’t they done as well as the 
developed world, and what should we 
expect going forward?

Jan Inscho: Weak commodity prices 
have put a lot of pressure on the Chinese 
economy, and political turmoil in India 
is causing growth there to grind to a 
halt. These issues have understandably 
concerned investors. But investing in 
emerging markets has always been about 
better growth opportunities as well as 
higher risk and increased volatility. 

What’s interesting is that while returns 
were relatively poor last year, developing 
world stocks were the best-performing 
asset class in 2012. It’s natural to get very 
large swings in performance. It’s also 
important to realize that the emerging 
markets are not homogeneous. For 
instance, 65% of India’s population 
is under the age of 35, which is a real 
contrast to the demographics in many 
other areas. This will cause a wave of 
demand that will be with us for a long 

“We will likely revert 
back to a market that 
rewards earnings growth 
and differentiates among 
quality and financial 
strength.”

Shelby Notkin
Equity portfolio manager

—
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“Janet Yellen is 
probably the most 
experienced central 
bank chair we’ve 
had in our lifetime.”

Jeff Brown
Portfolio specialist

time to come. Though some near-
term concerns have prevented them 
from moving forward, the fundamental 
underpinnings for the emerging markets 
are still very strong.

China used to be a fast-growing market, 
but it appears to have slowed down 
quite a bit. Are you concerned about 
the growth potential of China going 
forward?

Notkin: China’s past growth was largely 
driven by the creation of capacity and 
industrial expansion. Going forward, 
the central government wishes to 
transition to a more consumer-oriented 
economy with greater equality among 
its citizens. It has been working to 
redistribute income more broadly across 
the economy by redirecting flows to 
health care and social protection. This 
shift could have an impact on growth. 
However, there are still opportunities, 
particularly for companies located 
outside of China that are benefiting from 
development there. Environmentally 
focused businesses could also benefit 
as the Chinese government seeks to 
solve its water and pollution problems. 

Has the way you look at investing in 
the emerging markets changed at all in 
recent years?

Du Manoir: This is a theme that Capital 
Group has really taken leadership on. It 
used to be that if you wanted to capitalize 
on growth in the emerging markets, you 
would buy emerging markets stocks. Now 
you can also do this by buying global 
multinational companies with exposure 
to these markets. For example, if a 
corporation that is based in Switzerland 
has a majority of its income coming from 
the U.S. pharmaceutical sector, for the 
purposes of investing, it shouldn’t be 

treated as a Swiss company. A similar 
thing is happening with the emerging 
markets. Many companies there have a lot 
of export biases attached to them. They 
depend on demand from somewhere 
else. So it’s important to be more open-
minded in how we define geographically 
based stocks.

What do you expect from the presumed 
new chairman of the Federal Reserve, 
Janet Yellen?

Jeff Brown: I think there will be very little 
impact from the change in leadership 
because she and her predecessor, Ben 
Bernanke, are very similar. Yellen is 
probably the most experienced central 
bank chair we’ve had in our lifetime. 
She is reportedly more focused on the 
employment part of the Fed’s mandate.

The Fed recently initiated tapering and 
said it doesn’t anticipate higher rates 
until the end of 2015. Nevertheless, 
rates are poised to eventually move 
higher, and this generally leads to lower 
bond prices. Given this reality, what’s 
the case for holding bonds? 

John Queen: The reason for holding 
bonds hasn’t changed: over time, a well-
balanced, well-diversified portfolio of both 
fixed-income and equity securities has 
had a lot less volatility than a portfolio of 

“There are lots of 
green shoots within 
Europe that are very 
interesting.”

Gerald Du Manoir 
Equity portfolio manager
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stocks alone, with similar returns. Over the 
next 10 years, I would expect equities to 
provide a greater return than bonds. That 
said, the ride getting there can be a good 
deal more volatile if bonds aren’t part of 
your portfolio. Bonds tend to move in the 
opposite direction of equities, so having 
that balance helps to smooth the ride.

I would also note that gradually rising 
rates aren’t bad for bondholders. 
You may lose a bit of price value, 
but you gain it back in reinvested 
interest over the long haul because 
the securities produce higher income. 
For all these reasons, bonds should 
continue to play a really important 
role in long-term asset allocation.

We’re starting to see money flow out of 
bond funds and into equity funds. Do 
you expect this trend to pick up steam? 

Robbins: I do, and I think there is 
an opportunity for additional equity 
ownership, where appropriate, in the 
accounts that we manage. There is still 
a lot of cash on the sidelines despite 
the equity markets coming so far since 
March 2009. My expectation is that we 
will not see the kind of bullish returns in 
the coming years that we’ve seen over 
the past several, but I think equities are 
still very compelling, especially compared 
with bonds and cash.

Samuels: If you think about the 
magnitude of flows to fixed-income from 
2008 on, it just goes to show that investors 
were looking in the rearview mirror. To 
quantify it, $1.4 trillion went into fixed-
income mutual funds, and $450 billion 
came out of equity funds at, arguably, 
exactly the wrong time. Investors were 
so traumatized by the declines in 2000, 
2002, 2007, 2008 and to some degree 
2011 that they sought refuge in the safety 
and security that fixed-income offered. 
But they invested during a time when 
prices were going up and interest rates 
were coming down. With the benefit of 
hindsight, it’s clear that they should have 
been doing exactly the opposite and 
buying equities when nobody else wanted 
to own them.

Along those lines, how do stocks tend 
to perform during periods of rising 
rates? 

Fuss: It depends. Traditionally, higher 
rates come from concerns about inflation 
and a desire to cool down an overheating 
economy. Sometimes they come from 
economic conditions that are a little 
bit scarier, and the creditworthiness of 
the entity comes into question. In those 
cases, stock markets almost always react 
badly, but that is far from where we are 
today. The higher rates that we might 
get from this point on are due to a return 

to normalcy, marking a lessening and 
an eventual end to a period of really 
extraordinary measures that were enacted 
to prop up economies that required 
some temporary help. As the need for 
extraordinary measures starts to recede, 
we will get back to a normally running 
economy. Under those circumstances, I 
think stocks can do very well. 

Do you expect central banks around the 
world to make their moves in unison?

Du Manoir: I think many of the central 
banks around the world face a similar 
conundrum as the Fed but with different 
degrees of tolerance because each has 
a different mandate to execute. For 
example, the European Central Bank 
does not have an employment obligation 
like the Fed. It only has to control prices. 
Today the ECB is actually more concerned 
about prices falling than rising, which 
means it could still be looking at easing 
strategies rather than tightening ones. 
Furthermore, the ECB hasn’t engaged in 
the same kind of quantitative measures 
as the U.S. and Japan, largely because 
there isn’t a centralized European bond 
that can be used to consolidate the fiscal 
responsibility or the obligations of each of 
the European countries. 

What’s the role of alternative strategies 
in one’s portfolio?

Notkin: Like bonds, certain alternative 
strategies may offer an added layer of 
diversification for appropriate investors. 
They tend to act very differently from 
both stocks and bonds, helping to reduce 
overall volatility.  

What’s the current state of the housing 
market, and are you concerned it’s 
getting overheated in some areas?

Inscho: The housing market is very 
different depending on the region. 
Broadly speaking, we have seen a 
recovery, and there were several things 
that helped it take hold. First, massive 
liquidity unleashed by the Fed resulted 
in lower interest rates. Consumers 
began to deleverage their balance 
sheets coming out of the crisis, and 
there were programs put in place to 
help those with underwater mortgages. 
Second, there has been significant job 

“I’m intrigued by the 
number of companies 
that have embarked 
on dividend growth 
strategies.”

Ted Samuels
Equity portfolio manager
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creation, which is very important from a 
consumer confidence perspective. Third, 
the demand for housing has improved 
as household formations began to rise 
from very low levels. So when you take 
all of these factors and add in the fact 
that inventory levels were at historic 
lows, it set the stage for higher prices. 
Today most of these factors are still 
in place, leading to a housing market 
that continues to be fairly strong.

Notkin: Our economists have been doing 
a lot of work on trying to understand 
the impact of housing on the overall 
economy. Although the direct impact is 
relatively small, there are ripple effects. 
For example, increased construction 
creates jobs, which feeds into various 
types of consumer spending. There’s 
also something called “the wealth 
effect.” It can’t really be measured, 
but it is definitely at play in bolstering 
confidence and increasing spending 
levels. That’s because houses are the 
largest purchase to show up on most 
U.S. consumer balance sheets. As 
housing values rise and debt obligations 
fall, balance sheets improve, creating 
a positive view toward spending. 

The municipal market has been riddled 
with turbulence in recent years. How 
does it look right now?

Queen: There has been a great deal of 
justified concern about the health of the 
municipal financial landscape, both at the 
state and local levels, because during the 
crisis there was a real drop in the level 
of revenues coming into state and local 
municipalities. This was happening at 
the same time that states were coming 
off an extended period of rapid rises in 
expenditures, especially as they relate 
to public pension plans. Fortunately, 
unlike our federal government, states 

and local municipalities have been 
able to live within their means. For the 
most part, they’ve been able to fix their 
problems and deal with them. Spending 
has been cut at the state and local levels. 
There have been some really difficult 
negotiations with unions at both the state 
and local levels. With the exception of 
Illinois, states are in quite good shape. 
They’ve been able to make some 
significant cuts and have the flexibility 
to deal with revenues in a way that local 
municipalities don’t. At the local level, 
you’re beginning to see property and 
sales taxes moving higher. Because 
municipalities don’t have the flexibility 
to set their own income and revenue 
levels, they’re dealing with the fallout of 
whatever the state is doing. 

We tend not to hold the issues of local 
municipalities. The reason is that there are 
thousands of them, and it would be nearly 
impossible to fundamentally analyze every 
one. For the most part, determining a 
local politician’s ability and willingness to 
negotiate with partners is very difficult. 
So we tend to stick with revenue bonds, 
where we think we can really do true 
fundamental analysis in the same way we 
do on the taxable or equity side. 

The IPO market was very strong in 
2013. Given the huge run-up of some 
new issues and all the hype surrounding 

“Bonds should 
continue to play 
a really important 
role in long-term 
asset allocation.”

John Queen 
Fixed-income portfolio manager

“I think equities are 
still very compelling, 
especially compared 
with bonds and cash.”

Will Robbins 
Equity portfolio manager
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them, are you concerned we may be in 
another IPO bubble?

Robbins: There are clearly some excesses 
out there, especially in the social, local 
and mobile technology space, but I 
don’t think there’s anything systemic. 
Those excesses are what we have to 
be careful to avoid, which comes back 
to the value of fundamental research 
and being able to make a reasonable, 
objective assessment about what growth 
opportunities exist for those companies. 
You then have to discount this back to 
present value to determine whether a 
company’s share price is reasonable. 

What are some themes in your 
portfolios right now?

Fuss: I love to find big, powerful themes 
that are long-lasting and as close to 
inevitable as you can get. One of those 
is aircraft manufacturers and suppliers. 
When you look at the demand for new, 
fuel-efficient aircraft, both in the U.S. 
and Asia, there are huge numbers of 
airplanes that are going to be built and 
delivered over the next decade or two. 
I’m interested in the companies that 
create the systems that go into these 
planes, including those that design the 
interiors and make the aircraft itself. I 
expect these companies to be good 
investments for a long time to come. 

Another thing I’m watching is the U.S. cost 
of energy, which has come down quite a 
bit over the past few years. There were a 
lot of companies that moved production 
to places with low labor costs, but U.S. 
energy costs have fallen so much that 
prices here are now one-third to one-
fourth of what other countries charge. So 
we’re seeing two things happen: some 
companies are now bringing their efforts 
to the U.S., and many of the companies 
that never moved are seeing costs go 
down quite a bit. There are several 
different ways to take advantage of this 
trend from an investment perspective, 
such as investing in the energy companies 
that are creating the low-cost energy, 
investing in the companies that help 
to move the low-cost energy, and 
investing in the companies that use this 
low-cost energy and will presumably 
benefit from the reduced costs. 

Notkin: This move to energy 
independence in the U.S. is also a theme 
in my portfolio. In addition, I continue to 
hold companies poised to feed the world, 
as well as those involved in improving the 
water supply and our environment. 

Robbins: I think financials are attractive. 
The sector has had a significant recovery 
from March 2009, but you can still find 
attractively valued companies. Our 
analysis suggests that some financials 

may actually benefit from a higher 
rate environment. European stocks 
are interesting to me because I expect 
the European Central Bank to become 
more aggressive in terms of providing 
accommodative monetary policy. 
When you think of all the countries that 
have responded well to quantitative 
easing, continental Europe stands out 
as an area that hasn’t, so there’s still 
the potential for a big response to a 
more accommodative environment.

Health care is another space I’m interested 
in, be it managed care, the tech side or 
pharmaceuticals. I think all of these areas 
offer significant opportunities for growth. 

Du Manoir: I’m uncovering value in 
areas that I don’t normally find that 
interesting. I’m spending a lot of time 
thinking about commodities because 
metals and mining companies have 
significantly shrunk capital expenditures 
over the past three years and are 
generating a lot of free cash flows. I’m 
also intrigued by China, where the level 
of skepticism and negativity has been 
very high. There are a lot of areas in the 
emerging economies where you can find 
good companies at reasonable prices.

Samuels: I think about a lot of the themes 
others have discussed. In the portion of 
client portfolios that I manage, I have a 
large exposure to commercial aerospace 
and believe that the natural gas 
phenomenon is real and more than just 
a blip. I’m also intrigued by the number 
of companies that have embarked on 
dividend growth strategies. If you look 
back over a long period of time, dividend 
growers are among the best-returning 
stocks in the market. The reason is that in 
order to grow dividends, you also have to 
grow earnings.

In terms of bonds, how are you 
positioning client portfolios, given the 
realities of the marketplace?

Queen: I’m managing portfolios both to 
protect clients against an unexpected rise 
in rates in the near term and to position 
them for an expected rise further down 
the road. The difficulty is that the way you 
protect from a rise in rates is to reduce 
portfolio volatility. The Fed has set the 
risk-free rate at zero. Anything we do to 

Jan Inscho 
Portfolio specialist

“Though some near-
term concerns have 
prevented them from 
moving forward, 
the fundamental 
underpinnings for the 
emerging markets are 
still very strong.”
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“I love to find big, 
powerful themes that 
are long-lasting and as 
close to inevitable as 
you can get.”

Greg Fuss
Equity portfolio manager

reduce volatility also lowers returns, so 
trying to balance that is the tricky part. We 
want to buy some protection in portfolios,  
but not so much that we sit there for three 
or four years without earning enough 
yield. So we’re looking for parts of the 
yield curve where we think we can add 
particular value.

In the intermediate area, where you have 
a nice steep yield curve, you can pick up a 
lot of incremental yield moving from three 
to five or even seven years. At the same 
time, we’re allowing the broader duration, 
or volatility, measure of portfolios to drift 
a little lower. Some of that is just through 
allowing them to age. We are also actively 
buying floating-rate notes, which are 
bonds that will not go down in value when 

rates rise. In fact, they will pay out a higher 
yield as rates go up.

In municipals, I think there are real 
opportunities out there. As fund flows for 
the industry have been negative, we’ve 
seen some attractive revenue bonds come 
into the market. Through our analysis, 
we’re able to find very strong issuers that 
have been overlooked by the market.

A lot of money has been flowing into 
index funds in recent years. Do you 
think fundamental research and active 
management will make a comeback?

Robbins: I think the value of fundamental 
research today is as important as at 
any point in time in my career. Part of 

what fundamental research provides is 
information, which has become more 
commoditized. But what Capital Group 
does with that information is what really 
differentiates us. We have more than a 
millennium of investment experience 
within the team that’s responsible 
for researching and managing client 
portfolios. We have the ability to connect 
the dots on what we’re hearing from our 
global analysts. We also collect input from 
meetings with company management 
teams and cull comments from customers 
and suppliers. Our portfolio managers 
have seen many investment cycles. 
They can look at the data and recall 
similar environments of the past and 
use that to better evaluate possible 
outcomes from a given set of inputs. 

Samuels: While information may 
be more commoditized, access to 
people is not. I think one of our great 
competitive advantages is that because 
we are large, long-term and long-only 
investors, we have access to management 
that is probably second to none.

What’s your best advice for investors 
going into 2014?

Inscho: Stay the course, be sure to 
review your asset allocation, have a 
good financial life plan, and follow it 
by working closely with an Investment 
Counselor. Investment markets will always 
be unpredictable. It’s important not to 
become complacent and to always be 
aware of your objectives. g

The conversation 
continues online

To view more insights from the 
2014 Investment Roundtable, 
including our panel’s take on 
the investment implications of 
healthcare reform and the likelihood 
that market volatility will increase 
in the year ahead, please go to 
thecapitalgroup.com/pcs.
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The housing market is closely watched 
by economists because it holds valuable 
insights into consumer strength and the 
potential for broad economic growth. This 
phenomenon is known as the “multiplier 
effect” because buying a home triggers 
demand for various types of goods and 
services, including cable and Internet 
access, appliances and home improvement 
products. Furthermore, because a house 
is the largest purchase most consumers 
make in their lifetimes, the decision to 
buy usually indicates that the purchaser 
has a steady job and feels that he or she 
is in a comfortable financial position. 
These consumers are more likely to 

make discretionary purchases, touching 
companies throughout the supply chain. 

Increasing home ownership supports 
higher house prices and makes consumers 
feel more affluent because their homes are 
worth more. This wealth effect helps free 
them up to purchase big-ticket items like 
cars and televisions. With these powerful 
growth drivers in mind, let’s look at what 
some indicators are telling us about the 
health of the housing market. 

Market data suggests compelling 
supply-demand dynamics for newly 
constructed homes.

Following the housing bubble’s collapse 
in 2006, homebuilders pulled back so 
dramatically that today there are not 
enough new units being built to keep 
pace with population growth. After 30 
years of building an average of 1.4 million 
homes per year, the industry has built 
fewer than 800,000 annually over the past 
seven years. As shown in the chart on the 
following page, U.S. housing starts have 
been very volatile. However, the massive 
underbuilding over the past few years likely 
cleaned out the excesses of the preceding 
period, and housing inventories seem 
to have reached bottom. Currently, the 
supply of new and existing homes for sale 

is down significantly from the peak and is 
below the long-term average. In fact, some 
of the worst-hit housing markets are now 
running a supply shortage. Even shadow 
inventory (foreclosed homes and those in 
serious delinquency), which has created 
an overhang to a recovery in the housing 
market for the past few years, is down 
more than 35% from its peak in 2010. 

Another factor that should keep inventories 
low in the near term is the time it takes 
to develop raw land into finished lots: 
roughly three to four years. In addition, the 
process of granting entitlements for land 
development has been delayed by budget 
cuts across municipalities. In certain areas, 
there are simply not enough employees to 
efficiently process entitlements. 

Household formation — or the act of people 
moving on from shared living conditions 
to start new households — is an important 
measure of demand. The number of adults 
aged 25 to 34 living at home has been 
on the rise since the financial crisis. After 
several years of living with their parents, 
members of this demographic, the upper 
end of the millennial generation, are 
probably eager to go out on their own. 
Such a trend would be a significant positive 
tailwind for the housing market. 

Housing market 
dynamics mean 
stronger economic 
growth might be 
on the horizon 

By Jim Kang
Capital Group Equity Analyst

Jim is an equity analyst covering 
media and consumer discretionary 
sectors in the U.S. He has 26 years 
of investment experience, all but 
one of them with Capital Group.

Analyst perspectives
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However, there are some important 
questions regarding this demographic. 
First, can they afford to buy homes? 
Second, do they even want them? The 
25-to-34 age bucket is critical to housing 
demand because it is traditionally when 
Americans have shifted from being 
renters to buying their first homes. 
Thus far, millennials have behaved very 
differently from previous generations. 
Older millennials are delaying marriage 
and family creation, making it likely that 
they will defer home ownership as well. 
Income levels have played a part in the 
timing of these important life events. 
Earnings for adults aged 25 to 34 have 
declined since the financial crisis. Also, 
unemployment rates were high when 
many millennials were first entering 
the job market. Although it’s uncertain 
when older millennials will be ready to 
become home owners, they’ve already 
delayed the move for seven years. 
Eventually (especially once the economy 
improves), this demographic should be 
a significant driver of housing demand.

Lingering macroeconomic questions 
cloud the outlook for a complete 
recovery in housing.

Housing market strength is closely 
correlated to job growth — and this is 
a major concern for the economy. The 
current economic recovery has been 
characterized by weak job growth, 
which has had a direct impact on the 
housing market. In places like Texas and 
Washington, D.C., where unemployment 
wasn’t as severe, home prices didn’t suffer 
a massive deterioration. Many economists 
believe a healthy job market is the missing 

piece for a sustainable housing recovery 
because job security is a key psychological 
factor in purchasing a new home, 
especially for entry-level buyers. 

Interest rates are another question mark. If 
rates stay low, they could provide a strong 
tailwind for housing demand because 
low interest rates make home ownership 
more appealing than expensive rentals. 
Currently, ownership for new homes carries 
a 13% premium to renting, versus 33% 
historically (since 1987). However, despite 
today’s low rates, housing demand has 
been dampened by the lack of access to 
financing. Lenders’ underwriting standards 
have been extremely strict because of the 
regulatory landscape. So far, banks have 
been somewhat immune to low mortgage 
activity because there has been greater 
demand for refinancing. I suspect that 
once refinancing activity begins to dry up, 
banks could become more aggressive in 
underwriting new mortgages, helping to 
relieve the backlog of demand from first-
time buyers.

Even though a recent increase in interest 
rates and home prices has made houses 
slightly less affordable than the peak 
levels of late 2012, the recent change 
should not have a negative impact on 
demand because the increases are 
occurring at a time when the economy is 
improving. And rising home prices aren’t 
necessarily a bad thing. This trend actually 
tends to generate positive momentum 
in the housing market because people 
are more comfortable buying homes 
when prices are moving higher. 

Regardless of these uncertainties, 
numerous factors suggest that pent-up 
demand will absorb the current limited 
supply of houses. The NAR Housing 
Affordability Index, which is based on 
the relationship among median home 
price, median family income and average 
mortgage interest rates, shows that the 
combination of low home prices and 
mortgage rates has driven the affordability 
of home ownership to all-time highs. 

Given this positive outlook, you might 
think we would be interested in investing 
in homebuilders. That’s not the case, since 
they are highly cyclical and dependent 
on a range of factors. In addition to 
the aforementioned macroeconomic 
conditions of the labor market and 
changes in interest rates, homebuilders’ 
profits are closely tied to land, labor and 
materials costs — all of which increase 
when there’s a significant jump in housing 
demand. That is why we instead are 
focusing on companies that indirectly 
benefit from higher home prices, such as 
consumer discretionary stocks and other 
sectors poised to capture some of the 
wealth effect that often coincides with a 
stronger housing market.  g

Source: U.S. Census Bureau

Increasing home ownership 
supports higher house 
prices and makes 
consumers feel more 
affluent because their 
homes are worth more.

Homebuilders have drastically 
curtailed building activity since 
the financial crisis, keeping 
inventories low.

Housing starts — seasonally adjusted, three-month moving average
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By Todd Saligman
Capital Group Equity Analyst

Todd is an equity analyst with 
research responsibility for U.S. and 
European aerospace and defense 
companies. He has four years of 
investment experience and has been 
with Capital Group since 2012.

The aerospace industry has changed 
dramatically in the past few years, and 
current valuations for many companies 
in the sector suggest these shifts aren’t 
fully appreciated by the market yet. The 
most important change is in replacement 
demand. Historically, aerospace has been 
a highly cyclical sector because more than 
75% of demand for planes has stemmed 
from airline fleet expansion — a direct 
result of fully booked flights — which is 
highly correlated to the health of the 
economy. However, today’s new planes are 
technologically advanced and 20% more 
fuel efficient than older-generation aircraft. 
Because fuel prices account for roughly 
40% of an airline’s operating expenses 
(versus only 10% a decade ago), carriers 
are highly motivated to purchase these new 
planes. In fact, roughly half of all demand 
today is to replace older-generation 
aircraft. I believe this is critical in reducing 
cyclicality because replacement drivers, 
unlike demand growth, do not depend on 
economic expansion. 

Today’s cycle seems to be stronger and 
longer than the previous one. 

Sources of demand have also been 
shifting and are now more diverse, adding 
another layer of resilience to the aerospace 
industry. Historically, roughly 75% of 
airplane demand came from Europe and 
North America, making the industry highly 
dependent on developed economies. 
Today these two regions cumulatively 
represent less than 50% of aerospace 
demand. Orders from a wider range of 
markets should lend more stability to the 
industry and help cushion periods when 
certain economies are weak.

Beyond new sources of demand, the 
aerospace industry currently has an eight-
year order backlog, providing a significant 
cushion against any unforeseen bad 
economic scenarios. Even assuming that 
one-third of these orders are speculative 
or could be canceled or deferred, the 
aerospace industry would still have 
orders booked as far as five years ahead. 

Companies in the industry protect against 
potential order cancellations and/or 
deferrals by overbooking production slots 
by 10 to 15% each year so that orders can 
be moved forward to fill gaps. This flexibility 
paid off in 2008 when many orders were 
deferred during the financial crisis. Because 
companies were able to move up backlog 
orders, aerospace production rates held 
firm in 2008 (in contrast to almost every 
other industry).

Surprisingly, even though backlogs are at 
record highs amid a soft macroeconomic 
environment, orders are still coming in. 
Based on current data, 2013 appears on 
track to be the third-highest order year in 
history, by quantity. This is impressive in its 
own right, but even more so because these 
levels don’t reflect that a larger portion 
of 2013’s orders has been for bigger and 
more expensive planes. Furthermore, these 
order levels come after three consecutive 
years of strong backlogs. And these 
numbers don’t even begin to demonstrate 
how much demand for aircraft will result 

Why the aerospace 
industry is poised to 
reach new heights
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from emerging markets consumers with 
new spending power. 

In a growth-constrained environment, 
underlying aerospace expansion continues 
to be very strong. Global air traffic is up 
more than 5% over the past year, fueled 
by growth in all regions of the world. 
Moreover, whereas many industries face 
the risk of declining demand from China, I 

think aerospace has the opportunity for 
an increase in the next few years, with 
little chance of a slowdown. China has 
substantially under-ordered aircraft relative 
to its needs and will likely have to order 
hundreds, possibly thousands, of planes 
over the next few years.

Industry development risk is another factor 
that makes the aerospace industry more 

compelling. The new planes of today 
cost the entire industry tens of billions of 
dollars to develop — not to mention the 
delays during the last cycle. However, the 
development phase is mostly over, and 
in the next five years, the major aircraft 
companies will likely be harvesting the 
fruits of the investments they have made. In 
fact, I believe the amount of development 
occurring in the aerospace industry over 
the next five years will be at or near a record 
low. This means potentially higher margins, 
higher free cash flow and lower risk than in 
previous cycles. 

In addition to reduced risk and 
development spending, the next few 
years should offer further profitability 
improvement for the entire industry. With 
demand set and new development costs 
significantly reduced, the industry should 
be able to focus on cost and efficiency 
much more aggressively than it has been 
able to in the past.

Despite all these underlying positives 
at work, valuations haven’t expanded as 
much as in the previous cycle, meaning 
there is still significant upside investment 
opportunity in the aerospace industry. 
Client portfolios hold well-managed 
companies that are positioned to benefit 
from these industry shifts.  g

Source: Boeing. Airplanes represent passenger and freight 
planes. Numbers from now through 2032 are projected.

Growth in the number of aircraft around the worldThere is still significant upside 
opportunity for investors in the 
aerospace industry.
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currently has an eight-year 
order backlog, providing 
a significant cushion 
against any unforeseen bad 
economic scenarios.
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In your book, you talk about the three types of focus: inner, other 
and outer. 

Those are really groupings of one’s focus, or attention. Inner focus is how 
you manage your concentration and whether you let your mind roam 
freely when trying to come up with a creative idea. Concentration is what 
you need for your best performance in any domain or skill. Other focus 
refers to empathy: how you sense what others are feeling and thinking and 
how they see the world. That is what makes the difference in whether our 
relationships succeed or not. Then there’s outer focus, which is what every 
investor needs to have well developed. It refers to understanding the larger 
forces and systems that determine our fate, be it technological change, the 
economy or, increasingly, the natural environment and how human activity 
impacts it.

What do the world’s most successful athletes, performers and 
executives have in common? According to best-selling author 
Daniel Goleman, they understand the importance of staying 
focused on the task at hand. 

In his latest book, Focus: The Hidden Driver of Excellence, 
Goleman delves into the research on how this mental asset can 
help us to better navigate our careers, relationships and lives. 

He also discusses why sometimes the best thing to focus on is 
nothing at all.
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Do we need to master all three?

Each is important in its own way. Anyone 
who wants to be highly effective needs all 
three, but you must apply the right one 
at the right time for the right reason. For 
example, when you are trying to get a job 
done, you need that inner focus of being 
able to manage yourself and work toward 
your goals, which may mean taking many 
small steps over a long period of time. 
When you’re trying to get things done with 
other people, you need other focus. When 
deciding where to invest your money, you 
need outer focus.

How does one develop the appropriate 
focusing skills?

These abilities are developed naturally 
in life, but I’ve become an advocate of 
being more explicit in teaching them to 
our kids. I think attention in general is a 
skill under siege today, largely because 
of technological changes. We have more 
intrusions and distractions than ever, and 
digital screens are getting in the way of 
face-to-face contact. 

Given that we’re constantly connected 
to smartphones, e-mail and the Internet, 
how is it possible to stay focused at all?

That’s why we need more self-discipline 
and awareness. In the old days, you 
could glide by. You didn’t have all that 
competition for attention. Now you do. 
As a result, you must cultivate a stronger 
ability to focus. 

In your book, you contend that focus is 
what separates mediocre performers 
from the real stars. 

Yes, because they sustain their focus and 
work steadily toward their goals instead 
of letting themselves be distracted. 
In addition, people at the top of their 
game, even in the business world, 
now have coaches who observe their 
performance and work with them on 
ways to improve even further. Every 
world-class champion in sports, music 
and performance has a coach, and 
coaches are increasingly more common 
among business executives as well.

Do coaches help us to see things we 
don’t, or do they just keep us focused?

Both. I think the first is more important. 
There is a myth that if you spend 10,000 
hours practicing something, you’ll get 

really good at it. Frankly, if you have a bad 
golf stroke and practice it for 10,000 hours, 
you’ll still have a bad golf stroke. What you 
need is a coach who will look at your stroke 
and tell you how to stand or hold your arm 
to improve. 

Is doing what you love a contributor 
to success?

I am an advocate of what is often called 
“good work,” where you combine doing 
what you love with what engages those 
things you’re best at and aligns your sense 
of ethics or purpose. If you have all of that 
together, your work will really soar and 
you’ll enjoy doing it.

When people get up each day, they 
usually have a long list of things 
that need to be done. Is it better to 
concentrate on just one thing at a time, 
or do you suggest multitasking?

Single-tasking, as opposed to multitasking, 
is the most effective way to get something 
done. The brain is really incapable of 
multitasking. It switches quickly, and 
every time it does, it degrades the quality 
of attention.

Is it possible to exercise the brain?

Absolutely. I’ve actually created a series of 
instructional videos that are like going to 
a mental gym. Every time you practice, for 
instance, bringing your mind back from 
wandering, you strengthen the neural 
circuitry for concentration. Each time you 
think about ways in which you’re more like 
people than different from them, you’re 
enhancing your capacity for empathy. 

Would you talk more about this notion of 
empathy, which seems to come up often 
in your book?

To be effective in a relationship, you need 
to be tuned into people. Interestingly, it 
turns out that those of high power status 
the wealthy, for example — pay little 
attention to those who have less power 
in face-to-face interactions. By contrast, 
individuals who are less powerful pay a lot 
of attention upward. That means there is an 
empathy gap. A friend of mine, who is one 
of the Rockefeller cousins, remarked that 
people of wealth give proportionately a lot 
less of their income to charities than those 
who are poor. She thinks it’s related to 
this empathy gap. It turns out that people 
who grow up under poor circumstances 

and end up wealthy tend to have less of a 
problem with this.

While you obviously advocate for focus, 
you also talk about the advantage of 
occasionally letting one’s mind wander.

When you let loose, it gives your brain 
the freedom to consider everything. It’s 
sometimes referred to as “creative insight.” 
This is especially well known among 
mathematicians and physicists. They 
might struggle with a complex equation or 
formula for years, only to have the solution 
come while they are taking a break or 
walking the dog.

So there’s truly an advantage to taking 
vacations where you do nothing but 
relax?

Yes, and I’m a big advocate of taking a 
digital vacation, too. Don’t take the office 
with you. No e-mail, no phone calls. That’s 
a real vacation. And feel free to let your 
mind wander. 

What about meditation? Is that also 
effective?

Most meditation is essentially training 
for the attention muscle. That’s a very 
good way to amp up your abilities to 
concentrate. It can also be a time to let 
your mind wander and get good ideas. 

There’s a whole industry built around the 
power of positive thinking. Can focusing 
on good thoughts really bring about 
your desired outcome?

I’ll give a conditional recommendation 
to the power of positive thinking. The 
condition is, you must not lose touch with 
reality. When considering the possibilities, 
you do want to think positively because 
the more positive your attitude and 
emotions, the more options your brain 
will entertain. I also tell managers to keep 
this in mind when giving performance 
feedback: If you only focus on the negative, 
it closes the person down. They get 
defensive, and it constricts their range of 
behavioral options. But if you talk about an 
individual’s potential or dreams, it opens 
up a range of possibilities and activates 
a set of positive emotions that will keep 
them moving toward those goals.  g

—
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Observations from Capital Group analysts around the world
The U.S. housing market is in 
recovery, and we are starting to see 
early stages of change, particularly 
in the buying trends at home 
improvement retailers. 

Consumers are shifting from only 
spending on repairs to remodeling as 
they gain confidence in the value of 
their homes.

Consumers in the U.K. are 
increasingly confident about 
employment, disposable income 
and house prices.  

Consumption patterns show an increase 
in car purchases and discretionary 
spending. With home values rising 
in the 6 to 7% range and a significant 
increase in homebuilder activity, 
mortgage lending is beginning to grow.

While the service industry remains 
the backbone of Australia’s economy, 
mining has been the catalyst for 
economic growth in the past decade. 

However, mining-related capital 
expenditures are expected to peak 
soon. Australia must find a way to 
redeploy workers critical in easing that 

transition, which makes the stubbornly 
strong Australian dollar somewhat 
troublesome.

The risk of extremely poor 
macroeconomic outcomes is lower in 
the U.S. than in small open economies 
for a number of reasons.  

For one thing, the U.S. economy is 
fundamentally strong and the financial 
sector is in good shape. In addition, 
sources of external financing are more 
stable because of the dollar’s reserve 
currency status. 

There has been a rapid change in 
India’s rural economy over the last 
five to 10 years. 

In areas where road connectivity is 
better, rural wages are higher by 30 to 
40%, income streams are becoming 
more diverse, productivity is rising,  
and the rapid increase in land prices 
is driving net worth, not to mention an 
overall wealth effect.

We are entering the golden age of 
drug development around the world.  

Patent expiration issues are in the 
rearview mirror, and new scientific 

breakthroughs are poised to create 
significant value for company 
shareholders in the coming years. 

The advance of e-commerce has 
accelerated due to demographic 
trends and the emergence of 
millennials in the United States. 

Millennials are already the largest 
cohort of the U.S. population, and as 
this group of largely under-25-year-olds 
moves into the 25-to-34 age range, they 
will be earning higher incomes. Annual 
spending by those in this age group is 
more than $18,000 higher per year, on 
average, than by those under 25. This 
generation grew up on the Internet, so 
a larger portion of their dollars will be 
allocated online for all sorts of goods 
and services.

Consumer electronics and appliances 
are among the most popular 
e-commerce categories.  

Interestingly, beauty and personal care 
products have also seen significant 
adoption online, particularly in China,  
which is an important and growing 
trend to watch for companies operating 
in this sector.  g

Notes from the field
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“In China today, trash is cash. Severe 
pollution, combined with rising food 
and water safety concerns, has caused 
the government to make cleaning up 
the environment a top priority. This 
will have long-term benefits for those 
companies involved in the waste-to-
energy industry.”

Corrina Lim, Capital Group Asia-Pacific energy and chemicals analyst 
based in Singapore

Georges Lambert, Capital Group European energy and oil services 
analyst based in Geneva

“The future direction of oil prices 
is likely to be driven by demand 
from the emerging markets, not the 
developed world. Over the medium 
term, I expect to see prices at $100 
+/- $20 a barrel, though if we actually 
saw real and lasting peace in the 
Middle East, that would drive this 
number down considerably.”

Closing quotes
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