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As we’ve long discussed, determining the appropriate asset allocation is perhaps 
the most critical decision you can make when constructing an overall portfolio. 
Asset allocation refers to the percentage of your portfolio invested in stocks, bonds 
cash and, when appropriate, alternative strategies. At Capital Group Private Client 
Services, we have invested significant resources to help clients construct customized 
asset allocations based on their unique goals, time horizons, and both financial and 
emotional risk tolerance. 

The start of the year is an ideal time to reaffirm whether your current asset allocation 
is still appropriate. For most clients, few changes are needed. But if you’ve had a 
significant life event, or if your financial circumstances have changed in a meaningful 
way, some tweaks may be in order. 

Importantly, it’s crucial not to alter your allocation based on short-term market movements. Not surprisingly, investors 
always get very nervous during periods of downward market volatility. After all, human nature leads us to focus more 
intently on negative moves. But altering one’s investment plan based on the news of the day, or actions in the market, 
often leads to regret.

For instance, just after Thanksgiving the stock market began to tumble along with the price of oil. The financial news 
channels booked many pundits during this time to talk about all the reasons equities would likely continue to fall. What 
happened? Within a week, the market made a huge comeback, with the Dow Jones Industrial Average jumping more 
than 700 points in two days on its way to new highs. Investors who decided to reduce their stock exposure because of 
near-term anxiety certainly came to regret that decision.

I point this out because it’s likely we’ll see elevated volatility for both stocks and bonds in the year ahead for reasons that 
members of our portfolio management team discuss in this issue. Still, even as we experience pullbacks along the way, 
it doesn’t meaningfully change the long-term outlook for either asset class. What’s more, history tells us that maintaining 
one’s asset allocation through periods of market turbulence is generally the wisest course of action.

As is our custom, this issue of Quarterly Insights is devoted largely to our annual Investment Roundtable. We decided 
to do something a bit different this year, holding separate discussions for stocks and bonds. In addition, we included 
a handful of investment analysts on the panels to delve deeper into some of the significant trends at work within client 
portfolios.

I think you’ll also be intrigued by our featured author, who has a message that’s especially timely for those who’ve made 
a New Year’s resolution to do more to help others. Adam Braun quit a lucrative career in private equity to start a nonprofit 
organization that has helped to build more than 200 schools in the developing world. He has written a book describing 
his journey, and he talks about the steps any of us can take to lead a more successful and significant life. Did I mention 
that Adam did all this before reaching the ripe old age of 30?

Finally, to help with your overall tax and investment planning for the coming months, we’ve included a useful guide on  
page 20 with important information and dates that you may want to keep as a handy reference throughout the year. 

Thanks for the continued confidence you have placed in Capital Group Private Client Services. I hope that 2015 is filled 
with much health, happiness and prosperity for you and your family!

With best regards,

John S. Armour 
President 
Capital Group Private Client Services

Sticking to your plan is the key to long-term investment success

Opening thoughts
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As 2014 began, it seemed unlikely that the U.S. 
economy would experience such a pronounced 
recovery by the end of the year. Then again, it felt just 
as doubtful that oil prices would plunge, interest rates 
would keep falling and the stock market would stay 
relatively even-keeled as the Federal Reserve wound 
down its stimulus campaign. It was a year in which the 
improbable occurred, but it was a rewarding one for 
investors, with the U.S. stock market notching its sixth 
consecutive annual gain despite economic weakness 
clouding much of the rest of the world.

After years of frustratingly slow progress, the domestic economy 
appeared to finally achieve sustainable momentum, with the latest 
GDP number expanding at its fastest rate in more than a decade. 
Consumer spending rose solidly, helped along by lower gasoline 

prices. The labor market improved significantly, with job growth 
at its strongest pace in 15 years. Rising corporate earnings lifted 
the spirits of investors, who anticipated that the flip side of the 
protracted recovery from the 2008 recession would be longer-
than-average upturns for both the economy and the stock market. 

As for international equities, results were more favorable than the 
underlying fundamentals might suggest. When measured in local 
currencies, many foreign stock markets experienced gains that 
were similar to those of the U.S. Paced by a strong fourth quarter, 
stock markets in Europe and Japan finished up for the year. 
The advances were driven in part by expectations of expanded 
government stimulus programs, which investors hope will stoke 
future acceleration. However, the surging dollar weighed heavily 
on returns for U.S.-based investors, as foreign shares were worth 
less in dollar terms. Japan, Germany and Mexico, for example, all 
had positive results in their local currencies but negative returns 
in dollars. Chinese stocks were especially strong, as prices surged 
partly because retail investors flooded into the market amid a 
dearth of compelling investment alternatives.

Despite the economic vigor that encouraged equity investors, 
bond yields declined steadily throughout the year, leading to solid 
gains in many corners of the fixed-income world. As expected, 
the Federal Reserve ended its quantitative easing (QE) program 
in October, and consistently signaled that it would begin raising 
short-term interest rates later this year for the first time since 
2006. The Fed implied that any rate hikes would be gradual and 
undertaken more to back away from its stimulus efforts than to 
slow the economy. Still, given the unprecedented nature of the 
bond-buying program and questions about the U.S. economy’s 
resilience in the face of higher rates, there will be intense investor 
scrutiny of how the Fed extricates itself from such massive QE.

Renewed economic weakness is forcing central banks 
overseas to take action.

Enthusiasm about U.S. vibrancy was tempered by lackluster 
conditions in much of the rest of the world. Persistent weakness in 
Europe threatened to tip the continent back into recession. Japan 
slid into a recession after an ill-timed tax hike jarred consumers. 
The economy also slowed in China, jeopardizing that country’s 
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Q4 investment commentary

Following another 
strong year for 
stocks and bonds, 
the health of the 
global economy is 
in focus.

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.

U.S. stocks posted impressive 
returns for the sixth straight year, 
though international markets 
lagged due to the strong dollar.

Stock market index returns

Global U.S. Non-U.S. Emerging markets



annual growth target for the first time since 
the 1998 Asian financial crisis. China’s 
woes weighed heavily on the export-reliant 
emerging markets, which were stung by 
falling commodities prices.

It became clear in the fourth quarter that 
the U.S. and overseas economies have 
decoupled, with the U.S. picking up speed 
while most of the world struggles with 
deteriorating growth. Even as economists 
raised their 2015 forecasts for the 
U.S., they lowered their projections for 
Europe, Japan and China. The economic 
bifurcation between the U.S. and other 
nations is expected to be one of the major 
themes in the financial markets in 2015 
as investors try to determine whether the 
U.S. will be able to withstand troubles 
abroad. Slack demand in foreign markets 
and a strong dollar could dampen the 
earnings of multinational companies. 
But exports make up only 13% of U.S. 
GDP, according to the World Bank. This 
suggests that the U.S. economy and 
corporate earnings will be able to ride 
out softness elsewhere. In a best-case 
scenario, strong activity in the U.S. may 
breathe life into overseas economies. 

As the U.S. is concluding its six-year QE 
experiment, chronic weakness around 
the world is forcing other governments to 
ramp up stimulus programs. The Bank of 
Japan surprised the financial markets in the 
fourth quarter by dramatically enlarging its 
already enormous QE program. That was 
supplemented by other steps, including a 
plan by the main government pension fund 
to increase its holdings of Japanese stocks. 
Meanwhile, the European Central Bank 
signaled that it will expand its stimulus, 

including potentially buying government 
bonds despite the intense controversy 
such a plan has provoked. Germany 
has staunchly opposed the purchase of 
sovereign debt, fearing it could unleash 
inflation, reward wasteful government 
spending and allow neighboring countries 
to sidestep badly needed structural 
reforms. The ECB deferred its final decision 
until early this year, but investors are 
increasingly convinced that a QE program 
will be initiated. China also took action 
to spur its economy, with its central bank 
unexpectedly lowering interest rates after 
previous measures failed to stoke growth.

The case for non-U.S. diversification 
remains strong.

Even though U.S. stocks have fared better 
recently, that has not dimmed the appeal 
of international investing or geographic 
diversification. It’s important to remember 
that market leadership changes over 
time, and it has alternated roughly evenly 
between U.S. and non-U.S. equities over 
the past decade, as illustrated in the chart 
on page 4. Despite short-term cyclical 
swings in the financial markets, the most 
beneficial strategy for investors is to hold 
broadly diversified portfolios with exposure 
to both U.S. and international stocks.

In fact, our portfolio managers believe that 
the economic stumbles in Europe, Japan 
and elsewhere have created compelling 
investment opportunities. Valuations have 
become more attractive and the stocks of 
some well-run multinational companies 
based in these areas have been unduly 
penalized. As overseas economies 
improve, their currencies are likely to 

rebound, providing an extra boost to 
investment returns. Capital Group analysts 
are conducting extensive on-the-ground 
research across multiple industries to find 
globally oriented companies that are not 
solely dependent on their local economies. 
Analysts are particularly interested in 
companies with demonstrable advantages, 
such as proprietary technologies or 
dominant market positions.

For instance, despite the travails of 
Japan’s economy, analysts have identified 
rewarding investments in leading-edge 
industries such as factory automation 
and robotics. Many of these companies 
derive a significant portion of their 
revenue from outside Japan. As one 
example, there is rising demand in China 
for the computerization of factories. 
Analysts are also closely watching 
developments within countries that can 
lead to investment opportunities. After 
years of poor corporate governance 
by Japanese companies, the 
government is pushing managements 
to become more shareholder-friendly 
— among other things, by increasing 
dividends and share buybacks. 

Market volatility is poised to increase.

Concerns about economic frailty 
overseas contributed to several bouts 
of pronounced — but extremely short-
lived — volatility in global stock prices in 
the fourth quarter. Stocks fell into a sharp 
decline in October and suffered a brief 
spasm in December as investors worried 
that anemic growth abroad could tug 
at the global economy. In both cases, 
share prices rebounded quickly amid 
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Sources: MSCI via RIMES. MSCI World (Net) Index (global); 
MSCI EAFE (Net) Index (non-U.S.); MSCI Europe (Net) Index 
(Europe); MSCI Japan (Net) Index (Japan) and MSCI EM IMI 
(Net) Index (emerging markets).

When measured in local 
currency terms, many foreign 
stock markets had a surprisingly 
good year.

Stock market returns in local currencies
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optimism over U.S. economic prospects. 
The global uncertainty and jitters about 
potential U.S. rate hikes are likely to 
mean heightened volatility in the stock 
market this year. Though unsettling for 
investors who have become accustomed 
to calmer seas, fluctuations are a natural 
component of equity markets. Volatility 
has been extremely muted compared with 
long-term averages. Share prices have not 
undergone a correction of at least 10% in 
more than three years, which is a long time 
in historical terms. Despite the gains in 
U.S. stocks, valuations are still in line with 
20-year norms.

A drop in oil prices should benefit the 
U.S. economy overall.

Our investment team continues to believe 
that the domestic economy will gather 
momentum and that monetary policy will 
remain largely positive for equities. They 
have positioned client portfolios to benefit 
from an anticipated uptick in growth. 
For example, parts suppliers serving 
the commercial aerospace industry are 
expected to profit from increased air travel 
as U.S. consumers spend more freely and 
the middle class in emerging markets 
continues to expand. Managers have 
been drawn to the auto industry for similar 
reasons, as improved consumer sentiment 
has given drivers the confidence to replace 
aging vehicles.

Another area of interest is health care, 
including pharmaceutical development. 
Like those in other industries, health care 
stocks have been helped by heavy merger 
and acquisition activity. Some managers 
have trimmed positions in large health 

care companies whose shares have risen 
strongly, and redeployed some of the 
proceeds into smaller biotechnology 
innovators that are formulating new 
therapies in burgeoning areas of medical 
research. There is expected to be strong 
demand for cutting-edge treatments, given 
the aging of the global population over the 
next decade. 

The positive outlook for the U.S. economy 
is based partly on the plunge in the price 
of crude oil, which has sunk by roughly 
half from a peak of more than $100 a 
barrel last summer. The oil price drop has 
throttled oil-exporting countries such as 
Russia and Venezuela, but it has provided 
an unexpected windfall for U.S. consumers 
— and, by extension, for domestic growth. 
A broad rule of thumb is that a one-cent 
drop in the price of gasoline equates to 
a $1 billion increase in U.S. household 
discretionary income. The oil-price decline 
is seen as positive because it has been 
caused primarily by rising supply rather 
than a precipitous drop in demand. Prices 
typically sink as oil usage falls off in a bad 
economy — and there’s no doubt that 
reduced demand from Europe and China 
has played a role in the current downdraft. 
But the biggest factor pushing down prices 
has been increased supply caused by the 
shale-oil boom in the U.S., where so-called 
fracking has allowed producers to tap 
deposits that were previously out of reach. 

The oil price drop wreaked havoc with 
energy-related stocks, particularly 
exploration and services companies that 
have suffered as large oil companies have 
rushed to scale back capital spending. 
Even before the drop in energy prices, our 

portfolio managers had begun trimming 
their stakes in oil services companies 
because research indicated that capital 
expenditures were likely to abate. The 
setback in share values provides potentially 
rewarding opportunities for investors with a 
long-range time horizon, as oil prices have 
often rebounded powerfully in the past.

Bonds have done unexpectedly well, 
despite fears of higher rates ahead.

As for the fixed-income markets, Treasury 
bonds rallied as yields declined sharply 
despite the improving economy and the 
discontinuation of stimulus efforts by the 
Federal Reserve. Investors were drawn 
to the safety of U.S. government bonds 
amid the woes of the global economy 
and heightened geopolitical tensions 
in the Middle East and elsewhere. Also, 
record-low yields on European and 
Japanese debt have made U.S. yields 
look attractive by comparison. Municipal 
bonds rallied strongly, with total returns 
outpacing those of similar Treasury and 
corporate securities. Municipal returns 
were propelled by restrained issuance of 
new securities and receding worries about 
Detroit-like municipal defaults. High-yield 
bonds were the market laggard, finishing 
the year with minimal gains after a fourth-
quarter decline that started with weakness 
in energy-related issues and spread to 
other industries as investors grew nervous 
about riskier assets.

Our fixed-income team expects the 
Federal Reserve to begin raising short-term 
interest rates this year, and managers have 
positioned client portfolios accordingly. 
They’ve taken steps to insulate portfolios 

Stock market returns U.S. Non-U.S.
2004 11% 21%
2005 5% 14%
2006 16% 27%
2007 5% 12%
2008 -37% -43%
2009 26% 32%
2010 15% 8%
2011 2% -12%
2012 16% 18%
2013 32% 23%
2014 14% -5%
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Although the U.S. has dominated 
of late, stock market leadership has 
regularly shifted over time.

Source: S&P 500 via FactSet (U.S. stocks); MSCI EAFE (Net) 
Index via RIMES (non-U.S. stocks).



from potential damage by shortening 
duration, which is a gauge of the sensitivity 
of fixed-income holdings to changes in 
interest rates. The uncertain rate outlook 
underscores the important role of active 
management in fixed-income. In addition 
to protecting portfolios from interest 
rate risk, bond managers are working to 
take advantage of economic and market 
trends to add incremental yield without 
introducing undue portfolio risk. 

For example, they’re looking for buying 
opportunities among securities with 
promising long-term prospects that have 
become undervalued as investors have 
overreacted to short-term economic 
events. Energy-related issues are one area 
that managers are examining. As always, 
they are working closely with Capital 
Group fixed-income analysts to thoroughly 
assess credit-worthiness and investment 
merits. Beyond that, our managers have 
purchased revenue bonds that fund the 
construction of public infrastructure such 
as toll roads and hospitals. The toll road 

sector, for example, has expanded as 
cash-strapped state and local governments 
— which have struggled to finance long-
term projects — team with private entities 
to build and operate roads. These types 
of securities can benefit from a strong 
economy because increased usage of 
their services strengthens their underlying 
fundamentals.  

The uncertain global outlook requires 
proper diversification among 
geographies and asset classes.

Despite the potential challenges facing 
fixed-income investors in the year ahead, 
it’s essential for clients to maintain broadly 
diversified portfolios that include a proper 
mix of stocks and bonds. Remember that 
fixed-income plays an important function 
by helping to stabilize portfolios during 
periodic bouts of volatility in equities. And 
if rates do rise, portfolio managers will 
be able to replace maturing bonds with 
higher-yielding securities.

After six straight years of gains in stock 
prices, the U.S. equity market still 
appears to have many forces going its 
way, including the brightening domestic 
economy and steadily rising merger 
activity. But the market will be tested by 
the obstacles facing the global economy, 
the specter of higher interest rates and 
periodic concerns about equity valuations. 
These challenges underscore the need 
for investors to maintain well-balanced 
portfolios that are designed to withstand 
short-term hurdles in pursuit of superior 
results over the long run.

For more thoughts from our equity 
and fixed-income management teams, 
please read our annual Investment 
Roundtable discussions, which start on 
page 6. You also can watch video clips 
from the discussions on our website at 
thecapitalgroup.com/pcs. g
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Source: FactSet Market Aggregates Indices are S&P 500 Index 
(U.S.); MSCI Europe (Net) Index (Europe); MSCI EM IMI (Net) 
Index (emerging markets); MSCI Japan (Net) Index (Japan). 
Forward price/earnings ratio is calculated by FactSet based on 
the most recent index price divided by consensus earnings 
estimates for the next 12 months.

Current stock levels still seem 
fair when measured against 
long-term averages.
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Fixed-income returnsCorporate and municipal bonds 
did well, but the plunge in oil 
prices sent jitters through the 
high-yield market.

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.
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Pictured above, from left to right: 
Ted Samuels, Jan Inscho, Greg Fuss, 
Will Robbins, Skye Drynan, Gerald 
Du Manoir and Jim Kang. 

Pictured from left to right: Jan Inscho, Ted Samuels, Will Robbins, Greg Fuss, Skye Drynan, Gerald Du Manoir and Jim Kang.

Contemplating the 
outlook for stocks 
in the year ahead

2015 Equity Roundtable
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Stocks in the U.S. had another good year 
in 2014, despite ongoing economic and 
geopolitical turmoil. Why have equities 
continued to do so well, especially 
considering all of the conflicting 
headlines and uncertainty out there?

Will Robbins:  Notwithstanding the many 
concerns you see written about in the 
press, we continue to be in an economic 
recovery in this country, and have been 
since the 2008 global financial crisis. 
With that has come meaningful earnings 
growth for many of the companies held 
in client portfolios. Indeed, earnings have 
exceeded expectations for much of the 
period, fueling a very positive environment 
for equities.

Ted Samuels:  The other driver of strength 
has been a Federal Reserve with a set 
of policies that has been very favorable 
to the economy. This has certainly been 
a powerful propellant behind both the 
strength in earnings and the increase in 
broad stock market valuations.

That said, the Fed has recently indicated 
that rates are likely to go up in 2015 
after several years of anticipation. Given 

that Fed policy may no longer be so 
accommodative, what might that mean 
for the market?

Samuels:  I think the Federal Reserve has 
been incredibly politicized of late, in large 
part because of its mandate to appear in 
front of Congress twice a year. The Fed has 
shown itself to think much more about full 
employment and the economic recovery. 
If there’s any deceleration in economic 
growth, the Fed will likely back off of any 
anticipated moves. As a result, I expect the 
Fed’s influence to remain a positive for the 
economy in 2015 and maybe beyond. 

Robbins:  One of the backdrops that 
has allowed the Fed to have this very 
accommodative policy is the fact that 
we’ve had very low inflation since the 
recovery. The Fed’s dual mandate of full 
employment and price stability has allowed 
for very accommodative policies without 
the concern, at least thus far, of a big 
inflationary push through the economy. 
That has the potential to change as we 
migrate toward a fuller employment 
picture. In prior cycles, it’s not the first 
Fed rate hike, but one of the last, that 
tends to have a negative impact on the 
market. We’re starting at an interest rate of 
essentially zero. A typical rising rate cycle 

U.S. equities continued to hit new highs in 2014 as corporate profits grew 
along with an improving economy. International stocks also had a good year 
in local currency terms, though they were somewhat disappointing for U.S. 
investors, given the strong dollar. Following such an impressive bull market, 
in which the S&P 500 Index has tripled over the past six years, what should 
investors expect going forward?

For some thoughts on this and insights into where today’s opportunities lie, 
we gathered several members of the Capital Group Private Client Services 
equity team for our annual Investment Roundtable. This year’s panelists 
included principal investment officer Will Robbins; portfolio managers 
Gerald Du Manoir, Greg Fuss and Ted Samuels; Capital Group equity 
analysts Jim Kang and Skye Drynan; and research portfolio coordinator 
Jan Inscho.

In the discussion that follows, they talk about what has been moving the 
markets, what they are most focused on right now and what could temper 
their overall optimistic expectations.
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we’ve had very low rates and sloppy 
economic growth, with the possibility 
of more QE to come. That has caused 
the euro to weaken against the dollar as 
well. For dollar-based investors, I would 
argue that this has made the currencies 
of both countries quite attractive. 

It’s also a good thing for companies from 
those countries with weak currencies 
selling into the U.S. What we’ve already 
seen in Japan, and might soon experience 
in Europe, is that earnings-per-share gains 
for companies based in those countries 
are pretty significant. At some point, 
these other currencies will presumably  
strengthen, so you can come up with a 
scenario where things look pretty good 
from a stock market standpoint in both 
Japan and Europe. If anything, based on 
relative valuations, I’d say the case for 
international diversification has actually 
increased.

Speaking of Europe, it wasn’t long 
ago that the economic travails of the 
Eurozone dominated the financial news. 
In 2014, the situation seemed relatively 
sanguine. Is Europe back on good 
footing again?

Gerald Du Manoir:  Europe as a whole 
is entering a very interesting period that 
is not unlike what happened in the U.S. 
when the Federal Reserve decided to be 
very active in liquefying the system. For 
political reasons, it has been difficult for 
the European Central Bank to act and 
centralize a stimulative policy for the 
entirety of Europe, given that it had to deal 
with one crisis after another in Greece, 
Portugal, Spain and so forth. Today it is 
finally accepted that the ECB needs to 
stimulate the economy. As such, Europe 
feels pretty good. The periphery of Europe 
has already seen a pickup in valuations, 
and now we’re waiting to see earnings 
come through. But the center of Europe — 
Germany, the Netherlands and France, in 
particular — looks especially attractive. Our 
analysts are spending a lot of time looking 
at everything from industrial to consumer 
goods companies.

You recently returned from a trip to 
China, Gerald. What’s your assessment 
of what’s going on there and in the rest 
of the developing world?

“I actually think that, 
compared with the U.S., 
many non-U.S. markets 
look attractively valued. 
More importantly, 
specific companies 
headquartered in 
these markets are 
especially compelling.” 

Gerald Du Manoir
Equity Portfolio Manager

“One thing we’re 
seeing is an abundance 
of opportunities among 
solution providers. 
These are companies 
that help to create 
better outcomes across 
a range of industries.”

Jan Inscho
Research Portfolio Coordinator

would take us to around 3 percent. So I 
think we have a long way to go before any 
tightening moves start to be destructive 
in terms of economic growth and equity 
valuations.

Greg, while the S&P 500 was up 13.7% 
in 2014, many non-U.S. developed 
markets didn’t fare as well, largely as 
a result of the strong dollar. Given the 
huge impact that currency fluctuations 
can have, has this lessened the case for 
international diversification?

Greg Fuss:  Most of the time, currency 
moves are impacted by two major factors: 
relative interest rates and growth levels in 
various countries. In recent years, however, 
we’ve also had to keep an eye on QE, or 
quantitative easing, along with other forms 
of government intervention. 

What we’ve seen in Japan, for example, 
is some very dramatic QE — about three 
times what we’ve seen in the U.S. One 
side effect is that the yen has fallen from 
80 to about 120 to the dollar. In Europe, 
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Du Manoir:  Many people are surprised 
by this, but the Chinese stock market 
was one of the best performing among 
developing country markets in 2014. 
Although the headline economic numbers 
were disappointing, given that GDP 
growth dropped to around 7 percent, 
equities did quite well. One has to be 
careful about matching the evolution of 
an economy with how the stock market 
behaves. China did well because its 
central bank reduced interest rates by a 
quarter of a point. It also eased restrictions 
on the purchasing of both primary and 
secondary residences, an important part 
of capital formation in China. In terms 
of the emerging markets overall, rather 
than analyzing how individual stock 
markets behave, it’s important to think 
about which companies around the world 
have globalized to the point that they 
can benefit from the tremendous relative 
growth in the developing world. Stocks in 
the emerging markets are very sensitive 
to both commodity and energy prices, 
and that has proven to be a challenge of 
late. But companies benefiting from the 
massive infrastructure build-out in the 
developing world, for instance, have done 
quite well. 

One developing economy that fared 
poorly in 2014 was Russia. Any thoughts 
on what’s going on there?

Du Manoir:  A great benefit of working at 
Capital Group is you get access not only to 
companies but also to governing bodies. 
I had a chance to sit down with the head 
of Russia’s central bank last October. She 
was absolutely adamant that she would 
not impose capital controls there. This is 
important to understand because there 
are several things happening in Russia. 
Clearly, the sanctions are taking hold, 
and it appears Russia will experience a 
severe recession this year. The currency 
has been adjusted massively, down 50 
percent, and interest rates have been 
increased to about 17 percent. What this 
means for the Russian stock market may 
be quite different. Things in Russia are 
very complicated from a governance point 
of view, but being exposed to the recovery 
in Russia makes a lot of sense, though it 
won’t happen quickly.

Indeed, what’s taking place in Russia 
helps to illustrate the huge decoupling 
of world economies we’ve witnessed of 
late. The U.S. economy has been moving 
ahead, while the recovery has been 
far more sluggish in other parts of the 
world. Ted, what’s your outlook for the 
year ahead? 

Samuels:  I expect that confidence will 
beget confidence, particularly here in 
the U.S. If we can get through the first 
part of the year without any extraneous 
geopolitical events, we’re likely to 
see a string of very strong corporate 
profit growth reports that will probably 
accelerate during the year. The strength 
of the dollar doesn’t really impact a 
number of U.S. enterprises, because 
the amount of exports is quite low as a 
percentage of the overall economy. So, 
while there are risks, on balance I have a 
constructive view about economic growth 
and the Fed’s willingness to stay in an 
accommodative mode. Therefore, my 
operating assumption and belief is that 
U.S. equities will post a positive return 
in 2015.

Jim Kang:  From my perspective, the 
U.S. consumer has never been in better 
shape. You have low interest rates, oil 
prices are down, and personal balance 

sheets are strong. So, broadly speaking, I 
think companies that depend on the U.S. 
consumer will do well over the next year.

What’s the outlook for international 
stock markets?

Du Manoir:  Compared with the U.S., 
many non-U.S. markets look attractively 
valued. More importantly, specific 
companies headquartered in these 
markets are especially compelling. I would 
suggest there’s a valuation gap that has 
opened that could remain for the next 
few years.

The Capital Group Private Client Services 
Global and Non-U.S. Equity portfolios 
added a number of Japanese holdings in 
recent months. Is that more a reflection 
of the companies themselves or of the 
stock market in Japan?

Jan Inscho:  Perhaps a bit of both. We’ve 
increased holdings in attractive companies 
that just happen to be headquartered 
in Japan. These companies are export-
oriented multinationals benefitting from 
strong demand around the world for 
automation, equipment, automobiles, 
medical devices and industrial robots. 
Japanese companies have long been 
leaders in these areas. The drive to 
improve manufacturing processes 
and productivity is coming both from 

“If there’s any 
deceleration in 
economic growth, the 
Fed will likely back off of 
any anticipated moves, 
As a result, I expect 
the Fed’s influence to 
remain a positive for 
the economy in 2015 
and maybe beyond.”

Ted Samuels
Equity Portfolio Manager
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developed economies as well as those 
emerging economies building out their 
industrial infrastructure. An additional 
positive for investors in Japan today is 
an improving corporate governance 
environment. The political pressure to 
improve shareholder returns, expand 
the role of independent directors and 
grow dividends is beginning to take 
hold, and investors are the most obvious 
beneficiaries.

Fuss:  For years, when I visited Japanese 
companies, the idea of shareholder 
rights rarely came up. During my last 
trip, every single company was talking 
about dividends or returning invested 
capital. This is very powerful. The other 
thing that intrigues me about Japan is the 
government announced that it will sell off 
some of its government bonds and invest 
the proceeds into stocks in Japan and 
elsewhere. This is a major step because 
trillions of yen will flow into the Japanese 
market, and citizens tend to follow what 
the government does. 

What’s your view of Prime Minister 
Shinzo Abe’s attempts at igniting the 
economy through so-called Abenomics?

Inscho:  Abenomics was launched to 
attack persistent low growth and deflation, 
which Japan has suffered from for 15 
years. There are three components to the 

of trying to reorder the energy market. 
When you have oil down to around $50 a 
barrel, it makes it less compelling for new 
projects to get under way, particularly 
in the U.S. That, in and of itself, should 
eventually bring more price stability, which 
OPEC is certainly counting on.

Do you still find energy companies to 
be attractive?

Robbins:  Selectively, absolutely, and we 
saw many companies come down to very 
attractive levels at the end of 2014.

Samuels:  A number of energy-consuming 
industries are benefiting from the lower 
prices. On balance, cheaper oil is also a 
boon to consumers. I think lower prices 
at the pump create an opportunity for the 
U.S. economy and earnings to surprise on 
the upside this year.

Speaking of earnings, why have profits 
been so strong, given that the economy 
is still on the mend?

Fuss:  It’s interesting because that’s exactly 
what we’ve heard in the media: that the 
U.S. recovery is sluggish, China is slowing 
down, and Europe is in a tepid recovery. 
It leads one to the conclusion that the 
overall environment must be stressed. In 
truth, when you add up all the numbers, 
global growth for 2014 is likely to be in the 
3 percent range, which isn’t a boom, but 
it’s not bad. The economic environment 
worldwide has been conducive to 
increased earnings and sales, leading to 
profit margins that are near all-time highs. 

Given how well stocks have done over 
the past six years, are valuations now at 
excessive levels, in your view?

Samuels:  We don’t buy markets. We 
buy individual companies. While some 
sectors appear to be expensive relative to 
history, there are a number of individual 
companies that are attractively valued 
relative to earnings prospects. One area I 
like in particular is companies on the cusp 
of a golden age of research, producing 
new solutions for vexing diseases and 
conditions.

program: fiscal policy, monetary policy 
and reforms. The devil is in the details, 
but the results from fiscal and monetary 
policy have so far been mixed at best. 
Reforms are just now being embarked 
upon, and one of the issues relates to 
the notion of corporate governance that 
we just discussed. While that is clearly a 
positive, other reform initiatives – such as 
those related to pensions and immigration 
– will be very difficult to achieve in the 
near-term, and the ultimate impact on the 
economy is uncertain.

Oil prices fell dramatically in 2014, 
plunging roughly 50 percent from 
previous highs. What caused this drop, 
and what do you expect going forward?

Robbins:  Increasing supplies are among 
the reasons for the decline, largely due 
to the shale resources discovered and 
developed here in the U.S. Production 
levels have nearly quintupled over the 
past five years from that source alone. 
Interestingly, global consumption has 
continued to increase. Over the next 
12 to 18 months, I would expect to see 
a real supply response to the lower oil 
prices, providing more price support as 
production levels fall. 

Samuels:  The other factor behind the 
supply glut is OPEC. Saudi Arabia, as the 
swing producer, has done a masterful job 

“The four largest 
pharmaceutical 
companies in the world 
are really leading the 
charge within immuno-
oncology, which is 
probably the biggest 
area in which I see 
opportunity.” 

Skye Drynan
Capital Group Equity Analyst
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Skye, that’s an area you follow closely. 
What excites you most about this sector, 
and how do valuations look from your 
perspective?

Skye Drynan:  Clearly, as with any 
industry, there are individual securities 
that seem overvalued. But the companies 
we’re investing in on behalf of our clients 
have very unique prospects. In particular, 
we hold some that are leading the charge 
in immuno-oncology, which is a new 
field in which your own immune system 
fights back against cancer. We’re also 
seeing advancements in an oral cure for 
hepatitis C, along with breakthroughs in 
Alzheimer’s. One company just provided 
data showing that its drug led to an 
improvement in cognition for Alzheimer’s 
patients, which is something we haven’t 
seen before. Companies held in client 
portfolios are those we deem to have “best 
in breed” assets, and I would contend they 
are still cheap versus the market relative to 
their future prospects.

We’re at a unique nexus in terms of time 
and technology. All the investment and 
research that took place over the past 
two decades is starting to be harnessed. 
And it’s not just the smaller companies 
that are doing well. The four largest 
pharmaceutical companies in the world 

are really leading the charge within 
immuno-oncology, which is probably the 
biggest area in which I see opportunity. 

Will we ever discover a true cure for 
cancer?

Drynan:  I think we will, but it will take 
time. What we’re already seeing is that 
patients who were really without any 
options before are now seeing dramatic 
results. I just got back from a conference 
where I reviewed research on one drug 

that allowed patients with melanoma 
to live disease-free eight years after 
treatment. 

Biotech is an area where we’ve seen a 
fair amount of mergers and acquisitions 
in recent years. M&A activity in general 
has been robust of late. Does that 
give any indication of value in the  
overall market?

Robbins:  M&A activity has actually been 
somewhat low compared with what you 
would expect at this point in the economic 
cycle. I do think it’s indicative not only 
of the fact that certain industries have 
attractive valuations but also how much 
cash is on corporate balance sheets, 
particularly here in America. That’s been 
a drag on returns on invested capital thus 
far, but I expect higher rates will induce 
more of this cash to be deployed through 
either investment or additional mergers 
and acquisitions.

Why is there so much cash on corporate 
balance sheets?

Robbins:  My personal opinion is there 
has been a continued lack of certainty 
coming out of the global financial crisis. 
Many companies saw their lives flash 
before them as a result of balance-sheet 
leverage. There was a desire to insulate 
against a repeat performance if we 

“I believe we’re in the 
midst of an economic 
recovery and am 
focused on areas that 
can take advantage 
of that. In particular, 
I expect to see a 
recovery in spending 
for industrial products 
and capital goods.”

“The economic 
environment worldwide 
has been conducive to 
increased earnings and 
sales, leading to profit 
margins that are near 
all-time highs.”

Greg Fuss
Equity Portfolio Manager

Will Robbins
Equity Portfolio Manager
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“From my perspective, 
the U.S. consumer has 
never been in better 
shape. You have low 
interest rates, oil prices 
are down and personal 
balance sheets are up.”

experienced a similar period at some 
point in the future. The further away we 
get from that experience, the more likely 
companies will be to release their purse 
strings and deploy capital.

Overall equity market volatility has 
been quite low by historical standards 
in recent years. Do you expect that to 
change in 2015?

Fuss:  It’s easy to forget that what 
we’ve experienced in terms of volatility 
since the market lows is not normal. 
My expectation is that we’ll start to see 
volatility pick up to more typical levels 
starting this year. I think investors should 
prepare for a bit rockier ride, though 
that’s not necessarily a bad thing. 

Robbins:  Potential moves by the Fed to 
raise rates are also bound to heighten 
equity volatility this year.

Does that mean you’re expecting some 
kind of correction in the stock market?

Du Manoir:  It’s certainly a possibility, but 
keep in mind that you can have pullbacks 
in individual stocks and industries without 
seeing it in the overall market index. That’s 
exactly what has occurred all along in this 
bull market run. Individual stocks have 
corrected, in some cases significantly, 

but you haven’t seen it in the broad 
numbers because of how the indexes are 
constructed.

Let’s talk about some of the specific 
themes and areas of focus in your 
respective portfolios, starting with Greg.

Fuss:  One area I’m spending time on is 
understanding the impact of potential 
changes in liquidity in Europe. You have 
a starting point of relatively reasonable 
valuations and the possibility of additional 
QE, which is typically very powerful 
for stock markets. In terms of specific 
sectors, I’m very intrigued by commercial 
aerospace. When you fly, you are 
effectively renting an airline seat at the 
rate of $100 an hour. This is very valuable 
real estate. The companies that make this 
real estate more comfortable for you and 
more profitable for the airlines are quite 
attractive. The aircraft manufacturers also 
have a deep backlog of orders. What’s 
more, only 4 percent of the Chinese 
population has a passport. We know this 
number will go up. Planes in China are 
already full, so they’ll definitely need more 
aircraft to keep up with demand. 

Samuels:  I continue to focus on 
companies with growing dividends. By 
definition, these companies have terrific 
business models, are likely globally 
diversified, maintain leading competitive 

positions across a number of businesses 
and are led by management teams able 
to seize opportunities and effectively 
navigate through economic shocks. 

Du Manoir:  The portion of the portfolio 
I manage on behalf of clients has been 
very quiet lately. Over the past couple 
of years I took advantage of uncertainty 
in the markets to invest in attractively 
valued companies that I felt had the 
underpinnings of long-term tailwinds — be 
it in technology, health care or financial 
services. I’ve also been spending more 
time looking at energy companies. 
Capital Group’s oil analyst, who is brilliant, 
recently said, “It is often at the most 
uncertain time that you want to start 
building a position in energy.” As we all 
know, uncertainty surrounding this sector 
is extremely high.

Robbins:  I believe we’re in the midst of 
an economic recovery and am focused 
on areas that can take advantage of that. 
In particular, I expect to see a recovery 
in spending for industrial products and 
capital goods, because equipment is 
aging to the point that the economic case 
for reinvestment is clear. I also think we 
will see higher interest rates, which will 
be good for financial services companies, 
many of which still trade at relatively low 
price-earnings multiples. In addition, 
the energy sector has some interesting 
opportunities, especially given how much 
valuations have come down along with 
the price of oil. And, like Skye, I’m a big 
believer that we are in an era of innovation 
within the biopharmaceutical sector.

Jan, what’s happening in the research 
portfolio?

Inscho:  I think I have the best job at 
the firm, because I get to work with 
more than 40 Capital Group equity 
analysts who spend all their time trying 
to identify the best investments for 
our clients. One thing we’re seeing 
is an abundance of opportunities 
among solution providers. These are 
companies that help to create better 
outcomes across a range of industries, 
be it prescription drug management, 
more efficient manufacturing processes, 
biotechnology discoveries to cure 
diseases, or technologies that drive 

Jim Kang
Capital Group Equity Analyst
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To view a series of videos containing additional insights from 
this year’s Equity and Fixed-Income Investment Roundtables, 
please visit our website at thecapitalgroup.com/pcs.

down the cost of components for 
smartphones and other devices. In 
addition, portfolios hold a broad range 
of media and telecommunications 
companies, particularly those that are 
delivering entertainment and information 
to consumers in new ways in today’s 
rapidly changing environment.

Jim, in terms of the areas you cover, 
what are you most intrigued by going 
into 2015?

Kang:  I’m really excited about the cruise 
industry. Cruise lines benefit from both 
strong consumer spending and low oil 
prices. In addition, Chinese consumers 
love to travel. The cruise industry is just 
starting to catch on in China. A few years 
ago, less than 1 percent of cruise demand 
came from Asia. Today, some companies 
are deploying 5 to 10 percent of capacity 
to Asia because demand is so strong. 
Couple that with relatively low supply 
growth and you should have impressive 
passenger revenue yields in 2015, with 
earnings growth above 25 percent for the 
next three years.

You also follow the housing market. How 
do things look from your perspective?

Kang:  I have a very positive outlook 
for this sector over the next three or 
four years. We’ve seen an unusual 
recovery in housing compared with 
past cycles. We started with low levels 
of inventory but also had a lot of homes 
that were in distress. We’ve worked 
through all that. The recovery has been 
held back by the combination of slow 
job growth and a lack of mortgage 
availability. With the economic recovery 
continuing, that should create strong 
demand for housing going forward.

Skye, what are some of the biggest 
opportunities in your sector?

Drynan:  We keep getting closer to 
finding cures for various viruses, which is 
really exciting. We’ve already seen it with 
hepatitis C, and in the future I believe 
we will have a cure for HIV. Another 
area is inflammation treatments for both 
rheumatoid arthritis and ulcerative colitis, 

along with cures for various rare diseases. 
All of these represent very large markets 
that are growing quickly. 

You all seem fairly positive about the 
outlook for the market this year. What 
are you most worried about right now?

Fuss:  I’m concerned about the Federal 
Reserve ramping down on quantitative 
easing. We’re kind of in unprecedented 
territory with that. I’m also keeping an 
eye on currencies. If Japan and Europe 
weaken dramatically from here, that could 
be a problem. And, finally, cyberattacks 
are a growing concern, as the incident with 
Sony clearly demonstrated last year.

Du Manoir:  I share Greg’s concerns. 
We don’t know what will happen when 
the significant amounts of quantitative 
easing get taken away. I also worry that 

certain parts of the market are demanding 
extreme valuations. It reminds me of the 
“Nifty 50” period in the 1970s, when a 
handful of large companies were driven 
up to very high price-earnings multiples. 
That’s why I’m really interested in 
companies with lower valuations, because 
it gives me at least some downside 
protection compared with the overall 
market.

What is the most undervalued asset 
class right now?

Samuels:  From my perspective, the 
most undervalued asset is a long-term 
investment horizon. Investors today have a 
really compressed time frame, which often 
leads to bad decisions. The more the rest 
of the world takes a short-term view, the 
greater the opportunity for us to create 
value for clients through our in-depth 
research and patient approach. g

The conversation continues online
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Pictured above, from left to right: 
Jeff Brown, John Queen, Vince 
Gonzales, Anne Vandenabeele, 
David Hoag and Karl Zeile.

Although investors have been anticipating rate hikes for some time now, 
2015 is shaping up to be the year the Federal Reserve further unwinds its 
unprecedented stimulus efforts by starting to increase the fed funds rate. 
While the members of this year’s fixed-income roundtable are certainly 
keeping a close eye on the Fed, they are more focused on positioning 
portfolios to weather any potential rate increases and identifying securities 
poised to do well in an improving economic environment.

Joining the discussion were Capital Group Private Client Services portfolio 
managers David Hoag, John Queen and Karl Zeile, portfolio specialist 
Jeff Brown, Capital Group economist and fixed-income analyst Anne 
Vandenabeele, and Capital Group fixed-income analyst Vince Gonzales.

In addition to their outlook for rates, the panelists shared where they 
are finding the greatest opportunities and discussed the impact the new 
Congress in Washington, D.C. is likely to have on the investment markets.

Preparing bond portfolios for 
possible higher rates ahead

2015 Fixed-Income Roundtable
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everyone has been expecting yields to 
move higher, why have bonds continued 
to do so well?

David Hoag:  Bonds have done well 
because the market has anticipated a rise 
in rates that hasn’t come. The current bond 
market already embeds some expectations 
for higher rates. If we don’t meet those 
expectations, you can actually still make 
money in bonds. I think that has been the 
source of excess returns. Interest rates have 
stayed low, and bonds have earned their 
yield and then some. Incidentally, bonds 
can continue to do well even in a rising 
rate environment as long as rates don’t 
move well beyond expectations. That’s an 
important part of bond math to understand. 

Do you still recommend holding bonds 
knowing that a rate hike may now be 
imminent?

Hoag: Absolutely. Bonds provide a critical 
and invaluable tool within portfolios. They 
offer protection and serve as a good buffer 
against very difficult economic times and 
challenging equity markets. While total 
returns for bonds may be lower in the 

future than what we’ve seen in the past, 
they still serve a valuable function. And I 
do believe we will continue to see mildly 
positive total returns for bonds, even if rates 
finally do go up.

Queen: And even if we do experience 
negative returns, they are likely to be quite 
modest. Plus, the way bond math works, 
we’ll be reinvesting at higher rates, allowing 
clients to recoup capital losses fairly quickly. 
Importantly, the fact that rates may go up 
shouldn’t really change your overall asset 
allocation. The percentage of your portfolio 
invested in bonds shouldn’t be impacted 
by the level of interest rates. Instead, it’s our 
job as bond managers to take advantage 
of what’s happening in the market to 
maximize the benefit for our clients. 

Karl Zeile: One thing I would add is that 
we don’t invest in Treasury securities 
in municipal portfolios. We’re building 
portfolios of bonds backed by revenue-
producing assets like toll roads, bridges 
and power plants. Many of these issuers 
can actually do fairly well in the kind of 
economic environment that would lend 
itself to rising rates.

For many years now, bonds have enjoyed 
the tailwind of generally falling rates. 
All indications are that the Federal 
Reserve is finally poised to start raising 
short-term rates in 2015. What are 
your expectations in this regard, what’s 
the likely timing, and to what extent 
do you expect the Fed to tighten?

Anne Vandenabeele:  It’s a key question 
because what the Fed does with short-term 
rates also impacts longer yields. Clearly, 
it’s something we spend a lot of time 
thinking about. I personally think the Fed 
will start raising rates in the third quarter, 
but there’s much uncertainty around that. 
Essentially, the Fed is following economic 
fundamentals, the unemployment rate and 
inflation very closely, and that will guide 
its decision making. Overall, economic 
conditions in the U.S. are improving, 
unemployment is declining, and growth 
is accelerating. But inflation has remained 
tame. That’s the one factor causing some 
uncertainty as it relates to the timing of 
rate hikes. In terms of the magnitude, once 
the Fed starts, I think it’s likely we’ll see 
additional moves at every meeting, in line 
with what you’d expect from a typical rate 
hike cycle — perhaps going up by a quarter 
of a point each time.

How are you factoring in the looming 
possibility of higher rates when 
constructing bond portfolios?

John Queen:  I agree with Anne that a 
rate hike is likely this year. However, the 
Fed’s moves don’t directly push up long-
term rates. Therefore, given that inflation 
appears to be under control, we might not 
see 10- and 30-year yields go up much, 
even as rates rise on the shorter end of the 
curve. In managing portfolios, we have to 
think about not just the direction of interest 
rates but how the curve is changing and 
where the best opportunities are. As a 
result, I’ve been structuring portfolios in 
a way that should benefit from a further 
flattening of the yield curve, given that I 
expect short rates to go up by more than 
long rates over the next six to nine months. 
We’re positioned to take advantage of 
what the Fed may do rather than being 
negatively influenced by it. 

We’ve been talking about the potential 
for rising rates over the past five years, 
yet the opposite has happened. Since 

“I personally think the 
Fed will start raising rates 
in the third quarter, but 
there’s much uncertainty 
around that.”

Anne Vandenabeele
Capital Group Fixed-Income Analyst

“I expect short rates to 
go up by more than long 
rates over the next six to 
nine months, and have 
been putting in place a 
structure that will benefit 
from that.”

John Queen
Fixed-Income Portfolio Manager
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backed securities look very attractive, and 
I’ve been purchasing a number of them for 
client portfolios lately.

Vince, you cover the commercial 
mortgage market. Why is that sector so 
compelling? 

Vince Gonzales:  It really starts with our 
view of the commercial real estate market 
in the U.S. We’ve seen very stable growth 
following the financial crisis, though it 
has been uneven. Multifamily is one area 
we really like, especially as more people 
decide to rent as opposed to buying their 
own home. Our focus in the asset-backed 
market in general has been to identify areas 
where the fundamentals are consistent 
with valuations. The commercial real estate 
market is one such example.

You also favor securities backed by credit 
card debt. This historically has been a 
pretty risky part of the market. Is your 
attraction to it based on an expectation 
that the overall economy is improving?

Gonzales:  That’s certainly one reason. The 
other is that credit card companies have 
maintained very tight lending standards 
over the past few years, so borrowers today 
are of a much higher quality than what we 
have seen in the past. Charge-offs are at 
an all-time low, and borrowers are paying 
off their card balances at historically high 
levels. As the economy recovers, we will 
likely see a loosening of lending standards, 
which will need close monitoring. But I 
still think credit card quality will remain 
high, benefiting these holdings.

David, what’s happening in your portion 
of taxable portfolios?

Hoag:  Not dissimilar to John, I’m 
also using periods of volatility to add 
to certain areas that have suffered. I 
agree that residential mortgages are 
generally fully valued, but I have added 
to certain corporate bonds that have seen 
dislocations, such as in the energy sector. 
I still have a fair amount of exposure to 
maturities at the longer end of the yield 
curve. Remember, rates in the U.S. are still 
lower than what you see in many other 
developed countries right now. 

That’s a good point. Do rates in other 
parts of the world influence your 
decisions as a U.S. bond manager?

Karl, what’s the current state of 
municipal finances in general? Puerto 
Rico continues to make headlines for 
its challenges, but is the fiscal situation 
improving elsewhere?

Zeile:  Things are better, but the concerns 
certainly haven’t gone away. One thing 
we noticed a few years ago when the 
health of municipalities made front-
page news was that the media took a 
broad-brush approach to municipal 
credit risk, which is not the right way to 
think about things. We continue to see 
challenges within some local governments, 
especially those burdened by pension 
obligations and wage pressures, but 
many others are doing fine. That’s why 
research is so important, to identify 
where those risks are in order to invest 
around them to the best extent we can.

In October, the Fed ended its massive 
bond-buying program, which provided 
further support for both rates and the 
fixed-income markets in general. What 
happens when it starts to unwind those 
positions?

Jeff Brown:  I don’t think the Fed is likely to 
sell a lot of those bonds. I expect it will let 
these securities roll off and mature, for the 
most part. Indeed, central banks around the 
globe will likely have large balance sheets 
for the rest of our lifetimes. Keep in mind 
that many other central banks are still in 
quantitative easing mode, which will put an 
additional cap on rates here in the U.S. and 
abroad. That’s another reason yields aren’t 
likely to go up much at the longer end of 
the curve.

Can you talk about some of the specific 
positioning within your portion of client 
portfolios right now? John, let’s start 
with you on the taxable side.

Queen:  With the loss of liquidity from the 
Fed tapering its bond-buying program, 
we’ve begun to see some dislocations in 
the marketplace. That has given us the 
opportunity to purchase selected securities 
at what we deem to be attractive levels. 
Residential mortgages generally look fully 
priced, because the Fed was buying them 
pretty heavily. On the other hand, floating-
rate notes and commercial mortgage-

“Multifamily is one area 
we really like, especially 
as more people decide 
to rent as opposed to 
buying their own home.”

Vince Gonzales
Capital Group Fixed-Income Analyst

“While total returns for 
bonds may be lower 
in the future than what 
we’ve seen in the 
past, they still serve a 
valuable function.”

David Hoag
Fixed-Income Portfolio Manager
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Hoag:  It’s definitely part of the overall 
equation. Most people think it’s obvious 
that rates in the U.S. are low. But one could 
argue that rates here are, in fact, high. 
Compared with other major developed 
markets, such as Europe or Japan, U.S. 
interest rates are much more attractive. 
That’s one reason we’ve continued to see 
strong flows into the United States. While 
you do have higher yields in parts of the 
emerging markets, for example, you also 
take on much more risk in buying these 
securities. 

What are your thoughts on high-yield 
securities?

Hoag:  The high-yield market had some 
difficult episodes last year, though it 
has done well since the financial crisis. 
I expect that as the economy grows 
and expands, the fortunes of these 
issuers will continue to improve. 

Tell us about the current positioning in 
municipal portfolios, Karl.

Zeile:  There are a couple of broad themes 
worth noting. First, we’re preparing for 
higher rates over the next 12 to 18 months. 
Therefore, you’ll see durations coming 
down a bit, which means we’re reducing 
the portfolio’s overall sensitivity to rising 
rates. We’re also looking for specific 
pockets of opportunity, buying sectors 
and bonds that we think will do well in a 
growing economy. Health care is one such 
example. In spite of the headlines about 
the Affordable Care Act, many hospitals 
are actually very well positioned for this 
new reimbursement environment. We also 
hold a fair amount of transportation-related 
credits. We’re seeing new and innovative 
ways of financing everything from airports 
to toll roads, and, as previously noted, 
this is a way to benefit from a growing 
economy. Finally, we’re investing in the 
economic development and strength 
of local areas that aren’t burdened 
by excessive employee pensions and 
salaries through tax assessment and tax 
allocation bonds. This is especially true 
in California, where we’re able to invest 
in the economic strength of a region 
without having to deal with the budgetary 
concerns plaguing local governments.

Anne, you follow moves in interest rates 
very closely. It wasn’t long ago that 
people could earn 5% on a regular bank 

savings account. Today you can only get 
a fraction of that amount. Do you think 
we’ll see rates get up to the levels of 
the past again, or is this very low yield 
environment our new normal?

Vandenabeele:  It’s taken us quite a while 
to emerge from the Great Recession, and 
low interest rates have been needed for 
longer than initially expected. But the U.S. 
economy tends to work through such 
imbalances, to the point that the Fed is 
now poised to start tightening again. We’ll 
eventually get back to an environment 
that’s more similar to previous cycles, but 
it will take time. I expect it to be a matter of 
years, not quarters. What this “new normal” 
might be is an interesting debate. Lots of 
people talk about 4 percent as being the 
equilibrium interest rate. But I suspect it’s 
likely to be slightly lower going forward, 
partly because banks need to hold more 
Treasuries on their balance sheets now due 
to recent financial regulations.

Queen:  I’d also add that most of our 
expectations of “normal” come from the 
1970s on, which saw periods of relatively 
high inflation. If you take a longer view, 

you’ll see that rates on 10-year Treasuries 
can actually remain in the 2 to 3 percent 
range for extended periods of time.

Finally, Jeff, you spend a lot of time 
following the latest developments in 
Washington, D.C. We start the year 
with a new Republican majority in 
Congress. What are your expectations 
in terms of potential new legislation in 
the remaining two years of the Obama 
administration, and what impact might 
this have on the financial markets?

Brown:  We’ll likely see an easing of 
regulatory activity out of the administration, 
along with a lot of hearings in both 
the House and Senate. One of the big 
questions is whether the cooperation that 
seemed to exist between the Speaker’s 
office and the White House that got the 
budget bill passed will continue and, if 
so, whether that will carry on to other 
legislation, such as immigration and tax 
reform. I’m not terribly optimistic that will 
be the case. Instead, I expect to see a lot of 
gamesmanship and only marginal progress 
out of Washington. In other words, we’re 
likely in for a period of significant gridlock.

“We’re also looking 
for specific pockets of 
opportunity, buying 
sectors and bonds that 
we think will do well in 
a growing economy.”

Karl Zeile
Fixed-Income Portfolio Manager

“Keep in mind that many 
other central banks are 
still in quantitative easing 
mode, which will put an 
additional cap on rates 
here in the U.S. and 
abroad.”

Jeff Brown
Portfolio  Specialist
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While growing up on the East Coast, Adam Braun long believed that 
the pursuit of wealth was the key to happiness. In chasing this dream, 
he started some small businesses as a kid and even did an internship 
at a hedge fund in his teens. But a near-death experience changed his 
outlook on life, and caused him to rethink his priorities. 

Ultimately, he decided to start an organization called Pencils of Promise, 
which helps to build schools and train teachers around the world. Along 
the way, Braun made it his mission to help others find their true calling 
in life, and he has compiled some strategies for doing so in his New 
York Times bestselling book, The Promise of a Pencil: How an Ordinary 
Person Can Create Extraordinary Change. Here, Braun shares his story 
along with a few of his mantras for finding one’s higher calling.

Using the power of a pencil to 
uncover your true purpose

As a kid, you had your heart set on 
making a lot of money. What led to 
changing your career path to one of 
philanthropy? 

When I was young, I had this belief that 
money could buy happiness. Then, when 
I was 21, I went out on the Semester at 
Sea program, which is a cruise ship that 
circles the world while giving students 
a chance to visit 10 different countries. 
At one point, our ship was struck by a 
60-foot rogue wave, which hit us head-
on, knocked out the engines and made 
it impossible to steer. I was overcome 
by this near-death experience that 
forced me to reprioritize pretty much 
every part of my life and evaluate what 
was motivating me. The biggest thing I 
came away with was I wanted my life to 
matter and to do things of significance. 
The most accessible way to create a life 
of significance is through contribution to 
others.

Yet you initially decided to get into 
business after college by going 
to work at Bain & Company. 

I went to Bain for two reasons. First, 
back then I had this idea that if I could 
create a lot of personal wealth, I could 
use it to impact causes I cared about 
most. I also felt that Bain was the best 
possible training ground to learn how 
to build a great company in the future. 

How did the idea to start Pencils 
of Promise come about?

Bain has an externship program where you 
can leave for six to nine months to work 
on another project. My grandmother was 
turning 80. She was a Holocaust survivor, 
and I wanted to ensure her legacy would 
carry on. The most powerful way I could 
think to do that was by building a school 
and dedicating it in her honor. That was 
really the start of the organization, which I 
seeded with just $25. I did go back to Bain 
after that, but I was constantly working 
on Pencils of Promise and wound up 
leaving four months later, in early 2010. 

You’ve since helped to build more 
than 250 schools around the world.

Author interview
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Yes, we started in Southeast Asia and 
now are focused on Laos, Ghana and 
Guatemala. We essentially contribute 
around $25,000 and work with local 
governments to build the schools. 
We view it as a co-investment with the 
communities. We help buy the materials, 
and they provide the labor to build the 
schools. They then continue to run them, 
though we provide ongoing oversight.

What brought about this passion 
for building schools?

I’ve always recognized the power of 
education. It was instilled in me from an 
early age. During my Semester at Sea 
program, I had a habit of asking one 
child in each country I visited a simple 
question: if you could have anything 
in the world, what would it be? A kid 
in India answered that he wanted a 
pencil. At that moment, I realized he 
had never been to school before.

You call Pencils of Promise a “for 
purpose” organization. What’s 
the difference between that and a 
nonprofit?

We are a 501(c)(3) nonprofit, but I think 
that phrase does a huge disservice to 
the industry. This is the only industry that 
introduces itself with the word “non.” 
Why start by saying what you don’t do? 
We’re not about not profiting; we’re 
about increasing the sense of meaning, 
purpose and opportunities in the lives of 
others. I wanted to start an organization 
with the heart of a great nonprofit but 
that really held itself accountable like 
a for-profit company and was driven 
by results, data and outcomes.

What are some lessons other nonprofits 
can learn from how you run your 
organization?

We actually use a number of principles I 
picked up at Bain. I think nonprofits need 
to focus on creating transformational 
relationships with their donor base, 
while ensuring a high-quality social 
return on investment. I really believe any 
successful relationship requires a two-
way value exchange, by understanding 
what’s meaningful to your donors. We’ve 
built the organization largely by using 

modern marketing channels. We don’t 
spend much on advertising, and never 
buy mailing lists to send out solicitations. 
We engage through social and digital 
media. This leads to more-authentic 
engagement and has really driven a 
lot of our fast growth. We also create 
experiences for donors. For instance, if 
someone helps to raise $25,000 to build 
a school, we’ll take them on a trip to see 
the work being done on the ground.

Your book has a lot of advice to 
help others find their true purpose 
in life.  What is the first step?

The most important thing, in my opinion, 
is to be willing to get out of your comfort 
zone. That’s when you are able to start 
identifying who you really are. It might 
involve going on a trip, getting out of 
a stagnant relationship, switching jobs, 
moving cities or taking up a new hobby. 
You might want to get into ballroom 
dancing or join a local recreation league 
for a sport that you used to love but aren’t 
connected to anymore. Find some way 
to break the routine of your standard 
way of life. Once you get out of your 
comfort zone, you will start to really 
figure out what makes you come alive.

One of your admonitions is “stay guided 
by your values, not your necessities.”

The reason is that values are enduring 
and necessities are transient. I like to 
say that all final decisions are made in a 
state of mind that will not last. Every “final 
decision” you make about a situation is 
eventually going to change. But once 
they’re instilled in you, values stay forever. 

Does that mean you should act on your 
gut instincts when making decisions?

The guiding mantra on this for me is 
“make the little decisions with your head 
and the big ones with your heart.” Anyone 
who knows me will say that I’m extremely 
calculating. I research every purchase 
before I make it. But when I need to be 
decisive, I’m extremely decisive. When 
it comes to major decisions, such as, 
“Is this the person I should marry” or 
“Should I leave this job,” you often have 
the answer in your heart or gut, and 
that’s what you should be following.

What’s the biggest mistake people 
make when trying to determine their 
life’s purpose?

I think the biggest mistake is assuming 
something has to be perfect to get 
started. People have this idea that if all 
the pieces aren’t in place right now, it’s 
not going to work out. They’re paralyzed 
by fear. The truth is, anything is going 
to be messy at the start. All the answers 
won’t be there. If someone said to me 
back in 2008 that I would have to raise 
more than $20 million over the next 
six years to build over 250 schools in 
seven different countries, I would have 
been frozen by the fear of how I could 
ever do that with the meager resources 
at my disposal. But I started small and 
took incremental steps forward. That’s 
what will lead you to the extraordinary 
place you hope to be years from now.

Any other advice for those trying to 
discover their personal big idea?

Try to surround yourself with those who 
make you better. I don’t think most 
people realize how strong the power 
of relativity can be. Be relentless about 
ensuring that the people in your life are 
really great and can help you grow. Then 
find a way to help them in return. g
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Tax rates Single Married filing jointly Head of household Filing separately Estates and trusts

10% $0 to $9,225 $0 to $18,450 $0 to $13,150 $0 to $9,225 —

15% $9,226 to $37,450 $18,451 to $74,900 $13,151 to $50,200 $9,226 to $37,450 $0 to $2,500

25% $37,451 to $90,750 $74,901 to $151,200 $50,201 to $129,600 $37,451 to $75,600 $2,501 to $5,900

28% $90,751 to $189,300 $151,201 to $230,450 $129,601 to $209,850 $75,601 to $115,225 $5,901 to $9,050

33% $189,301 to $411,500 $230,451 to $411,500 $209,851 to $411,500 $115,226 to $205,750 $9,051 to $12,300

35% $411,501 to $413,200 $411,501 to $464,850 $411,501 to $439,000 $205,751 to $232,425 —

39.6% $413,201+ $464,851+ $439,001+ $232,426+ $12,301+

Important tax planning dates

January 15

•   Fourth installment of 2014 estimated tax due

March 16

• Corporate tax returns due (for calendar year taxation)

April 15

• Individual income and partnership tax returns due

• Extension requests due

• Gift tax returns due

• Deadline to make 2014 IRA contribution(s)

• First installment of 2015 estimated tax due

May 15

• Deadline for non-profit organizations to file 
 information return

June 15

• Second installment of 2015 estimated tax due

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

September 15 

• Third installment of 2015 estimated tax due

• Deadline for partnership or trust income tax returns  
 (with extension)

October 15

• Deadline for individual tax returns (with extension)

• Last day to re-characterize a 2014 Roth IRA  conversion

December 31 

• Deadlines for current year gifts and Roth IRA  conversions

• Last day to take required minimum distribution (RMD)  
 if not the first RMD. The first payment can be delayed  
 until April 1 following the year you turn 70½.

Wealth planning reference guide for 2015

Tax on long-term capital gains and qualified dividends
Taxable income below 25% bracket 0%

Taxable income in 25% to 35% brackets 15%

Taxable income in 39.6% bracket 20%

Capital gains on collectibles 28%

Capital gains on unrecaptured section 1250 gains 25%

3.8% Medicare Surtax
Applied to the lesser of net investment income or excess over MAGI1:

Single $200,000

Married filing jointly $250,000

Married filing separately $125,000

Individual retirement account contribution limits
Traditional and Roth IRA contribution limits $5,500

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

Trusts, estate and gift tax
Estate, gift and generation-skipping transfer tax exclusion $5,430,000

Annual gift exclusion $14,000

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

Retirement plan limits
Defined contribution plan

Maximum elective deferral: 401(k), 403(b), Roth 401(k) $18,000

Catch up contribution for 401(k) and 403(b) (50 years of age or older) $6,000

Total maximum annual addition to defined contribution plan $53,000

Maximum elective deferral: SIMPLE 401(k) or SIMPLE IRA $12,500

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

Limit on annual contribution to SEP (or 25% income) $53,000

Maximum annual compensation considered $265,000

Defined benefit plan
Annual benefit limit under plan $210,000

Sources: IRS News Release IR-2014-99, IR-2014-104 and Rev. Proc. 2014-61; IRS Publication 509 (Cat. No. 15013X) , 590 (Cat. 
No. 15160X) and 526 (Cat. No. 15050A)

The information on this worksheet is for informational purposes only and is not intended to provide or should not be relied upon 
for legal, tax, accounting, or investment advice. Please consult a qualified tax advisor regarding your specific circumstances. 
Factual information has been taken from sources we believe to be reliable, but its accuracy, completeness, or interpretation cannot be guaranteed. Information is current as of January 1, 2015 and is subject to change 
without notice. © 2015 Capital Group Private Client Services. All rights reserved.

Net investment income:

• Such as: interest, dividends, non-qualified annuity income, passive business income and rent

• Capital gains: portfolio investments, taxable gain from sale of primary residence

3.8% Medicare surtax for trusts (lessor of):

• Undistributed net investment income for tax year

• Excess of AGI above $12,300
1MAGI (modified adjusted gross income) for the purposes of Medicare surtax: Adjusted gross income increased by the net foreign 
earned income exclusion under Code Section 911(a)(1) and 911(d)(6).
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“One of the positive structural 
outlooks for China is that 10–15 
million people will be moving into 
the cities each year going forward, 
creating a pretty meaningful 
demand-construction outlook.”

Andrew H. Dougherty, Capital Group China Affairs Specialist

“It’s important to remember that 
oil prices are highly cyclical. Sharp 
declines in the past have often been 
followed by powerful rebounds.”

Lars Reierson, Capital Group Oil Analyst

Closing quotes
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