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If there’s one question I’ve received more than any other over the past several 
months, it’s “Why should I continue to hold investments in companies based outside 
the U.S.?” After all, U.S. stocks have led the way in recent years as many international 
markets lagged. Or so it seems. In reality, much of the shortfall for U.S.-based 
investors can be attributed to translation issues related to the strong dollar. 

Whatever the cause, we humans are susceptible to what behavioral scientists call 
“recency bias,” or the tendency to extrapolate the recent past as being indicative 
of what will happen in the future. Generally speaking, once investors all agree on 
something — like the misconception that there’s no need to hold investments in non-
U.S. companies — that’s exactly the time you want to do the opposite. 

This has certainly been true so far in 2015. While the U.S. stock market, as measured 
by the S&P 500 index, has barely budged, Europe, Japan and the broader international benchmarks have all risen smartly, 
and that’s even after accounting for the impact of a strong dollar.

It’s worth reflecting on why we at Capital Group believe so strongly in diversifying one’s portfolio globally. First and 
foremost, it gives you the opportunity to hold some of the most compelling investments regardless of geographic 
headquarters. What’s more, many such holdings are multinational operations. In other words, a lot of companies based in 
Europe actually get significant revenues from outside the continent. 

In addition, due to currency fluctuations and local economic issues, returns for U.S. and international markets tend to run 
in cycles, creating an added layer of diversification. After all, in the 1980s non-U.S. markets were on a tear while the U.S. 
lagged, a trend that reversed itself the following decade.  

As we point out in this issue of Quarterly Insights, the primary culprit of recent soft returns for non-U.S. markets has 
been the impact of a strong dollar. But currency works both ways and has made overseas goods and services more 
competitive, helping to drive profits for non-U.S. companies with significant U.S. sales. Japanese exporters are particularly 
well positioned, as we explain in the article on page 10. At the same time, a strong dollar makes goods from U.S. 
companies less attractive internationally, weighing on the earnings of American-based multinational corporations. That’s 
one reason we’ve seen a shift in the markets of late favoring non-U.S. equities. It’s impossible to predict whether this trend 
will continue, but in my view remaining globally diversified has never been more important.

That said, it is essential to build portfolios company by company based on the underlying fundamentals. To that end, 
there are two interesting themes in client portfolios that you’ll read about in this issue. The first is the growing trend of 
viewing entertainment online rather than relying on established distribution outlets such as cable or satellite providers. 
The other is breakthroughs in immuno-oncology that have shown strong promise for lengthening and improving the lives 
of cancer patients. Those articles can be found on pages 6 and 8, respectively.

In terms of building one’s overall portfolio, particularly for those in the distribution phase of life, we recently introduced 
an enhanced planning process known as Goals-Based Portfolio Solutions (GPS) that we believe represents leading-
edge thinking in the wealth management industry. In essence, we work with clients to thoroughly understand their 
financial goals in order to create an appropriate recommended portfolio allocation designed to help them achieve these 
objectives. You’ll learn more about this process on page 16.

Finally, deciding when and how to talk to kids about money is always a challenge. For some thoughts on this subject, we 
turned to author Ron Lieber, whose book The Opposite of Spoiled has been climbing the best-seller lists. The interview 
with Ron begins on page 18.

Have a great spring, and we look forward to seeing you at our upcoming client luncheon series, where our speakers will 
discuss “The Biggest Mistakes Investors Make . . . and How to Avoid Them” (details on this event can be found on page 4).

With best regards,

John S. Armour 
President 
Capital Group Private Client Services

Investing with a global mindset can lead to greater long-term success

Opening Thoughts
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What a difference a few months can make. At the end 
of last year, investors were convinced that U.S. stocks 
would continue to outpace the rest of the world. But as 
so often happens when the future seems preordained, 
the opposite has occurred so far in 2015. While the 
U.S. equity market eked out only a marginal gain in 
the first quarter, European and Japanese markets 
shined. Even with a strong dollar, international stocks 
easily outdistanced those in the U.S. It’s too soon to tell 
whether this will continue, but the rally has underscored 
the importance of global diversification.

The U.S. equity market, as measured by the S&P 500 index,  
hit fresh record highs before faltering late in the quarter. The 
overall outlook for the domestic economy remains favorable. 
Job creation is running at its best pace in two decades while 
increasing household formation has supported home prices. 
However, lukewarm economic reports late in the quarter served 
as a reminder that the coast isn’t entirely clear. Worries also 
mounted that the rising dollar will crimp the earnings of U.S. 
multinational companies that do significant business abroad. 

The first quarter was dominated by advances in Europe and 
Japan, as measured by the MSCI Europe and MSCI Japan 
indices, respectively. Many overseas equity indices notched 
double-digit gains in local currency terms. Equities were lifted 
by a mix of aggressive stimulus policies, global currency swings 
and nascent signs of economic improvement. At a time when 
the U.S. is preparing to raise interest rates, Europe and Japan 

are undertaking large-scale quantitative easing (QE) programs in 
hopes of jump-starting their economies. QE has tended to boost 
equity prices, in part by driving rates so low that investors feel 
compelled to seek higher returns in the stock market. 

The rally in Europe was paced by the launch of a long-awaited 
program by the European Central Bank to purchase government 
bonds. After a series of half-measures that did little to spur the 
eurozone’s dormant economy, the ECB took its most forceful 
step with an American-style QE program. The central bank plans 
to buy more than $1 trillion in government debt through at least 
September 2016. By pushing down the cost of credit, the ECB 
hopes to prod consumers and businesses to borrow and invest. 

European stocks also benefited from signs of budding economic 
improvement. A closely watched gauge of eurozone business 
activity grew at its fastest pace in nearly four years. Employment 
improved and consumer confidence neared an eight-year high, 
thanks partly to lower oil prices. There’s no doubt that Europe still 
faces immediate challenges, including a four-month decline in 
consumer prices that has renewed concerns about deflationary 
risks. The continent also must grapple with chronic structural 
issues including notoriously inefficient labor markets in countries 
such as France and Italy. Still, investors have been heartened by 
the improving outlook.

In Asia, Japan’s central bank proceeded with its massive QE 
program. The Japanese government is shifting more of the 
assets in its main pension fund into stocks to spur risk taking. It’s 
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also prodding large companies to adopt shareholder-friendly 
policies. Equities in China moved higher despite evidence that the 
economy is slowing. The country’s growth rate declined to 7.4% 
last year. Although higher than other major countries, that was 
the slowest pace in nearly a quarter century. China’s central bank 
has cut interest rates and tried to boost lending by reducing the 
amount of reserves that commercial banks are required to hold.

The shift in global currencies is likely to benefit overseas 
companies.

The strengthening of the U.S. dollar against other currencies over 
the past year has had a powerful effect. It has dented returns 
for U.S.-based investors, whose foreign shares are worth less 
when converted to dollars. Going forward, the strong dollar is 
likely to weigh on U.S. multinationals. However, it should benefit 
international companies with significant sales in the U.S. That’s 
because dollar-based earnings are magnified when translated to 
weaker home currencies. This could bolster profits and, in turn, 
stock prices for such companies. (See the article on page 12 
for a more detailed analysis of the impact of changes in global 
currencies.)

Capital Group Private Client Services portfolio managers continue 
to find attractive investments across a range of companies, 
particularly in Europe and Japan. In general, valuations appear to 
be more attractive there than in the U.S. and many European and 
Japanese multinationals derive significant revenue from outside 
their home markets. In today’s integrated global economy, it’s 
important to focus on where companies do business rather than 
simply on where they are headquartered. For that reason, our 
portfolio team is focused on trying to select the best companies 
available regardless of where they are domiciled.

Our portfolio team sought to take advantage of the sharp decline 
in U.S. energy stocks. Holdings in large integrated oil companies, 
which have compelling dividend yields and potentially the 
financial wherewithal to ride out the current turmoil afflicting this 
industry, were increased. Some pipeline companies were also 
added. Earnings for this group tend to be more stable than for 
other segments of the energy industry, in part because of long-
term contracts with their clients. 

U.S. Corporate
High-Yield

Bonds

2.5%

U.S.
Treasuries

1.6%

Municipal
Bonds

0.8%

U.S. Investment-
Grade Bonds

1.6%

Sources: Barclays U.S. Treasury Index (U.S. Treasuries); Barclays 1–10 Year Inter-Short Municipal 
Index (Municipal Bonds); Barclays U.S. Aggregate Index (U.S. Investment-Grade Bonds); Barclays 
U.S. High Yield Index (U.S. Corporate High-Yield Bonds). Index results are presented in US$ 
unless otherwise noted.

Q1 2015 Fixed-Income Index Returns

Global Stocks

2.3%

U.S. Stocks

1.0%
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4.9%

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

Q1 2015 Stock Market Returns

The rally in Europe was 
paced by the launch of 
a long-awaited program 
by the European Central 
Bank to purchase 
government bonds. 
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In the financial sector, our portfolio team found value in 
various areas, including asset managers, insurers, regional 
banks, rating companies and credit-card issuers. Many are 
well positioned to benefit from a rise in interest rates, but tend 
to be less exposed to regulatory uncertainty shadowing the 
broader banking industry. Several of these holdings also have 
attractive dividend yields.

Bonds have continued to shine.

As for the fixed-income markets, U.S. Treasury bonds rallied 
in the first quarter despite the specter of potential rate 
hikes. Yields on Treasury bonds eased late in the quarter as 
economic data softened. Yields have also been held down 
by a rush into U.S. securities by overseas investors fleeing 
painfully low rates abroad. For the first time in history, about 
40% of short-term European sovereign bonds have negative 
yields.

Fixed-income managers have taken a number of steps in an 
effort to insulate client portfolios from an uptick in rates once 
the Fed begins to act. They have moved to shorten durations 
(a measure of the sensitivity to shifts in interest rates). They’ve 
also structured portfolios to benefit from an expected 
flattening of the yield curve. This will occur if short-term 
interest rates rise by a greater degree than longer-term rates. 

Our team has focused on areas of the bond market that are 
likely to fare relatively well in a rising-rate climate. Among 
taxable bonds, for example, managers have purchased 
securities backed by assets such as credit cards and auto 
loans. These securities should benefit as an improving 
economy bolsters consumers’ ability to repay their debts. 

We have sought to take advantage of buying opportunities as 
they have emerged amid fluctuating volatility. On the taxable 
side, positions have been increased in three- and five-year 
Treasuries. Such securities are expected to rise in value if the 
Fed continues to lower its projections for economic growth, 
inflation and monetary policy. In the municipal space, client 
portfolios have benefited from the attractive yields available 
on some lower-quality bonds. As always, portfolio managers 
work closely with Capital Group analysts to uncover securities 
that blend compelling investment value with superior credit-
worthiness.  g

We have sought to take advantage 
of buying opportunities as they have 
emerged amid fluctuating volatility in 
both stocks and bonds.
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How do you view the stock market 
at the moment, and are you finding 
good investment opportunities?

The Federal Reserve has been very 
accommodative and I think it will 
remain that way. Even though the Fed 
is likely to move rates a bit higher, 
policymakers are quite concerned about 
maintaining economic momentum. 
That should be positive for the markets. 
I also think that central banks globally 
are much more cooperative and 
coordinated than they’ve ever been.

That said, there are certainly things I’m 
keeping an eye on. One is valuations. 
After a six-year bull run, the market is more 
expensive than it was. But it’s important to 
point out that we don’t buy markets. We 
buy individual companies to hold in client 
portfolios. For example, some sectors — 
utilities, telecoms and consumer staples — 
are selling at somewhat lofty valuations with 
relatively pedestrian earnings prospects. 
They are not compelling to me. Investors 
have purchased these stocks for their 
comparatively high yields and perceived 
safety. But they might not be as safe as 
people hope.

Conversely, there are a number of 
companies with sound business models 
and reasonable earnings outlooks that 

offer the prospect of good returns. So while 
many companies are less attractively valued 
than they were, that doesn’t mean they’re 
expensive. The key is to be selective. There 
are a number of companies I hold in my 
portion of the portfolio that I think will do 
quite well over the next two or three years.

Are there certain investment themes 
that you’re especially excited about?

I have a reasonable representation 
in technology, including component 
suppliers. I really like both the analog 
and the programmable logic device 
semiconductor business models. 
Companies in this space make chips 
for specific applications. They are much 
less capital-intensive than generalized 
memory-chip makers and generate strong 
cash flows. Many of them have embarked 
on aggressive programs to return much 
of the free cash to shareholders.

In fact, the ability to throw off steady cash 
flow is a general investing theme of mine. 
It gives companies the option to make 
acquisitions and investments, pay dividends 
and return cash to shareholders. We’ve 
gone through something of a capital 
spending lull going back to the late 1990s, 
when there was a binge. Companies 
are very reluctant to invest capital unless 
the project is one of high certainty. As a 

result, balance sheets are in great shape, 
generally, and cash generation is close to 
all-time highs. Of course, how companies 
use that cash is very important to me. 

You have invested in a number of 
health care companies. What attracts 
you to this sector?

We’re clearly going through a tectonic 
shift in health care. The front edge of 
the baby boom generation turned 65 
in 2011, and there is a close correlation 
between age and consumption of health 
care goods and services. There are a 
number of ways to invest in this sector. 
Companies in the pharmaceutical and 
biotechnology fields are producing new 
medicines that could meaningfully lengthen 
and improve our lives. Medical-device 
manufacturers have created products to 
help us live better. Progress throughout 
the health care industry has led us to the 
point where major diseases have been 
cured or are on the cusp of being cured. 

You will be speaking at our upcoming 
client luncheons. What will you be 
discussing?

I am going to address some of the 
common mistakes that investors make. 
I’m in the middle of my fourth decade of 
professional investing, and I’ve seen an 
awful lot of them. I’ve made many myself. 
It’s very important to avoid these pitfalls 
because they can, and likely will, damage 
your long-term investment results.

One mistake is having a short-term 
mentality. Investors have become too 
focused on how they’ve done in relation 
to a market benchmark over a given 
quarter or year. That’s unfortunate because 
it encourages the sort of thinking that 
can undermine long-run success. It can 
cause people to become impatient or 
chase performance. I think it’s critical for 
investors to identify their long-term personal 
objectives and structure their portfolios 
in a way that gives them the greatest 
likelihood of achieving those goals.  g
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Ted Samuels is a global equity 
portfolio manager at Capital Group 
Private Client Services, based 
in our Los Angeles office. In this 
interview, he discusses the current 
market environment and how he 
has positioned his portion of client 
portfolios. Ted also provides an 
overview of the presentation he 
will be giving as part of our spring 
client luncheon series. 
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A significant transformation is taking place in the way in which people 
watch television. The traditional pay-TV model, in which households get 
their programming largely from cable or satellite operators, is yielding 
to a new world of on-demand entertainment over the Internet. A host 
of web-based services are emerging to give viewers more options 
than ever for how they access and pay for content. I believe that the 
consumption of entertainment will be vastly different in five to 10 years 
as consumers increasingly move toward these on-demand sources.

Analyst Perspectives

By Jim Kang
Capital Group Equity Analyst

Jim is an equity analyst with research 
responsibility for advertising, casinos 
and gaming, newspapers and 
broadcasting companies. Based 
in Los Angeles, he has 27 years of 
investment experience and has been 
with Capital Group since 1988.

Content providers are likely to 
prosper as TV viewing shifts 
toward the Internet
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This shift will have important 
consequences for the entertainment 
industry. In particular, I believe it bodes 
well for those that can create strong 
content. Such companies will have more 
outlets for their programming and greater 
negotiating leverage with cable providers 
and other distributors. The need for 
original programming should only grow 
as Internet-based services such as Netflix, 
Hulu and Amazon Prime seek to expand 
their customer bases and differentiate 
themselves in the marketplace. In other 
words, content is king. I expect that 
content will only gain in importance as 
the entertainment landscape continues 
shifting to a new framework.

As an analyst who has followed the 
entertainment industry for many years, 
I am paying close attention to the 
investment opportunities presented by 
this new environment. Even though the 
overall prospects for content providers are 
encouraging, I believe it takes a keen and 
experienced eye to sort potential winners 
from losers. For companies to succeed, 
they must prove that they are both willing 
and able to navigate uncharted territory. 
There are relatively few “pure play” content 
providers. Instead, many companies own 
both content and distribution. Branching 
into streaming services over the Internet 
may threaten some long-time business 
models, at least initially. But companies 
with a clear vision and the ability to 
adjust to this new reality should produce 
superior returns for investors over time.

Shifting demographics and consumer 
tastes are driving on-demand services.

This move to an on-demand world is being 
paced by a mix of changing technology, 
demographics and consumer tastes. 
For two decades, content creators and 
pay-TV providers had a mutual interest in 
preserving the conventional distribution 
model, in which households pay $100 
or more monthly for cable or satellite 
service. However, the proliferation 
of Internet options, combined with 
dissatisfaction over rising pay-TV fees, 
has prompted consumers to look for 

alternatives. Other factors are feeding 
the migration to the Internet, including a 
sharp increase in the number of people 
watching shows on their smartphones 
and the popularity of YouTube.

Changes in the entertainment industry 
don’t necessarily signal the demise of 
cable and satellite companies. There 
is still notable demand for traditional 
pay-TV services. Many consumers would 
rather subscribe to a single provider than 
piece together shows from a variety of 
services. Just as radio adjusted to a world 
of TV, cable companies are adapting 
to the shifting landscape. For example, 
to offset concerns about the pricing 
of huge channel “bundles,” some are 
beginning to experiment with smaller 
and less expensive channel packages. 

Far more important, cable companies 
are benefiting significantly from robust 
demand for high-speed Internet service. 
As consumers migrate to web-based 
programming, the need for broadband 
connections provided by cable operators 
is moving in lockstep. My colleague Brant 
Thompson discussed this topic in the 
Spring 2014 issue of Quarterly Insights.

Nevertheless, encroachment from 
digital rivals has forced cable and 
satellite companies to roll out their own 
streaming services over the Internet. 
Pay-TV providers are trying to dissuade 
subscribers from cutting the cord, 
dropping their services in favor of 
less expensive online options. To that 
end, they’ve pushed the idea of “TV 
Everywhere,” which allows subscribers 
to access content on computers, 
tablets and smartphones. That’s been 
successful, though it’s more of a stopgap 
measure than a genuine innovation. 

Content providers are beginning to 
offer services directly to consumers.

The most dramatic development has 
come from content providers. In moves 
that would have been unthinkable just 
a few years ago, they are starting to 
bypass cable and satellite companies 
in favor of selling directly to consumers 

over the Internet. HBO, for example, 
garnered significant attention with its 
rollout of a stand-alone streaming service. 
Showtime, another premium channel, 
plans a similar initiative. CBS has begun 
offering a streaming service made up of 
current and past programs. These types 
of offerings can lure customers who don’t 
subscribe to cable. More importantly, the 
new services establish a foothold in the 
digital marketplace that can be leveraged 
as on-demand grows in popularity.

Demand for content is also being driven 
by international growth. Entertainment 
is a highly exportable product, and the 
opportunity for expansion overseas is 
greater than in the U.S. The increase in 
broadband availability around the world 
is making it easier for programmers to 
deliver their services internationally. 
Though the threat of piracy is always a 
concern, there is a significant appetite 
among foreign audiences for American 
programming. International sales have 
been a consistent source of growth in 
recent years, and I expect that to continue, 
especially as markets continue opening up 
in China and other emerging economies.

As with any industry undergoing rapid 
change, it’s unclear how the new paradigm 
will shake out. However, I believe that 
in coming years most viewing will be 
done on new platforms. In a sign of the 
changing landscape, live TV viewership is 
falling. Content companies face various 
challenges as the new framework evolves, 
including uncertainty about licensing 
revenue and upward pressure on 
production costs. But companies that are 
able to create sought-after programming 
across multiple platforms and devices 
will be in a strong position to prosper.  g

For companies to 
succeed, they must prove 
that they are both willing 
and able to navigate 
uncharted territory.
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For decades, medical researchers have 
struggled to find better ways to fight 
cancer. Despite progress in some areas, 
cancer treatments on the whole have 
continued to revolve around surgery, 
chemotherapy and radiation. But those 
therapies have many shortcomings, 
starting with the fact that they all too often 
are unsuccessful. Even if they repel a 
cancer in the near-term, the benefits can 
be short lived with malignancies returning, 
often in a more virulent form. Beyond 
that, traditional treatments are frequently 
painful and debilitating, severely impairing 
a patient’s quality of life. 

Now, biopharmaceutical companies 
are making dramatic advances in an 
emerging area of research known as 
immuno-oncology. This marks a significant 
milestone in the battle against cancer. 
As the name implies, immuno-oncology 
marshals the human body’s own immune 
system to fight cancer. In many cases, 

immunotherapy is vastly preferable to 
conventional treatments. Survival rates 
are higher in several tumor types, and 
these medications have the potential to 
significantly extend lives. Treatments also 
can be deployed against a wide array 
of cancers. I believe immuno-oncology 
holds enormous promise for patients and 
significant opportunities for investors. 

Many biopharmaceutical companies are 
working on immune-based treatments 
in the multi-billion-dollar cancer market. 
Two immuno-oncology drugs have been 
approved by the U.S. Food and Drug 
Administration, and clinical trials of several 
other medications have shown very 
positive results. I am focusing on two drug 
groups that have the greatest potential to 
make an immediate impact: checkpoint 
inhibitors and CAR T-cells. In my research, 
I have spoken extensively with doctors, 
academic researchers and other medical 
experts to identify companies that are at 

Immuno-oncology holds 
great promise for both 
investors and patients.
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Capital Group Equity Analyst

Skye is an equity analyst covering the 
biopharmaceutical industry. Based 
in Los Angeles, she has 16 years of 
investment experience and has been 
with Capital Group for seven years.



the forefront of the field. I believe these 
companies have the potential to benefit 
client portfolios in coming years as 
immune-based approaches are steadily 
embraced by oncologists. In addition to 
immunotherapy, I am also tracking other 
promising oncology treatments, including 
new medicines in cellular metabolism. 
Some of these medications have potential 
applicability for other diseases. Overall, I 
believe that there are multi-billion-dollar 
sales opportunities for companies that can 
deliver transformative drugs.

Conventional cancer therapy has many 
limitations.

The attraction of immunotherapy stems 
partly from the limitations of conventional 
treatments, which can prolong patients’ 
lives in the short term but have uneven 
longer-term success rates. In some ways, 
cancer research has not kept pace with 
innovations in other areas of society. Many 
current therapies are neither efficient nor 
effective. Of the nearly $50 billion spent on 
cancer treatment each year, it’s estimated 
that about three-quarters of that provides 

no benefit. A common problem is that 
cancer cells, which are highly adaptable 
and mutate quickly, develop resistance 
to conventional treatments. That leaves 
doctors with diminishing alternatives and 
patients with dwindling hope. Also, current 
approaches are often too broad in scope 
and indiscriminate in what they target. 
Chemotherapy, for example, poisons 
healthy cells as well as malignant ones. 

Researchers have worked for decades to 
determine why the immune system can’t 
rebuff cancer the way it does other 
illnesses. They have long known that the 
immune system tries to mount a fight, 
but scientists were stumped as to how 
malignant cells could circumvent the 
immune response. That has changed in 
recent years as researchers have made 
notable strides in understanding how 
the process works.

When malignant cells form into a 
cancerous tumor, the immune system 
dispatches T-cells. They attack the 
tumor and send chemical signals to 
other parts of the immune system 
to join the effort. Researchers have 
discovered that the chemical signals 
tell the malignant cells to produce 
something that neutralizes T-cells. In other 
words, they tell tumor cells to sheathe 
themselves in a protective covering 
that allows them to hide from T-cells. 

To overcome that, biopharmaceutical 
companies have developed checkpoint 
inhibitors that prevent tumors from 
counteracting T-cells. The current wave 
of medications focuses on inhibiting 
proteins known as PD-1 and PD-L1. With 
tumors shorn of their defense, T-cells 
can attack far more effectively. The 
FDA has already approved two drugs 
based on this mechanism of action.

Another promising area of research 
involves a related therapy known as 
CAR T-cells. This is a process in which 
T-cells are extracted from the patient 
and re-engineered to increase their 
potency. The cells, which are effectively 
retrained to recognize and destroy 
cancer, are then introduced back into 
the patient. I think of them as the Navy 
SEALs of immuno-oncology; they are 
highly trained in their targeting of a 
specific malignancy. The development of 

CAR T-cells is not as far along as that of 
checkpoint inhibitors. CAR T-cell research 
still must overcome the risk that the re-
engineered cells become so powerful 
that they overwhelm the immune system. 
Still, CAR T-cells have great promise.

Much work is yet to be done, but early 
results are promising.

As with any emerging medical treatment, 
there are still many unknowns with 
immuno-oncology. Nothing is a panacea,  
and no single medication will be effective 
in every case. It’s likely that treatments 
will involve multiple drugs working in 
tandem. It will take time for researchers to 
determine the optimal drug combinations 
for specific cancers. Questions about side 
effects and the pricing of the medications 
must be resolved. It’s also important to 
point out that supposed breakthroughs 
have sparked enthusiasm in the past only 
to later fall short of expectations. 

Nevertheless, immunotherapy has the 
potential to radically change the way we 
think of cancer treatment. I believe that 
we are in a golden age of research and 
development in the biopharmaceutical 
industry. Cutting-edge discoveries are 
being made in a number of areas, and 
immuno-oncology is one of the most 
promising. It has the potential to extend 
patient lives by many years – in effect, 
coming as close as science has ever 
been to finding a “cure” for cancer. In 
the next few years, I expect a number of 
companies to introduce immune-based 
medications. After that, attention will turn 
to determining which drug combinations 
are the most effective against specific 
cancers. That will be an essential step in 
boosting long-term survival rates. g

Immunotherapy is 
vastly preferable 
to conventional 
treatments. Survival 
rates are higher in 
several tumor types 
and these medications 
have the potential 
to significantly 
extend lives.
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Prime Minister Shinzo Abe came into 
office two years ago with a bold plan 
to reinvigorate Japan’s struggling 
economy. He undertook aggressive 
stimulus measures and structural 
reforms to combat weak consumer 
confidence, stagnant wages and chronic 
deflationary pressures. A key goal of 
what has been dubbed Abenomics 
was to break a years-long aversion 
to spending and risk-taking among 
consumers and businesses. Though 
the government’s efforts are far from 
complete, signs of progress have begun 
to emerge, including rising corporate 
profits and improved job growth.

Lately, Abenomics has encountered 
significant headwinds, including a brief 
recession last year. The economic strains 
aren’t surprising, given the challenge of 
reversing a deflationary mindset that has 
taken hold in Japan over the past 15 years. 
However, I believe the outlook is more 
encouraging than it might seem. First, 
Abenomics has brought about important 

structural changes — primarily in the area 
of corporate governance — that bode well 
for the future. Second, just as the Federal 
Reserve is ending its quantitative easing 
program in the U.S., the Bank of Japan 
(BOJ) and the government are ramping 
up stimulus measures that should help the 
country emerge from its lengthy malaise.

It’s also important to point out that, despite 
setbacks in the domestic economy, many 
Japanese companies, especially those 
with sizable export-oriented operations, 
have prospered. Careful on-the-ground 
research by Capital Group analysts has 
identified a number of companies with 
proprietary technologies in leading-edge 
industries such as factory automation 
and robotics. Many of these companies 
are globally oriented and derive a large 
portion of their revenue outside Japan. 
For example, there is significant demand 
for factory automation in China. 

The push for improved corporate 
governance is one of the biggest changes 
to come from Abenomics. For years, 

shareholder rights in Japan lagged behind 
even those of the emerging markets, and 
past attempts at reform went nowhere. 
Abe has championed governance as a 
central element of his growth strategy 
because he believes companies have 
scared off investors by hoarding cash and 
producing low returns on equity (ROE). 
In meetings with Capital Group analysts, 
government officials and many corporate 
managements have pledged their 
commitment to boost ROE.

The government has introduced a 
stewardship code that encourages 
institutional investors to speak out about 
deficiencies in shareholder policies. The 
government is also drafting a first-ever 
corporate governance code to urge 
companies to increase the independence 
of their boards. Though voluntary, this 
code would nonetheless carry weight 
because companies that do not comply 
would be required to provide an 
explanation. Partly because of this, the 
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share of blue-chip companies with outside 
directors rose above 74% in 2014, more 
than double the level of a decade earlier.

Meanwhile, the Tokyo Stock Exchange 
has launched a new market index — the 
JPX-Nikkei Index 400 — made up of the 
most profitable and investor-friendly 
companies. The none-too-subtle 
message is that companies must improve 
governance if they want to be counted 
among the country’s elite and have the 
greatest appeal to investors. Such reforms 
are having the desired effect of pressuring 
Japanese companies to increase dividends 
and share repurchases. Not surprisingly, 
combined buybacks and dividends 
approached record highs in 2014. 

As for Japan’s domestic economy, the 
picture is less bright. The world’s third-
largest economy briefly slipped into 
recession in the middle of last year. Much 
of the decline, however, was caused by 
an ill-timed sales tax hike a year ago that 
spurred consumers to front-load their 
purchases before the new taxes took 
effect. The tax also prompted companies 
to reduce inventories in anticipation of 
lower consumer demand. Economic 
growth resumed in the fourth quarter 
as exports rose. However, the 2.2% 
annualized GDP growth rate was lower 
than expected.

A sales tax increase from 5% to 8% was 
intended to chip away at the government’s 
huge debt, which, at more than twice the 
size of the economy, is the highest in the 
developed world. But the disappointing 
GDP caused Abe to postpone a further 
sales tax increase to 10% that had been 
set to take effect this coming October. 
The second hike was pushed back to April 
2017, removing a near-term financial and 
psychological impediment. 

The BOJ and the government have 
unveiled dramatic new steps that are likely 
to spur growth. The central bank surprised 

the financial markets by announcing an 
increase in the size of its already enormous 
stimulus program. Besides pumping 
trillions more yen into the economy, 
the BOJ is buying longer-dated, less 
liquid and riskier assets. That is being 
augmented by a companion effort at the 
Government Pension Investment Fund. 
The fund announced that it is changing 
its strategic asset allocation toward risk 
assets such as Japanese stocks, as well as 
foreign equity and bonds. Other Japanese 
pension funds are likely to follow, 
providing a boost to the equity market. 
The government is expected to provide 
additional stimulus measures of its own.

The stimulus campaign is likely to exert 
further downward pressure on the yen, 
which is at a multi-year low against the 
dollar. That would boost the profits of 
large exporters. A silver lining in Japan’s 
long-standing woes is that exporters and 
domestic manufacturers have become 
more efficient. Reduced operating 
costs allow goods to be priced more 
competitively against global rivals. As a 

result, the average prices of big-ticket 
items made in Japan are actually lower 
than those of Chinese imports.

Certainly, Japan still faces many obstacles. 
The corporate governance reforms 
must prove to be more than lip service. 
The national debt remains high, and 
the country’s aging population could 
be a drag on the economy. Finally, the 
government’s ultimate goal — to create a 
consumer-driven culture in which rising 
corporate earnings lead to higher wages 
and more investment — is far from a reality.

Nevertheless, I believe there are 
compelling investment opportunities 
among select Japanese companies. For 
instance, despite higher valuations, the 
long-term outlook remains favorable for 
automation and robotics companies. 
Growing automobile and aircraft demand 
bodes well for engine manufacturers and 
component makers. And an improving 
economy would help large banks if loan 
growth picks up and profit margins rise. g

Capital Group analysts 
have identified many 
companies with strong 
prospects in leading 
industries, such as factory 
automation and robotics.
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Anyone who has traveled to Europe or Asia recently has experienced 
the powerful shift in global currencies firsthand. A surge in the value of 
the dollar has effectively lowered the cost of everything from a box of 
chocolates in Paris to a hotel room in Tokyo. Beyond international tourism, 
the dollar’s rally against most foreign currencies over the past year has had 
a broad impact on the global economy and financial markets. In the short 
run, the effects have been mixed as some areas of the financial world have 
gotten a lift while others have come under pressure. The long-term outlook 
is more encouraging, with currency movements potentially spurring 
economic growth and stock valuations outside the U.S.

Swings in currencies are common, but they usually don’t occur as rapidly as they have 
of late. For instance, the exchange rate in mid-December was around $1.25-to-one 
euro. It’s now about $1.07-to-one, nearing a once-unlikely 1-to-1 parity. The dollar has 
been driven up by the increasing strength of the U.S. economy and an expectation that 
interest rates will rise here as they decline overseas. Europe and Japan are trying to 
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combat anemic economic growth with 
rate cuts and large-scale purchases of 
government bonds. The U.S., by contrast, 
is expanding at its healthiest clip in several 
years. The Federal Reserve ended its 
quantitative easing (QE) program last year 
and has signaled that it will soon begin 
raising short-term rates. The potential 
to earn higher returns in the U.S. has 
caused investors to flood into the dollar.

“The rise in the dollar reflects the positive 
economic story in the U.S.,” says Capital 
Group economist Anne Vandenabeele. 
“The U.S. has stronger economic 
fundamentals, and yields here are more 
attractive than in most of the rest of 
the world.”

Global diversification remains the 
best long-term strategy.

A jump in the dollar has created a 
headwind for U.S. investors who own 
shares of foreign companies, because 
investment returns earned overseas are 
negatively impacted when converted into 
dollars. This translation effect weighed 
heavily in the first quarter. The launch 
of QE by the European Central Bank, 
coupled with nascent signs of economic 
improvement, caused many European 
markets to soar. The MSCI EAFE Index 
jumped more than 18% in euros, but it 
was only up 5% in dollars. Over the past 
year, the index gained 28% in euro terms, 
but actually fell slightly in dollar terms.

Despite the short-term struggles of 
non-U.S. stocks, global diversification 
is as important as ever, says Jan Inscho, 
research portfolio coordinator for Capital 
Group Private Client Services. The 
potential for economic improvement 
in Europe and Japan, coupled with 
reasonable stock valuations, has created 
long-term investment opportunities. 
Beyond that, geographic outperformance 
has often run in lengthy cycles. U.S. stocks 
have outpaced non-U.S. shares in five 
of the past seven years, as measured by 
the S&P 500 and MSCI EAFE indices. 

“We’ve been in a recovery period 
the last six years, and the U.S. equity 
market has appreciated significantly,” 

Inscho says. “But as we look around 
the world today, we see growing 
evidence of positive developments in 
Japan and throughout in Europe.”

It’s also important to recognize that many 
companies do not rely on their home 
countries for the bulk of their sales or 
earnings. Our portfolio managers pay 
close attention to where companies 
derive their revenue. For that reason, even 
though 60% of the companies in a typical 
non-U.S. portfolio are based in Europe, 
only 30% of their sales come from the 
continent. In many cases, these companies 
do substantial business in the U.S. 

The surge in the dollar could weigh on 
U.S. multinationals.

As with all currency swings, the rise in the 
dollar is having varied effects around the 
world. In some ways, it’s benefiting the U.S. 
A vibrant dollar increases the purchasing 
power of American consumers and 
businesses that buy imported goods. That 
may serve to restrain domestic inflation. 
Also, money flows from overseas investors 
can push up U.S. stocks and bonds, 
helping to keep a lid on interest rates.

However, the gain in the dollar poses a 
stiff challenge to U.S. multinationals with 
significant overseas sales. The robust 
dollar effectively raises the cost of their 
products to overseas customers and could 
reduce demand for U.S.-made goods 
and services. Though exports make up 
only about 14% of GDP, they have been 
a bright spot for the U.S. economy. 

Federal Reserve chair Janet Yellen 
cited the threat to exporters in March, 
when the central bank indicated that it 

might move more slowly than expected 
to raise interest rates. U.S. companies 
also face the translation effect, as 
their earnings in foreign currencies 
are worth less in dollar terms. 

Potential economic damage to the U.S. 
will probably be moderate as lower import 
prices partly offset the strain on exporters, 
Vandenabeele says. However, large U.S. 
companies with significant exposure to 
overseas markets will be affected much 
more than the overall U.S. economy. A 
bit more than half of pre-tax operating 
earnings for S&P 500 companies come 
from overseas, compared with less than 
20% for the U.S. economy as a whole. 

Weak currencies could spur economic 
growth overseas.

The outlook is much the opposite for 
non-U.S. companies, which stand to 
benefit from increased competitiveness 
and heightened earnings prospects. 
Their cheaper currencies are likely to 
spur demand from American buyers 
for a variety of goods. This translation 
effect works to the advantage of 
European and Japanese companies that 
sell in the U.S. Their bottom lines get 
a lift when dollar-based earnings are 
converted to their home currencies.

There are other potential advantages. The 
favorable exchange rate gives non-U.S. 
companies leeway to reduce prices to gain 
market share in the U.S. without denting 
their profit margins. Tourism will get an 
added boost. Also, weaker currencies 
could help to raise the disturbingly 
low inflation in Europe and Japan.

Despite the short-term consequences 
for U.S. exporters, any additional 
support for the long-awaited economic 
recoveries in Europe and Japan would 
be a positive for the global economy 
and for investors in the long run. The 
shift in currencies won’t be a panacea 
for those economies, which are dealing 
with deeply ingrained structural issues. 
However, the combination of stimulus 
efforts and currency trends could provide 
a tailwind for non-U.S. stocks.  g

“The U.S. has stronger 
economic fundamentals, 
and yields here are more 
attractive than in most of 
the rest of the world.”
Anne Vandenabeele 
Capital Group Economist
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The size and scope of the bond market 
have grown dramatically in recent years. 
Driven by the rising need for credit among 
governments and companies, and the 
steady growth in demand from investors, 
the U.S. fixed-income market has nearly 
doubled in size over the last dozen years. 
As the marketplace has expanded, the 
process of constructing bond portfolios 
has become increasingly complex. That’s 
because of the enormous number of 
issuers and securities, as well as the 
intricate nature of the bond market itself. 
More than ever, extensive knowledge and 
experience are needed to uncover the 
most-promising investment opportunities.

Capital Group fixed-income analysts 
conduct detailed research to identify 
securities that can benefit from shifting 
economic and market conditions. That 
means finding bonds with excess yield 
or other attractive characteristics, such 
as improving credit quality. Discovering 
these opportunities is especially important 
at a time when interest rates are expected 

to rise. The ability to manage duration 
(which measures the sensitivity of a 
portfolio to changes in interest rates) 
and make adjustments along the yield 
curve will be critical to maximizing 
returns in a shifting rate environment. 

Beyond research, constructing superior 
bond portfolios also requires deep 
experience and knowledge in trading. 
Buying and selling fixed-income securities 
at the right price plays a crucial role in 
investment performance. However, as 
you’ll see below, the inherent complexity 
of the bond market can make it difficult 
to accomplish this. Capital Group’s 
fixed-income team includes nearly 
two dozen traders who specialize 
in navigating these challenges.

The sheer number of bonds can make 
the investment process complex.

To understand the unique nature of 
the fixed-income market, consider the 
very different ways in which stocks and 
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bonds are traded. Every public company 
issues only one common stock. Some 
large companies may have a handful of 
share classes or preferred shares, but 
those are not substitutes for the common 
stock. At most, an equity investor seeking 
exposure to a particular company has a 
small selection from which to choose.

By contrast, the typical large company has 
dozens of bonds outstanding. Municipal 
governments can easily have hundreds. 
While there are roughly 5,000 U.S. stocks, 
there are about 2 million municipal 
securities issued by 100,000 entities. 
The state of California alone has nearly 
2,000 different issues. These securities 
have varying maturities, coupon rates 
and other features. Our research team 
assesses each of those characteristics 
based on both the merits of the security 
and how it would fit in an overall portfolio.

Beyond that is the critical issue of 
liquidity. This refers to the ability to 
readily buy or sell a large amount of a 
security without affecting its price. Some 
issues are more liquid than others. For 
example, Treasuries and agency-backed 
mortgage bonds tend to be extremely 
liquid. The same is true for highly rated 
state general obligation (GO) bonds. 

Not surprisingly, client portfolios often 
have significant exposure to less liquid 
securities because they may offer greater 
yield or upside potential (along with 
greater risk). Piecing together these 

portfolios can be time-consuming. 
When we want to purchase such a bond, 
the fixed-income trading desk has to 
seek out investors who own that exact 
security and are willing to part with it. 
The reverse is true when we sell. We 
have to identify a counterparty who 
wants to buy that particular bond. 

This dynamic is particularly pronounced 
in the municipal market. The majority of 
these securities are held by individual 
investors who are drawn to their safety and 
tax benefits. Many such “retail” investors 
simply hold their securities to maturity, 
meaning that a fair number of municipal 
bonds never change hands after their 
initial issuance. The securities of a given 
issuer may not trade for weeks at a time.

It’s critical to buy and sell at the best 
possible price.

Another important factor is pricing. With 
most equities, each stock has a clearly 
marked price that is widely posted for 
all to see. That is not always the case 
in the bond market, especially for less 
liquid securities. Even when prices are 
quoted, it sometimes isn’t possible to 
get that exact price. The bottom line is 
that successful bond trading requires 
finesse and negotiating skill. Fixed-income 
professionals tend to have a big advantage 
over retail investors in understanding 
what constitutes a fair price and in 
completing transactions for that amount.

Pricing issues vary according to the 
security type. For highly liquid Treasury 
bonds, there is a relatively narrow “spread” 
between the prices at which securities 
can be bought and sold. That means we 
can buy a security and sell it rather easily 
if we need to. With municipals, even 
relatively liquid issues, the opposite is 
true. They typically carry a wider spread 
and it’s impractical to acquire securities 
that we plan to sell within a short period.

Given the intricacies of the bond 
market and the exacting standards we 
have for selecting investments, it’s not 
surprising that it takes time to assemble 
a client portfolio. From the day that a 
new account is funded, it can take two 
months or more to fully invest a separately 
managed fixed-income portfolio.

Strong liquidity in the Treasury market 
allows us to invest that portion of a 
portfolio fairly quickly. In the municipal 
portion of a client’s portfolio, about half of 
the bonds we acquire are relatively liquid. 
Even so, it typically takes several additional 
weeks to build desired positions. It can 
require another three to four weeks to 
piece together the less liquid securities 
that will round out the municipal portion 
during normal market conditions. 

This attention to detail will be especially 
vital once interest rates begin to edge 
up. Capital Group’s vast fixed-income 
research and trading experience 
should help us to effectively manage 
risks and benefit from opportunities 
arising from ongoing volatility.  g

The supply of municipal bonds far exceeds the number of U.S. stocks

5,000
U.S. stocks

100,000
Municipal bond issuers

2 million
Municipal securities

Source: Citibank Municipal Research. Numbers are rounded to the nearest 1,000. 

Quarterly Insights      Spring 2015      15

Capital Group Fixed-Income Analyst Courtney 
Koester seen on a recent research visit. 



What financial goals do you want to 
accomplish in life, and do you have 
enough assets to achieve them? Those 
are key questions for clients in or near 
the distribution phase of life. After all, 
they need to generate the appropriate 
level of income and growth in order to 
turn their objectives into reality. Plus, 
they must be sure not to subject their 
assets to more risk than they can afford. 

Defining each goal and its importance 
is a crucial first step. For instance, in 
addition to meeting normal living 
expenses, are you planning a major 

vacation, the purchase of a second 
home, gifting to family members or 
leaving a legacy to your alma mater?

With the answers to these questions in 
hand, we can work with clients to develop 
an appropriate overall asset allocation 
designed to meet these objectives. It’s 
what we refer to as our Goals-Based 
Portfolio Solutions process, or GPS for 
short. This enhanced analysis augments 
our traditional wealth planning work by 
customizing portfolio recommendations to 
address the totality of one’s financial goals.

GPS was built around extensive academic 
research in the area of behavioral finance. 
Studies show that investors often let 
emotions cloud their decision making, 
leading to portfolios based on rules of 
thumb that may not be appropriate given 
the circumstances. For instance, one bit 
of common wisdom pegs the portion 
of equities to hold in retirement at a 
percentage equal to 100 minus your age. 
But depending on one’s level of assets, 
goals and time horizon, that might be too 
risky or even overly conservative. GPS 
also considers the fact that individuals 
often mentally compartmentalize their 
portfolios into different buckets, each 
attached to unique goals and objectives, 
often with different attitudes toward risk. 
(For example, people are generally willing 
to take on a lot more risk with money they 
don’t need to meet critical expenses.) 

By structuring one’s portfolio allocation 
around specific goals, you can potentially 
minimize the chance of achieving an 
unfavorable outcome. GPS is modeled 
on the same basic framework adopted 
by pension funds around the world, 
which need sufficient assets to meet their 
financial obligations over many years.

GPS helps to define the goals that are 
most important to you.

To begin the GPS process, our Investment 
Counselors work with clients to identify 
major goals and their level of importance 
on both a relative and absolute basis. 
Each goal is classified into one of three 
categories: Essentials, Enhancers or 
Endowments. Essentials are absolute 
necessities, such as annual living expenses 
and medical care. Enhancers are those 
things you’d like to have, but could 
technically do without, such as a vacation 
home. Endowments are aspirational items 
and frequently involve leaving a lump sum 
to charity or an inheritance for children. 
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Figure 1

If the GPS analysis reveals there are insufficient resources to meet every goal, 
one must make needed adjustments or scale back expectations.
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Each category is then assigned a specific 
investment confidence level representing 
the statistical likelihood of meeting the goal 
based on a simulation modeling thousands 
of potential market outcomes. Essentials 
are assigned a 90% level of confidence, 
Enhancers 75% and Endowments 50%. 

To achieve a 90% confidence level, it’s 
necessary to minimize the threat of an 
untimely market downturn jeopardizing 
your goal. Thus we would recommend 
a more conservative allocation. A 50% 
confidence level over the same time frame, 
by contrast, suggests that you can take on 
greater market risk in the pursuit of higher 
returns. By definition, it also means you’re 
willing to accept the possibility of falling 
short of reaching your specific target. 

The resulting analysis compares the 
amount of assets and resources at your 
disposal with what you need in order 
to reach your goals. It may be there are 
insufficient resources to fund your entire 
wish list. If so, an Investment Counselor 
can help you to reprioritize your goals or 
come up with alternatives. Options include 
scaling back or eliminating goals, changing 
the asset allocation or delaying goals. 
GPS can even help you think about the 
appropriate retirement age for meeting 
your desired objectives. It can gauge, for 
example, whether staying on the job for an 
additional two years might improve your 
ability to afford otherwise out-of-reach 
targets. On the other hand, GPS can also 
identify any financial surpluses that may be 
used to fund additional goals you might 
never have thought possible before. 

The sophisticated analysis works to 
identify the appropriate asset allocation 
for each goal and then merges this into 
one overall portfolio recommendation 
with exposure to stocks, bonds and, if 
appropriate, alternative strategies for 
achieving your objectives, given the 
level of confidence you’ve defined.

Goals-based planning allows for 
greater portfolio precision.

To see the process in action, consider a 
hypothetical couple, both 60 years old and 
expected to live to 90. The husband earns 
$500,000 per year and hopes to retire in 
just two years, at 62. The couple has no 
other income. The couple has a 30-year-old 
son who is married, two grandchildren and 
a current portfolio of $11 million, $1 million 
of which is in a tax-deferred account. 

The couple’s goals in order of priority 
include annual living expenses of $350,000 
in today’s dollars (Essentials); annual gifting 
of $112,000 to their son, daughter-in-law 
and grandchildren (Enhancers); travel for 
the first 10 years of retirement at $150,000 
annually (Enhancers); and a bequest of 
$1.5 million to charity (Endowments).

We determined that the couple had $12.3 
million to work with in present-value terms, 
including future salary and Social Security 
benefits. However, the present-day cost 
of their goals was $15.6 million, or $3.3 
million more than they had (see Figure 
1). That translated into a “funded status” 
of nearly 80%. One reason for the deficit 
was that the couple had a portfolio of 80% 

stocks/20% bonds, which subjected them 
to more risk than they could afford to meet 
their near-term Essentials and Enhancers.

But the couple had some options: they 
could scale back or reprioritize some 
goals. Our GPS analysis revealed that if 
the husband continued to work until age 
66 — four years longer than desired — and 
the couple allocated a portion of their 
portfolio more conservatively to reduce 
the shortfall risk of near-term goals, they 
could potentially close the gap and fully 
fund their goals. Our GPS analysis is 
based on a Monte Carlo simulation, which 
utilizes our capital market assumptions 
for returns, volatility, yield, turnover 
and correlations. Of course, results 
generated in the analysis are highly 
dependent on the assumptions used 
and actual results may vary significantly 
from those listed in the example.

With the plan in place, a recommended 
portfolio was developed. As the 
example in Figure 2 demonstrates, the 
modeled portfolio allocation for each 
individual goal varied considerably. 
But when rolled together, it resulted 
in a mix of 50% global equities, 45% 
bonds and 5% alternative strategies.

Importantly, with GPS you can regularly 
monitor your progress toward these 
goals while making adjustments based on 
changes in market conditions, personal 
circumstances or the timing of the goals.

For more information on our wealth 
planning process or to have a personalized 
GPS analysis run for you, just contact 
an Investment Counselor.  g
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Figure 2

Global Equities Bonds Alternative Strategies Allocations for these sample illustrations have been rounded for simplicity.
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What is your definition of a spoiled child?

I really define it four ways, and only one 
has to do with money. First, a spoiled child 
has very little, or anything, that is expected 
of them. There are no set requirements 
for helping around the house or being 
a contributing member of the larger 
community. Second, they have few 
ground rules and no consequences for not 
adhering to them. Third, they are lavished 
with time and attention, to where they are 
literally incapable of failing. Finally, spoiled 

kids get a lot of stuff or get to do a lot of 

things, yet never have to say “thank you” 

or be gracious. This develops a sense 

of entitlement and ultimately leads to 

materialism. By the way, you don’t need to 

be rich for this to happen. I know plenty of 

kids from extremely wealthy families who 

are wonderful, humble people and have 

none of these negative traits.

So how do you raise a child who is the 
opposite of spoiled?

When you come from a family of means, 
in particular, it’s important to draw lines 
as a form of symbolic deprivation. In 
other words, explain to your kids why 
some things are worth spending money 
on and others are not, and then set a 
good example. Interestingly, I found 
in my research that parents who grew 
up comfortable — those with second-
generation wealth — actually tend to 
scale things back for their kids because 
they want them to have a more modest 
upbringing. By contrast, those with first-
generation wealth are often excited to give 
their children what they weren’t able to 
experience when they were young. 

What responsibility do parents have to 
talk with their kids about money and the 
family’s particular financial situation?

I believe you should tell kids everything, 
including your salary, by the time they 
are in high school, if not sooner. They’ll 
eventually figure it out anyway. You should 
also use money as a tool for learning. Pay 
your kids an allowance and set parameters 
for how that money must be earned and 
used. Being open and honest about 
everything, including how much you make, 
helps kids to understand what it costs to 
maintain a certain lifestyle. 

Even though he pens the “Your Money” column for the New York Times, 
Ron Lieber found himself tongue-tied when it came to answering his 
own daughter’s questions about the family’s finances. As he began to 
interview other parents, he realized he wasn’t alone.  

He discovered that children are keenly aware of issues related to 
money, yet parents often avoid tough conversations about the topic 
because they don’t know where to start. As a result, they lose out on a 
tremendous opportunity to teach financial responsibility and often instill 
the wrong behaviors.

In his new book, The Opposite of Spoiled, Lieber lays out a plan for 
helping parents of all means have open dialogues about money matters, 
thus raising kids who are more grounded, generous and financially 
savvy. Below he shares his thoughts on how best to start the discussion, 
particularly for families of considerable wealth.

Author Interview
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Should you also share your family’s total 
net worth?

I don’t see a reason not to. Kids are 
curious. It’s their job to figure out how 
the world works. They’re going to google 
you anyway, and they’ll see what kinds of 
donations you make and how much your 
home is worth. If you’re an executive at a 
public company, they’ll get an indication 
of your wealth. They may even peer 
over your shoulder as you read your 
investment statements. When you hide 
that information, it’s a sign to your children 
that you don’t trust them. I think it actually 
hurts the relationship.

Is there any downside to all this 
transparency?

The downside is they think they have it all 
coming to them and won’t have to work 
that hard. It’s your job to make it clear this 
is not the case. In fact, you might not give 
them another cent after they graduate 
from college. You should explain that you 
plan to live a good long time and may 
very well spend everything you have. I get 
that some wealthy families set up trusts for 
the kids that are set to be turned over at a 
certain age. But even keeping this hidden, 
in my view, can be damaging to the 
relationship if they find out about it 
by surprise. 

Do you recommend that parents bring 
their kids along on regular visits with 
their financial advisors?

I think that’s certainly worth doing, 
especially once the children are in college. 
It makes sense to get them involved in 
the conversation and may lead to more 
responsible decisions later on.

In your book, you talk about the three-jar 
concept of money: give, save and spend. 
What’s the right balance?

I use this because it’s the foundation of 
adult budgeting. We may not have jars, 
but we typically have mental accounts 
that serve as stand-ins for all of our values 
and virtues. It’s important to give to instill 
gratitude, save for delayed gratification 
and spend on those things that deliver 
the most happiness. By the way, I think 
parents should make their kids budget 
their allowance according to these three 

jars. It will get them into the practice of 
giving and saving early on and teach them 
grown-up ways of handling money.

You have a unique take on allowance that 
goes against conventional wisdom.

People think I’m some kind of softy, but 
my belief is that an allowance shouldn’t 
be tied to completing certain chores. I 
feel kids should be doing a lot around 
the house, including cooking, whether 
they get paid or not. You want them 
to understand they have a role in the 
completion of household tasks, just like 
the grown-ups, and this should be done 
for free. An allowance is a way for them to 
learn how to be responsible with money, 
not a reward for helping out. Otherwise, 
it’s easy for them to say, “I don’t need 
more money this week, so I think I’ll take 
some time off from doing chores.”

Does that mean parents should force 
their kids to buy basic necessities, such 
as clothes, with their allowance?

Partly, yes. One way to keep kids from 
getting too materialistic is to have them 
learn to wait. If you force them to save up 
for something they yearn for today, they 
may decide they really don’t want it all that 
badly as the months go by. It also teaches 
them about trade-offs: if I buy this, I can’t 
get that, since I have a limited amount 
of money. It’s important to distinguish 
between wants and needs. For instance, 
everyone needs underwear, but you might 
want a brand that’s very expensive. 

You also encourage parents to get their 
kids involved in making philanthropic 
contributions.

We talked earlier about having part of 
that jar money go to giving. But children 
need to be part of the discussion around 
how the household charitable budget or 
even funds from the family foundation 
get allocated. If you’re focusing on certain 
organizations over others, you should 
discuss why that is the case. Kids have their 
own strong feelings and may want to try 
and talk you into changing your focus. If 
so, you should listen and encourage their 
wishes and desires. My wife and I shared 
our charitable allocation with our daughter 
right after she turned eight. She thought of 
more than one thing that we hadn’t come 

up with ourselves and decided ought to be 
a priority. Children often help to open your 
mind to a completely new way of thinking.

In your book, you write about a principle 
dubbed the “fun ratio.” What is this?

The fun ratio came from a family in the 
Midwest that realized they needed a way 
to help their kids keep score of whether 
the things they were buying were worth 
the cost. They began calculating the 
number of hours of fun and enjoyment 
they would get from, say, a toy or 
entertainment experience. It’s a great way 
to teach kids about math and helps to 
concentrate spending on those items that 
deliver the most oomph.

Have you noticed any differences 
between boys and girls when it comes 
to responsibility with money?

What I can tell you is that research shows 
parents generally don’t talk to girls about 
money as much as they do boys. The net 
result is that girls often end up thinking 
they’ll earn less than boys, even though 
that’s not necessarily the case. The lesson 
is that silence as it relates to money is 
bad. I encourage families to have open 
conversations about finances and wealth. 
The issues and questions may be complex, 
but it will allow you to raise children who 
grow up to be much more financially 
responsible — and less spoiled.  g
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China is now the world’s largest 
outbound travel market. 

The total number of trips has been 
growing by 20% annually and hit 
107 million last year.

Despite a housing slowdown, 
demand among young urban 
households should help to support 
the market for new homes in China. 

Apartment ownership among young city 
dwellers with middle-income salaries 
is surprisingly low, but underlying 
demand is strong. Many people hope 
to purchase within the next two years, 
easing worries about affordability issues 
scaring away buyers. 

China is making an increased effort to 
reduce air pollution around Beijing. 

The government is stepping up its 
monitoring of trucks to make sure that 
vehicle operators have installed the 
necessary emissions control equipment. 
That could bode well for companies 
in the U.S. and around the world that 

manufacture catalytic converters and 
gas-efficient engines. 

The retail sector is undergoing a 
fundamental shift and will look 
notably different in five years. 

The continuing growth of e-commerce 
will lead to a shakeout among brick-
and-mortar retailers as some have 
trouble adjusting to the changed 
landscape. However, traditional retailers 
with strong e-commerce operations are 
poised to benefit as they pick up market 
share from weaker competitors.

Oil production in the U.S. may be 
close to peaking, which could place a 
floor under oil prices. 

As the number of rigs operating in U.S. 
oil fields has declined, the amount of oil 
being produced each month is too low 
to maintain recent production levels.

The U.S. railroad industry could 
benefit from a severe shortage of 
long-haul truckers. 
Amid a strong economy, the trucking 

industry has had to raise salaries to 
attract drivers willing to work arduous 
cross-country routes. Companies will 
have to pass along those costs to their 
customers, and this should boost 
demand and pricing power for railroad 
companies.

The positive results of bank stress 
tests show the significant progress 
the U.S. financial industry has made 
in recent years. 

All large banks passed the annual 
Federal Reserve test of their ability 
to withstand a financial or economic 
shock. That should help to clear the 
way for financial institutions to increase 
dividends and share buybacks.

U.S. defense spending is likely to 
increase sharply over the next 
several years. 

This is largely due to increased outlays 
for equipment while the military makes 
up for insufficient upgrades during the 
Iraq and Afghanistan wars.  g
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“We are in an odd sweet spot for 
legacy technology companies.  
Many are benefiting from growth 
in the new cloud- and service-

based architectures, while seeing surprising 
resilience in traditional hardware and 
software spending. The key question is how 
long we’ll stay in this blissful state, and in 
particular whether declines in some of the 
‘older’ tech areas will offset growth in the 
‘newer’ applications.”

Dylan Yolles
Capital Group Portfolio Manager and Veteran Software Analyst

“The best strategy for investing in 
most sectors is to find companies 
with wide moats that are led by 
good risk managers. Then, you 

want to follow and hold these companies for 
many years.”

Rahul Sadiwala
Capital Group Pharmaceuticals Analyst

Closing Quotes
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