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Resolving to Focus on What Really Matters 
If you’re still looking to finalize your New Year’s resolutions — or perhaps add a few 
new ones to your list — I have some suggestions that shouldn’t be hard to keep.

First, from a planning perspective, I’d encourage you to remain centered on why 
you’re invested in the first place. For most clients, it’s to preserve their wealth and 
achieve very specific financial goals. To that end, the start of the year is a perfect 
time to meet with an Investment Counselor and revisit both your objectives and 
your asset allocation. That way, you can make any necessary adjustments in order 
to stay on track. 

Next, I suggest that you avoid the day-to-day noise that often clouds one’s investment 
judgment. Sure, volatility of the nature we’ve seen lately is unsettling, but that’s what 
we’re here for. Capital Group’s global team of investment professionals is devoted 
to protecting and growing client assets. We take care of all the details, and monitor 
shifting developments, so you can concentrate on what really matters in life. 

As one of our portfolio managers notes in this issue, the past year was full of “sound 
and fury” in both the equity and the fixed-income markets. But when all was said and 
done, few financial assets made much progress. Indeed, stocks ended about where 
they started and high-quality bonds actually rose slightly despite the Fed’s first rate 
hike in nearly a decade.

While our portfolio managers certainly ponder and assess, for instance, China’s 
potential growth rate over the next few years, the actual number has little or no 
impact on your individual objectives. Same with the next moves by the Federal 
Reserve, the price of oil or who ultimately wins this year’s U.S. presidential election. 
It’s all about keeping things in the proper perspective and remembering your true 
long-term aspirations.

Finally, we all are bombarded with competing interests for our time. In today’s ever-
connected world, we seem to be “always on,” yet we never seem to have enough 
hours to accomplish all that we’d like. To help you make a fresh start this year, I’d draw 
your attention to our author interview on page 18. Productivity expert Chris Bailey 
offers his top advice for accomplishing more by better managing your time, attention 
and energy. 

I realize that I started this note by suggesting you resolve to spend less time paying 
attention to the finer details of the investment landscape, but that doesn’t mean 
you shouldn’t be well informed. With that in mind, in what has become our annual 
tradition, we’ve devoted most of this first issue of 2016 to our annual Investment 
Roundtable. We’ve divided the Roundtable into two parts, starting with our macro 
and fixed-income outlook, followed by a more equity-centered discussion. You’ll 
learn what our team is thinking about and how managers are investing client assets, 
while getting a better appreciation for the breadth and depth of Capital Group’s 
extensive global resources.

Here’s to a great year ahead, and one filled with much happiness, good health and 
more of what really matters to you and your family!

With best regards,

 
John S. Armour 
President 
Capital Group Private Client Services
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Investors spent much of 2015 playing a series of 
guessing games. Would oil prices continue to fall, and 
how would that impact the developing world? Was 
China’s stalled growth improving or getting even worse 
than the country’s official pronouncement? When 
would the Federal Reserve finally start to raise interest 
rates, and how might the markets respond? And the list 
goes on.

Although we ultimately got some answers — oil 
reached new lows by the end of the year, China’s 
growth weakened but showed promise, and the Fed 
finally ticked rates a bit higher in December — all of 
this uncertainty generated enhanced volatility but 
little in the way of actual returns. Global equities 
essentially flatlined for the year, while high-quality-
bond yields finished roughly where they started. 

Following a late-summer correction, U.S. stocks regained 
their balance in the fourth quarter thanks to vitality in the job 
market. Steady employment gains accompanied solid consumer 
spending, higher wages, manageable household debt and 
lower gas prices. Rising household formation bolstered the 
housing market, with construction of new units exceeding the 

pace seen in four of the past six recoveries. Such upbeat data 
gave the Fed confidence to boost short-term interest rates in 
December, for the first time in nearly a decade. Nevertheless, 
Fed chair Janet Yellen emphasized that the central bank will 
tighten very gradually from here to avoid compromising growth. 

Indeed, the U.S. economy still faces challenges, including a 
punishing drop in the price of oil and other commodities. Crude 
sank to less than $35 a barrel amid swelling output and bloated 
inventories. The glut was partly due to OPEC’s refusal to curb 
production, which ballooned to near-record levels as the cartel 
squared off against U.S. shale drillers for market share. Though 
low gas prices are a boon for consumers, energy’s travails have 
cut into economic growth. Scores of investment projects have 
been delayed or cancelled, and some companies in the sector 
have chopped their dividends. Past boom-and-bust cycles suggest 
that when oil prices eventually turn, shares of energy companies 
could rebound quickly.

Export-oriented companies face increased pressure from the 
rising dollar.

The U.S. economy is also grappling with the effects of a strong 
dollar, which has dampened the earnings of exporters, especially 
manufacturers, whose products have become more expensive for 
overseas customers. Not surprisingly, the stocks of domestically 
oriented U.S. companies have topped those of their multinational 
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counterparts over the past 18 months, 
according to Capital Strategy Research, 
our in-house economics team. 

The equity market has been helped 
by huge share buybacks and a record 
level of mergers and acquisitions, as 
seen in the chart to the right. However, 
these can be double-edged swords. 
As companies have plowed cash into 
buybacks and M&A, they have skimped 
on purchases of new equipment and 
facilities, potentially sacrificing future 
growth. Also, surging M&A activity has 
preceded past equity market tops. Moving 
forward, corporate earnings may depend 
more heavily on the ability of companies 
to boost sales and grow organically. 

The outlook for China is unclear as 
economic growth slows.

The prospects for the U.S. rest partly on the 
resilience of the Chinese economy, which 
has flashed contradictory signals. On the 

one hand, the government has been 
unable to reverse the slowdown in growth. 
Third-quarter GDP dipped to 6.9% despite 
interest rate cuts, devaluation of the yuan 
and other measures. China’s effort to limit 
its reliance on export-dependent industries 
has long-term potential, but the immediate 
impact has been factory closures, layoffs 
and a spike in nonperforming loans. 

On a positive note, Chinese domestic 
consumption is picking up, with vibrant 
retail sales and swelling demand for 

medical care, safer foods and other quality-
of-life products. A number of housing 
markets are showing solid momentum, 
lightening fears of a bubble. For example, 
a recent trip to several midtier cities by 
Capital Group’s Asia-based economist 
showed housing purchases and prices to 
be rising in every location. China’s official 
growth rate, which is widely believed to 
overstate the country’s economic progress, 
is likely to decline further in 2016. But its 
actual growth rate may improve modestly.
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Stock Market Index Returns

Sources: MSCI via Rimes. MSCI World (Net) Index (Global Stocks); S&P 500 Index (U.S. Stocks); MSCI EAFE (Net) Index 
(International Stocks); MSCI Emerging Markets IMI (Net) Index (Emerging Markets). Index results are presented in US$ unless 
otherwise noted.
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The cooling in China has exacerbated 
stresses in developing economies that had 
relied on the Asian giant’s long-unfettered 
appetite for natural resources. Commodity 
prices extended their plunge in the fourth 
quarter amid a glut of raw materials such 
as iron ore and copper. Rising interest 
rates in the U.S. could aggravate the 
strains by further draining capital from 
the emerging world and making it more 
difficult for countries to pay off dollar-
denominated debt. On the positive side, 
developing economies offer compelling 
valuations and continue to implement 
reforms that bode well for the future.

Prospects are brighter elsewhere. Europe’s 
economic recovery is proceeding, albeit 
slowly because the weakness in China has 
undercut demand for European goods. 
The European Central Bank is expanding 
its quantitative easing by further slashing 
interest rates that already were in negative 
territory. In Japan, the economy grew at 
a 1.6% annual rate through the first three 
quarters of 2015 — a modest level but 
better than its pace over much of the past 
two decades. To stoke growth, Japan’s 
central bank said in December that it will 
buy shares of companies that invest in 
factories or raise workers’ pay rather than 
hoard cash on their balance sheets.

Given the global backdrop, our portfolio 
managers have reduced exposure to 
economically sensitive sectors while 
increasing holdings of industries that are 
more likely to fare well in periods of 
uncertainty. Two areas of focus are 

household products and beauty, which 
have tended to be resilient during 
recessions and past periods of rising rates. 
Growth for these companies is driven by 
several factors, including improving living 
standards in developing economies and a 
rise in the number of women entering the 
workforce. Managers have cut back on 
sectors, such as industrials, that are 
hampered by limited pricing power and 
the threat of rising labor costs. 

Our investment professionals have 
selectively purchased shares of energy 
companies — primarily integrated oil and 
pipeline companies — whose stock prices 
have fallen sharply but whose long-term 
prospects remain encouraging. Managers 
believe these companies have the financial 

heft to ride out the current downturn 
and the potential to lift market share 
through acquisitions of depleted rivals.

Managers remain upbeat about the health 
care sector but have shifted exposure 
from companies with high valuations 
toward more reasonably priced ones 
making strides in innovation. A continuing 
area of interest is the pharmaceutical 
industry, which has the potential for 
significant growth as traditional Chinese 
medicine slowly gives way to Western 
approaches in oncology and other fields. 
Even with China’s slowdown, the nation’s 
health care system is growing briskly 
and creating prospects for drugmakers 
throughout the Western world. Managers 
are also finding opportunities in 
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Fixed-Income Index Returns

Sources: Barclays U.S. Treasury Index (U.S. Treasuries); Barclays 1–10 Year Inter-Short Municipal Index (Municipal Bonds); Barclays 
U.S. Aggregate Bond Index (Corporate Bonds); Barclays U.S. High Yield Index (High-Yield Bonds). Index results are presented in 
US$ unless otherwise noted.
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companies involved in the so-called Internet of Things. This 
refers to a world in which everyday items such as thermostats 
and baby monitors are connected through the “cloud” 
and controlled remotely via laptops or smartphones.

Weak global growth is holding down long-term interest rates.

Despite all the attention swirling around the Fed rate hike, bond 
yields barely budged last year. The yield on the benchmark 
10-year Treasury bond finished at 2.27%, versus 2.17% a year ago. 
The Fed has signaled that it plans to boost the federal funds rate 
by roughly 1% this year, although it’s widely believed that the 
central bank may have to stop short of that mark given softness in 
the global economy.

The rout in energy took a toll on high-yield bonds at the close of 
the year. Many companies in this sector borrowed heavily in recent 
years to finance exploration. Such securities sank in value as the 
plunge in crude oil stirred concerns about the ability of the 
companies to meet their obligations. Worries were compounded 
by the high-yield sector’s reputation as a harbinger of economic 
downturns. However, selling pressure was most pronounced in 
the securities of lower-rated energy companies, while strength 
elsewhere in the economy eased fears about the specter of 
deeper problems ahead.

Our fixed-income managers have positioned client portfolios with 
the expectation that interest rates will rise very gradually. Where 
possible, they have sought to boost yields without unduly adding 
to risk. 

Within municipal portfolios, our team has favored revenue bonds, 
which finance the construction of various public works projects. 
The credit quality of these securities is typically enhanced as 
growth in the economy boosts borrowers’ ability to pay off debts. 
Areas in which managers have found value include toll roads, 
hospitals and city redevelopment districts. These specialized 
municipal districts typically fund reconstruction projects in specific 
areas. Tax revenue from these projects is earmarked for 
repayment of the bonds. 

On the taxable side, managers favor asset-backed securities 
whose repayment streams are tied to auto loans or credit cards. 
Our team also has found select opportunities among high-yield 
securities that were excessively beaten down during the market’s 
recent pullback.

Moving forward, any rise in interest rates could result in near-term 
principal declines. As yields on new bonds move higher, the value 
of previously issued securities with lower coupons declines. 
However, any losses should be made up over time by the higher 
payments on new issues. In light of the ultra-low yields of recent 
years, rising rates could benefit investors with long-term time 
horizons. As always, bonds play an integral role by generating 
steady income and helping to insulate client portfolios from the 
sharp volatility that can affect stocks.

For further perspective from our equity and fixed-income 
portfolio management teams, please read our annual Investment 
Roundtable discussions, which start on page 6. Selected video 
clips from the discussions can be viewed on our website at 
thecapitalgroup.com/pcs/roundtable. g
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We are pleased to announce the launch of our brand 
new website at thecapitalgroup.com/pcs. In addition 
to a cleaner navigation and more robust content, 
you’ll find a wealth of articles, videos and other helpful 
information, including past issues of Quarterly Insights. 

We have also completely redesigned our 
client online portal, making information 
about your accounts more comprehensive 
and easier to retrieve than ever before. If you 

haven’t already signed up for online account access, just 
contact a member of your client service team.

 
You’ll now find Capital Group Private Client Services 
on all the major social media sites. Be sure to like us on 
Facebook; follow us on Twitter, LinkedIn and Google+; 
and subscribe to our YouTube channel. That way, 
you’ll get timely perspectives on a regular basis to help 
enhance all aspects of your life.



While all eyes have been on the Federal Reserve in recent years, the real story 
may be the surprising resilience of the U.S. economy. Ongoing strength gave 
the Fed ammunition to institute its first rate hike in nearly a decade at the end 
of last year — likely the first in a series of gradual increases ahead. Thus far, 
higher rates have had little impact on either stocks or bonds, largely because 
the move was so highly anticipated. But forces outside the U.S. are also having 
a big impact, particularly given slowing growth and aggressive stimulus 
programs still under way in other parts of the world.

So where do we go from here? Joining us for this year’s macroeconomic and 
fixed-income discussion held at our Los Angeles headquarters were Capital 
Group Private Client Services bond manager John Queen and portfolio 
specialist Jeff Brown, along with Capital Strategy Research economists Darrell 
Spence and Anne Vandenabeele.

They offered their outlook for interest rates, shared how bond portfolios are 
positioned and even opined on the upcoming U.S. presidential election. 

After months of speculation, the 
Federal Reserve finally raised 
interest rates by 0.25% in December. 
Is that the start of more to come?

Anne Vandenabeele:  I expect rates 
to go up gradually from here. The 
economy is doing fine and we’re 
close to full employment, so we 
should be able to withstand the 
Fed’s anticipated pace of increasing 
rates by about 1% a year. That’s 
actually half as fast as the Fed’s typical 
trajectory in a tightening cycle. 
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Pictured above, from left to right: John Queen, Darrell Spence, Anne Vandenabeele and Jeff Brown



The Fed, under chair Janet Yellen, 
has been remarkably transparent 
about its plans. Do you expect 
this openness to continue?

Vandenabeele:  The Fed will continue to 
communicate through its statements and 
economic projections, but I suspect we 
will need to pay very close attention to a 
variety of economic indicators — especially 
the labor market, inflation, wages and 
financial conditions both in and outside the 
U.S. — to anticipate the Fed’s potential next 
moves going forward. Over time, it will 
want to wean the markets off the extreme 
amount of telegraphic communication 
to which we have become accustomed.

Some have criticized the Fed for 
waiting too long to start raising 
rates. Darrell, what’s your view?

Darrell Spence:  The Fed’s mandate is 
pretty clear: to have full employment 
and stable inflation. The economy has 
been marching toward full employment, 
but it hasn’t hit the Fed’s unofficial 2% 
inflation objective. Considering that, 
it made sense to wait a bit to raise 
rates. If you believe inflation will drift 
up over time, it’s wise to alter policy in 
anticipation of that happening. But I 
agree with Anne that future increases 
will probably be pretty gradual.

John, rising rates are typically 
negative for bonds. How has the 
fixed-income market reacted?

John Queen:  It’s important to recognize 
that the Fed really only controls one 
interest rate, and that’s the fed funds rate 
itself. That is a very short-term interest 
rate, and it signals the path that rates will 
take. Indeed, long-term interest rates have 
not changed dramatically since the Fed’s 
initial tightening. As a result, bond prices 
have seen very little movement. There 
has been a much greater impact from 
the differential in monetary policy in the 
U.S. versus many of our trading partners 
overseas, where growth is slower and 
central banks are continuing to ease and 
add extra stimulus to their economies. 

High-yield bonds had a particularly tough 
year in 2015. What happened there?

Queen:  There were several forces that 
impacted high-yield securities. The first 
was anticipation of a rise in rates by the 
Fed. Then, a strengthening dollar had a 

negative impact on metals and mining 
companies. Slower growth in China was 
hard on commodities-based companies, 
many of which fall into the high-yield 
category. And slumping oil prices were 
a huge burden on the energy sector. In 
addition, high-yield securities aren’t as 
liquid as Treasuries, for example, so when 
you see signs of distress, it begins to move 
through the entire system rather quickly.  

Picking up on something John alluded 
to, we’ve seen a lot of divergence in 
terms of economic growth and central 
bank policy around the world. Some 
areas even have negative interest rates. 
Is this something that concerns the Fed?

Vandenabeele:  Right now the U.S. seems 
to be growing faster than other regions, 
such as Europe, and countries, like Japan. 
Lower yields elsewhere have kept rates 
here lower than they might otherwise be at 
this stage, compared with previous cycles. 
Unless conditions change dramatically 
in other parts of the world, demand for 
Treasuries, even at these low yields, will 
remain strong. Obviously, the Fed’s own 
buying of bonds has had a significant 
impact on long-term yields as well.

To that point, the Fed bought 
$3.5 trillion in bonds as part of its 
unprecedented stimulus effort in the 
wake of the financial crisis. What’s 
the plan for unwinding this from the 
central bank’s balance sheet?

Jeff Brown:  The Fed’s balance sheet 
is now a major tool that will be used for 
years to come in implementing monetary 
policy. Some of those bonds will mature 
and roll off, but no plans have been 
announced for any kind of large sale.

Spence:  Many things will need to 
happen before we get to the point 
where the Fed starts to sell down those 
assets. If it is unable to control rates 
using other tools, and the economy runs 
hotter than the Fed would like, some 
sort of sale may be in play. But I suspect 
it would only be a last-ditch effort.

Jeff, you’re a keen observer of 
what’s happening in Washington, 
D.C. Is there anything you’re paying 
special attention to right now?

Brown:  It’s important to note that we 
have now finally moved beyond the 
austerity that was implemented following 

the financial crisis. Speaker Ryan, to his 
credit, got Congress to pass a major bill 
at the end of December that will add 
$120 billion in additional spending during 
the current fiscal year. In addition, many 
municipalities are spending more and 
some are actually running surpluses. 
So, while the Fed is becoming gradually 
more restrictive, federal, state and 
local governments are expanding fiscal 
endeavors and adding to the economy. 
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“Consumer spending is 
holding up, the job market 
is doing well, housing is 
probably in the fourth of 
a nine-inning game — all 
of that will continue to 
provide fundamental 
support for the economy.”

DARRELL SPENCE
Capital Strategy Research Economist



An improving U.S. economy was 
one of the reasons cited by the Fed 
for feeling comfortable to begin 
raising rates. How does the economy 
look from your perspective?

Spence:  I think the U.S. is a tale of 
two economies. Things are going well 
domestically, but the external-facing 
economy is struggling under the weight of 
a strong U.S. dollar and weaker conditions 
abroad. There has been debate about 
whether weaker parts of the economy 
will drive down those areas that have 
been strong. We don’t expect that to 

happen. One reason for our confidence is 

that industrial weakness is concentrated 

largely in the energy sector. The U.S. isn’t 

a big commodity producer, so that’s not 

having a significant impact. When you 

look more broadly, you see that consumer 

spending is holding up, the job market 

is doing well, housing is probably in the 

fourth of a nine-inning game — all of that 

will continue to provide fundamental 

support for the economy. Frankly, we don’t 

think rates will rise fast enough to take a 

meaningful bite out of economic growth.

Housing prices have been on the 

rise, and in some areas there is talk of 

potentially overextended conditions — 

particularly in places like Los Angeles, 

San Francisco and New York. 

Spence:  Clearly, the housing market 

is not homogeneous. It is made up 

of many regional markets, and it’s all 

about location, location, location. What 

makes me more comfortable now than 

in 2007 is that tightness in the market 

is coming from the supply side. You 

can make an argument that the last 

round of increases was caused by loose 

financing that created artificial demand for 

adequate supply. Now credit conditions 

are tight and there is less supply. 
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“The economy is doing 
fine and we’re close 
to full employment, 
so we should be able 
to withstand the Fed’s 
anticipated pace of 
increasing rates by 
about 1% a year.”

ANNE VANDENABEELE 
Capital Strategy Research Economist

“For the most part, 
investors can ignore the 
presidential campaign 
until we see who 
actually gets elected 
and can determine 
what proposals have a 
chance of getting passed 
through Congress and 
signed into law.”

JEFF BROWN 
Portfolio Specialist
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Oil prices have continued to 
plummet. Some economists have 
predicted this would be a positive 
for consumer spending. Are you 
seeing that in the numbers?

Vandenabeele:  We’ve done a lot of 
work on this topic. Typically, when 
oil prices fall, you do see additional 
discretionary consumer spending in 
areas such as recreation and dining. 
Those areas have indeed been positively 
impacted. But the big story last year 
was that Americans started to drive a 
lot more. Thus, auto sales have been 
very strong and people are actually 
buying more gas at these levels.

With interest rates on the rise, some 
wonder whether it might be better to 
lighten up on fixed-income exposure 
given the inverse relationship 
between yields and bond prices.

Queen:  I think there are two parts to 
answering that question. First, rates are 
not really rising, at least, not yet. They 
probably will over time if the Fed keeps 
pushing up shorter rates, but as folks 
have mentioned, that’s likely to be a 
very slow process. Once it does happen, 
remember that rising yields can be good 
for bondholders because they get to 
reinvest at higher rates. At the end of the 
day, yield is what drives bond returns, 
so being able to garner more is valuable 
over time. I really don’t believe in making 
tactical switches. A better approach, in 

my view, is to determine the right fixed-
income allocation given your goals and 
risk tolerance, and to remember why 
you hold bonds: to provide income and 
reduce equity volatility. Bonds tend to 
move in the opposite direction of stocks, 
which helps to smooth out the ride of 
your portfolio, allowing you to stay fully 
invested even when things get choppy.

Given current conditions, how are 
you structuring bond portfolios?

Queen:  On the taxable side, we are 
positioned a bit less defensively than 
people might suspect. Given our 
expectation that rates will rise gradually, 
we haven’t been aggressive about 
lowering duration in the belief that we 
can get some excess yield without taking 
much incremental risk. More recently, 
we have been looking for opportunities 
in the corporate market caused by some 
of the dislocations among high-yield 
securities. We’ve also lightened up on 
mortgage-backed securities, which 
don’t offer much yield and seem priced 
for perfection. In municipal portfolios, 
we’re looking for specific opportunities 
in revenue-based issuers that we feel, for 
whatever reason, the market has ignored 
despite their excellent credit quality. 
This is where fundamental research 
and analysis can garner incremental 
yields. With all of the fast-changing 
shifts in macro policy, it’s important to 
be properly positioned. What seems 

right today can change rapidly if we begin 
to see inflationary pressures or if the 
economy heats up more than expected.

Of course, 2016 is a presidential 
election year. While the campaigns will 
continue to garner headlines, is the 
ultimate outcome likely to have a major 
influence on the financial markets?

Brown:  Certainly, there are policies 
each candidate has enunciated that 
could impact the markets if they were 
ever implemented. But that’s always a 
very big “if.” For the most part, investors 
can ignore the presidential campaign 
until we see who actually gets elected 
and can determine what proposals have 
a chance of getting passed through 
Congress and signed into law.

We’ve talked about how bonds have 
reacted to the Fed rate hike. Darrell, 
what’s the likely impact on stocks?

Spence:  If you look at all of the past 
tightening cycles going back to World 
War II, what you find is that, on average, 
the equity market continues to move 
higher after the Fed starts to raise rates. 
That makes sense when you think about 
it because it takes good economic 
conditions to support higher rates, and 
that generally results in a favorable 
environment for stocks. There have been 
some exceptions, particularly during 
the inflationary 1970s and the Internet-
bubble period of excessive valuations. 
We don’t think either of these conditions 
exist right now, so the odds favor that 
equities will move higher even as the 
Fed continues to increase rates. g
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“Given our expectation 
that rates will rise 
gradually, we haven’t 
been aggressive about 
lowering duration in 
the belief that we can 
get some excess yield 
without taking much 
incremental risk.”

JOHN QUEEN 
Fixed-Income Portfolio Manager



Stocks struggled to gain ground over the past year as investors contemplated 
the implications of uneven global growth, possible  moves by central bankers, 
continuing strength in the dollar, falling oil prices and ongoing political 
instability.

Many of these factors are still present as we begin 2016. That’s a primary 
reason the members of our Equity Roundtable insist that a focus on individual 
companies and careful attention to research have never been more important. 

Fortunately, as they point out, it’s often during such volatility that you uncover 
some of your most attractive long-term investments. 

Shedding light on what looks most compelling now were Capital Group 
Private Client Services portfolio managers Gerald Du Manoir, Greg Fuss, Will 
Robbins and Ted Samuels; research portfolio coordinators Cheryl Frank and 
Jan Inscho; and research analysts Skye Drynan and Lars Reierson. 
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Pictured above, from left to right: 
Gerald Du Manoir, Cheryl Frank, 
Jan Inscho, Greg Fuss, Will Robbins, 
Lars Reierson, Ted Samuels and 
Skye Drynan
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Despite what appeared to be a 
favorable background going into the 
year, 2015 was rather uninspiring for 
the equity markets. Why was the ride so 
bumpy, and how does the environment 
look for U.S. stocks as we enter 2016?

Ted Samuels:  My favorite quote from 
Shakespeare is “Full of sound and fury, 
signifying nothing.” That was how 2015 
felt. It was an internally turbulent year 
in terms of market forces and impacts, 
but we basically ended the year where 
we started, plus or minus some income. 
There were several headwinds, including 

falling oil prices, a strengthening dollar, 
a fractious Congress and some terrorist 
events. In spite of that, excluding energy 
and the impact of currency translations, 
corporations posted meaningful earnings 
gains overall and valuations don’t seem 
particularly stretched. I’d also note that 
investor sentiment toward stocks is still 
quite skeptical, despite the significant run 
the market has enjoyed since the lows in 
March 2009. From my perspective, this has 
been the least fun bull market I have been 
involved with over my career. The reality is, 
the fear and skepticism you see out there 
portend well for equity investing in 2016.

Ted mentioned the plunge in oil prices. 
Lars, why are prices continuing to fall, 
and what’s the outlook going forward?

Lars Reierson:  The price of a barrel of 
oil has gone from $115 to the mid-$30s. 
A large portion of the decline was due to 
OPEC, and especially Saudi Arabia, failing 
to rein in production, which they had 
more success with when prices averaged 
around $100. Going forward, I see the 
market gradually coming into balance. I 
think we could see $50-a-barrel oil this 
year, but with a lot of volatility. I’m getting 
increasingly constructive on oil-related 
stocks, though. In particular, I’m attracted 
to companies with strong balance sheets, 
low cost ratios and solid production 
profiles. Even if I’m wrong and it takes 
longer for oil to recover, I believe these 
companies will survive and come out even 
stronger after the turn.

Gerald, what’s been happening with 
equity markets outside the U.S.? 

Gerald Du Manoir:  International stocks 
were significantly impacted by currencies 
in 2015. But if you look at local returns, 
it’s surprising how positive the numbers 
were in many places. The euro saw a 
massive negative adjustment compared 
with the dollar, which was a boost to 
exporters outside of the Eurozone. But 
it’s been a challenge for local companies 
that have to import goods. In the rest of 
the world, and in the emerging markets 
in particular, you’ve seen worry over 
the impact of higher rates in the U.S., 
while China continues to significantly 
devalue its currency, leading to big 

adjustments in equities. I think we’ll 
eventually start to see some stabilization 
in these markets. Companies exporting 
in dollar-denominated revenues look 
well positioned to deliver improved 
earnings in 2016. To some extent, one 
could see a situation where the recovery 
outside the U.S. is quite strong this year.

Issues in China continue to cause 
enhanced volatility. You just returned 
from there. How did things look on 
the ground from your perspective? 
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“I think we could 
see $50-a-barrel 
oil this year, 
but with a lot of 
volatility.”

LARS REIERSON
Capital Group Oil Analyst



Du Manoir:  I think China is entering a 
period that looks and feels very different 
from the last 15 years. To a large extent, 
China has been in a period of capital 
formation on steroids, where infrastructure 
was being built very fast and aggressively 
because of the centralized nature of its 
economy. Going forward, the economic 
base is going to be far more diversified. 
Health care looks good, and areas such as 
food, retail, gaming and travel are all doing 
very well. The rest of the economy suffers 
from overcapacity and a currency that 
continues to be quite expensive relative to 
Southeast Asia and Latin America.

We haven’t heard a lot about the 
Eurozone of late. Is the situation 
there now stabilized?

Du Manoir:  As I often say, Europe will 
never be as good as it hopes or as bad 
as people fear it might be. The Eurozone 
continues to fall short of most recovery 
expectations. But if you dig in, you’ll see 
that Italy is doing reasonably well and 
Spain continues to recover. The area 
in question is industrial production in 
Germany and France. On the one hand, 
exports out of Germany continue to be 
strong. But local demand and capital 
expenditures by German companies 

remain very weak. The European Central 
Bank is trying to stimulate demand to 
create more local industrial activity. 

Japan remains an area of emphasis 
in international portfolios. What 
drives this interest?

Jan Inscho:  As with all countries, it really 
comes down to the companies. The 
Japanese economy is largely domestic, 
but exports are growing rapidly. Prime 
Minister Abe is trying to stimulate the 
domestic economy against all the 
headwinds we know about, including 
unfavorable demographics. We’re 
particularly interested in Japanese 
companies with world-class technologies 
that are largely exporters to both 
developed and emerging markets. 
These companies are involved in areas 
such as factory automation, robotics 
and computer-controlled systems. I’d 
also note that Japanese companies 
are increasingly paying attention to 
shareholders and demonstrating a 
commitment to generating returns 
through dividends, acquisitions and better 
capital allocation. This was rewarded 
in 2015. Japan posted the strongest 
returns of any developed market.

Stocks have benefited from a period of 
low interest rates. Now that the Fed is 
starting to nudge rates higher, will that 
be a negative for corporate earnings?

Greg Fuss:  In the past, the Fed raised 
rates as an answer to stresses in the 
economy, be it inflation or an overheated 
business cycle. As an equity investor, you 
had to pay attention to this because they 
were attempting to either deal with high 
inflation or slow down the economy. That’s 
not a good environment for stocks. This 
time around, it’s very different. For the 
past seven years, rates were effectively at 
zero. I see this first raise and any to come in 
2016 as being more of a return to normal, 
as opposed to dealing with stresses in the 
economy. As such, there is no attempt to 
slow down the economy, and it shouldn’t 
really impact earnings.

As a global manager, where are you 
finding some of the most compelling 
opportunities today?

Fuss:  The nice thing about being global 
is that I can look for the best companies 
and don’t have to pay attention to where 
they are headquartered. Right now I’m 
finding good opportunities in many 
different geographies. I agree with Ted 

“Consider this: the 
Fed raised rates in 
December, yet almost 
none of that was 
passed on to bank 
savers. That’s what I 
call pricing power.”

WILL ROBBINS 
Principal Investment Officer and 
Equity Portfolio Manager
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that investors are pretty skeptical, and 
it’s understandable given what we went 
through with the financial crisis. But if you 
look at the relative investment options out 
there, I think equities still offer the highest 
potential total returns over an extended 
period. 

Does that mean earnings and valuations 
are both attractive?

Will Robbins:  There is a typical pattern 
we tend to see at this stage in the 
economic cycle, where earnings growth 

expectations get lofty. I expect we’ll 
see earnings growth in the mid–single 
digits this year for the market overall. 
But we don’t buy the market, we buy 
individual companies, and we’re finding 
some in sectors that look attractive. 
I would put health care, technology 
and financials at the top of that list. 

We saw a record amount of merger 
and acquisition activity in 2015, along 
with significant stock buybacks. Are 
those healthy signs?

Cheryl Frank:  Actually, I find it to be 
a bit worrisome. High levels of M&A 
activity historically tend to predict 
recessions and are often seen toward 
the end of bull market runs. That said, 
I do think M&A activity makes a lot of 
sense in many cases because rates are 
low and there is a lack of organic growth 
opportunities for companies. Therefore, 
borrowing inexpensive debt to pursue 
merger synergies is a pretty good way 
to grow. It’s particularly additive where 

“High levels of 
M&A activity 
historically tend to 
predict recessions 
and are often seen 
toward the end of 
bull market runs.”

CHERYL FRANK 
U.S. Equity Research Portfolio 
Coordinator

“We’re particularly 
interested in Japanese 
companies with world-
class technologies that 
are largely exporters 
to both developed and 
emerging markets.”

JAN INSCHO 
Global and International Equity 
Research Portfolio Coordinator
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there are cost synergies and realized 
tax advantages. The big thing to look 
out for are situations that are employing 
huge levels of leverage or have particular 
exposure to slower-growth areas.

You follow technology stocks closely. 
This is an area that has seen significant 
IPO activity in recent years, along 
with so-called unicorns — privately 
held companies with $1 billion-plus 
valuations. 

Frank:  Yes, it’s been an interesting 
phenomenon to see companies stay 
private longer. There has been a whole 
new asset class formed around late-stage 
venture capital, allowing companies to tap 
into institutional investors without having to 
reveal the kind of information you must put 
forward when filing to go public. The value 
on paper for many of these investments is 
really mismatched with how we might value 
companies in the public markets. Indeed, 
many of these $1 billion unicorns would 
likely be worth far less if they were publicly 
traded. This creates a sticky situation for 
venture capitalists because they eventually 
need to get liquidity for their investments. I 
think the result will be that for the next two 
years we’ll have an uninspiring IPO market 
where companies come public and trade 

down from private valuation levels. It will 
be interesting to see what impact this has 
on the rest of the market.

Skye, there has been significant M&A 
activity in the health care sector. How do 
you view developments in this area?

Skye Drynan:  I think consolidation is 
healthy, but it really depends on why the 
deal is being done. On the positive side, 
many assets in the biopharmaceutical 
area are meeting unmet medical needs, 
and I expect that, broadly speaking, the 
acquirers will benefit from these new 
assets.

The topic of drug pricing has been in the 
news a lot lately and has drawn criticism 
from both political parties. Do you think 
this added attention will put pressure on 
companies to lower prices, and will that 
hurt profitability?

Drynan:  I do think the issue of drug 
pricing will remain at a fever pitch as 
we head into an election year. Those 
companies with undifferentiated assets 
will have a harder time getting premium 
pricing. But those with true innovations will 
still be able to demand premium pricing, 
so it’s not a major concern for me.

So-called activist investors have been 
getting far more involved in companies 
lately, trying to tell management what 
to do to quickly enhance shareholder 
value. As a long-term investor, are you 
pleased with this trend?

Robbins:  I think activist investors can 
actually add a lot of value in certain 
situations. By way of policy, we do what 
we think is right for the holdings in client 
portfolios. Therefore, sometimes we side 
with activist suggestions for change, while 
other times we disagree, particularly 
around proposed time frames. 

Does Capital Group engage in activist 
investing?

Robbins:  We very rarely get involved in 
a public and vocal way. On occasion, we 
may write a letter or point something out 
to management. We view ourselves as 
partners with the companies in which we’re 
invested, as demonstrated by our size and 
time frame. As a result of this partnership, 
we are in dialogue with our portfolio 

“We’re seeing patients 
with diseases who 
previously might not 
have survived now 
having the potential 
to be cured.”

SKYE DRYNAN
Capital Group Health Care Analyst
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companies every day. At various points, we 
may have a conversation and offer what we 
consider to be constructive suggestions 
that could have a positive impact on our 
investments. But we don’t employ the 
classic activist approach of proxy battles or 
the court of public opinion.

Dividend payouts have been on the 
rise. Ted, is that a positive trend?

Samuels:  When you look around the 
world, it’s my strong belief that we’re in a 
period where dividend growth will outpace 
corporate profit growth over the next five 
to 10 years. That’s important because 
fixed-income yields at these levels won’t 
support one’s lifestyle in retirement. In the 
U.S., around 40% of companies in the S&P 
500 have a dividend yield that is higher 
than that of a 10-year U.S. Treasury. In 
some international markets, the figure is 
100% compared with similar government 
obligations. Corporations have grown 
much more accustomed to paying and 
growing dividends. They understand the 
important signal that a strong dividend-
growth policy sends to the market. 

What particular themes and investment 
ideas are you focused on in your slice of 
client portfolios as we enter 2016?

Samuels:  Let me start by highlighting 
what I find to be most unattractive, and 
that is companies that have been used 
merely as bond proxies — in other words, 
those with high yields but not much 
growth. As fixed-income rates increase, I 
expect those companies will fare poorly. 
So I like dividends, but in companies 
that are also growing. I am particularly 
interested in areas that will benefit from 
the inexorable and powerful rise of the 
baby boomers, who represent 13% of 
the population today, rising to 21% in 
about 15 years. I think that’s going to be 
a significant tailwind for health care — in 
particular, companies that can improve 
and extend one’s life or effectively control 
health care costs. In addition, I’m still 
interested in commercial aerospace. 
Anyone who has flown in aircraft around 
the world understands that the U.S. 
fleet is in serious need of upgrade, 
which is a meaningful opportunity. But 
there’s also pent-up demand for air 
travel in places like China and India. 

Will, what about you?

Robbins:  Some of the companies I’m 
most excited about are those with pricing 
power. If you think about the typical inputs 
to a company’s cost structure, a vast 
majority is attributable to labor, interest 
expenses and taxes. I don’t see any of 
those getting cheaper with time. The only 
thing that overcomes the natural tendency 
toward lower margins is the ability to 
price products and services to recapture 
those incremental costs. Where do you 
find that? Having intellectual property 
is the most important source of pricing 
power. Therefore, I’m attracted to health 
care companies, like those Skye follows. 
I believe we are in an age of innovation, 
with companies coming up with effective 
treatments for what we previously 
thought to be incurable diseases. 

Skye, what are some of your favorite 
areas in health care?

Drynan:  To carry on with Will’s point, 
I continue to be really excited about 
companies with major breakthroughs 
that are meaningful to patients. I’m 
enthusiastic about innovators in immuno-
oncology, clinically engineered T cells, 

“The reality is, the 
fear and skepticism 
you see out there 
portend well for 
equity investing 
in 2016.”

TED SAMUELS
Equity Portfolio Manager
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cellular metabolism and master stem 
cells. We’re seeing patients with diseases 
who previously might not have survived 
now having the potential to be cured. 
Alzheimer’s is also an interesting area. 
It’s still early, but we’re seeing sparks of 
data to suggest that perhaps you can stop 
Alzheimer’s in its tracks. 

Will, any other areas of interest?

Robbins:  I’d point to financials, which are 
increasingly attractive. Consider this: the 
Fed raised rates in December, yet almost 
none of that was passed on to bank savers. 
That’s what I call pricing power. Finally, I’d 
mention oil stocks, like those Lars covers. 
I believe we’re setting up for a more 
attractive future as supplies are cut. As long 
as the demand picture holds, we should 
see commodity prices increase along with 
improved fundamentals over time. 

Cheryl, in addition to your work on 
the U.S. research portfolio, you cover 
software and health care services. 
Can you elaborate on what’s of 
particular interest?

Frank:  Software, as a business model, 
has great margins and tends to be an 
attractive place for investment, but you 
have to be careful about valuations, 

since companies tend to get credit for 
many years of growth before it actually 
happens. I prefer companies that are 
more attractively priced, such as software 
verticals, or companies that serve specific 
industry groups. These businesses tend to 
have less competition and serve smaller 
markets. I also cover health care services, 
and here I’m interested in companies that 
can either lower the cost or increase the 
quality of care. Some of these new drugs 
Skye referred to come at a very high cost, 
so pharmacy benefits managers are well 
positioned to negotiate more-favorable 
drug prices on behalf of employer groups. 
Another area of growth is in privatized 
Medicare Advantage programs, which 
essentially are private insurance plans that 
replace Medicare coverage. Only 30% of 
seniors are enrolled in these plans, and I 
expect that number to increase over time. 

Greg, what’s in your portfolio?

Fuss:  The growth rate of China’s GDP 
has received a lot of media attention, and 
we all know it’s slowing from what was 
a breakneck pace for many years. But 
what hasn’t been discussed is that the 
components of Chinese GDP have shifted 
significantly. Gerald alluded to this earlier. 
For a long time, you had what I call China 
1.0, which focused on industrialization, 
infrastructure and manufacturing. We’ve 
now shifted to China 2.0, which is focused 
on the consumer. One of the most exciting 
aspects of this is that the Chinese love to 
travel. The numbers I’ve heard suggest that 
only 4% to 5% of Chinese have passports. 
This number is poised to grow significantly. 
There are many companies — and not 
even those based in China — that stand to 
benefit. These include makers of suitcases 
and airplanes, along with cruise lines, 
hotels and luxury-goods makers.

Inscho:  Asia is really notable for the 
level of growing disposable income 
there, and this trend of tourism is what I 
call inconspicuous consumption. What’s 
interesting is that people aren’t necessarily 
going to Macau and gambling anymore; 
they’re going on cruises and traveling 
beyond Asia. I agree that investments able 
to participate in the revenue from this are 
really exciting. 

“If you look at the 
relative investment 
options out there, I 
think equities still offer 
the highest potential 
total returns over an 
extended period.”

GREG FUSS 
Equity Portfolio Manager
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Fuss:  As Lars mentioned, oil prices have 
come down a lot, and that has hurt some 
other industries, including railroads. Many 
railroad companies make a majority of 
their money hauling sand, steel and other 
elements to fracking sites. Since a lot of 
that business has gone away for the time 
being, rail stocks have come down. But 
railroads have pricing power, and as cargo 
volumes increase, I believe this will result 
in a very positive outcome. And like the 
others, I’m also interested in health care 
and software, which still have big growth 
opportunities. 

Gerald, what are you most interested in?

Du Manoir:  One thing worth pointing 
out is that slow economic growth is not 
so bad for consumer companies. You can 
get good long-term returns through a 
combination of income and compounding, 
even in the high single digits. I have a 
number of such holdings in my portion of 
client portfolios. We could certainly see a 
correction in some of the higher-valuation 
sectors, such as biotechnology, but in my 
view that would create an opportunity. 
I continue to like technology-related 
companies that are changing the way 
consumers experience everything from 
shopping to entertainment. I believe 

consumption comes in cycles, so I’ve been 
spending a lot of time thinking about 
areas that have been hurt by developing-
economy currency adjustments. Health 
care in Asia, and China in particular, is 
an area I find to be interesting. Indian 
pharmaceutical companies also look 
attractive following a pullback, and 
Brazilian consumer companies are getting 
increasingly compelling. 

Ted, you expressed optimism about 
the outlook for stocks. What are you 
most excited about?

Samuels:  There are two things I would 
point out. One is the change in leadership 
coming to Washington, D.C. If we can 

get a state of compromise, that will allow 
companies in various market segments 
to more effectively move ahead. Also, as 
I previously noted, there is a great deal of 
skepticism among investors, and I suspect 
that will help to power the markets forward 
in 2016 and beyond. Bull markets end 
because of excesses, and we’re not seeing 
a lot of that now, with the exception of the 
unicorns Cheryl discussed. 

What are you most worried about?

Samuels:  I’m most worried about those 
things that we can’t invest around, such as 
a terrorist attack that could scare, disrupt 
and seriously injure people. It’s one of the 
reasons we try to build portfolios with 
paths of durability on the downside. I also 
think these unknowns, which have 
unfortunately become a new reality, have 
served to keep valuations under more 
pressure than they might otherwise be. 
Still, I suspect that over a five- and 10-year 
basis, equities will still do better than 
bonds, and bonds will do better than cash.   
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The Conversation Continues Online 

To view a series of videos containing additional 
insights from this year’s Macro/Fixed-Income 
and Equity Investment Roundtables, please visit 
thecapitalgroup.com/pcs/roundtable.

“To some extent, 
one could see a 
situation where the 
recovery outside the 
U.S. is quite strong 
this year.”

GERALD DU MANOIR 
Equity Portfolio Manager



If getting more done and making better use of your 
time are among your New Year’s resolutions, Chris 
Bailey is here to help. Chris spent a year of his life 
conducting various experiments to uncover the secrets 
to peak productivity. 

He tried everything from working 90-hour weeks to 
avoiding caffeine, sleeping fewer hours and even living 
in isolation to avoid interruptions. 

What worked best? Among other things, spending less 
time on important tasks and striving for imperfection. 
Chris highlights some of these counterintuitive 
findings in his new book, The Productivity Project: 
Accomplishing More by Managing Your Time, Attention, 

and Energy. In the following interview, he shares some 
of his top recommendations.

For starters, how do you define “productivity”?

I see productivity as how much you accomplish, not how much 
you produce. It’s not about working faster or more frantically. It’s 
about working more deliberately and with more intention. The 
least productive people I know are those who work on autopilot 
in response to work that comes their way. It’s not about how busy 
you are but rather about the results that you achieve.

So what is the secret to being more productive and achieving 
better results?

It’s about managing your attention, energy and time. Productivity 
is the confluence of these three things. It used to be that we 
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worked in factories doing simple work 
that was repetitive and didn’t take much 
brainpower. Today someone who focuses 
intently on his or her work without being 
constantly distracted or interrupted will 
get twice as much done as someone who 
only brings a little bit of focus to the work 
or is constantly distracted. The same is 
true for energy. When we use our brain 
all day, managing how much energy we 
have to avoid getting burned out is equally 
important. And it goes without saying you 
also need to closely guard your time.

What’s the best way to boost one’s 
energy?

Among the most important ways is by 
getting enough sleep. Sleep is a way of 
exchanging your time for energy, and the 
exchange rate is great. You should also 
exercise and drink less coffee.

Less coffee? Isn’t caffeine supposed to 
make you more alert?

Yes, but you should drink coffee 
strategically. In other words, use it when 
you need the energy, not just out of habit. 
Drinking coffee allows you to bring more 
energy to the work that’s in front of you in 
the short term, but you wind up paying that 
energy back later because anything with 
caffeine ultimately causes you to crash. 

You’re also a big believer in meditation.

The neuroscience behind meditation is 
resoundingly conclusive. It shows that 
meditation allows us to bring more focus 
to what’s in front of us. I lump meditation in 
with brushing your teeth — it’s something 
one should do every day because the 
productivity benefits are that great. Most 
people think they’re too busy to take the 
time to meditate. I suggest getting rid of 
other, unproductive things to make time 
for it. Even 15 minutes a day can make a 
huge difference. 

You imply that being focused is essential, 
but most of us have been trained to 
spend our days multitasking. 

Multitasking is more stimulating for the 
brain, but study after study shows that 
it actually makes you less productive. 
Neurologically speaking, your brain can’t 
focus on two things at once. You wind up 
leaving half of your attention on the table. 
When you focus on a single task, you bring 
more focus and attention to your work. 

Multitasking is a tough habit to break. I 
challenge people to start by focusing on a 
single task for 20 minutes. When those 20 
minutes are over, you’ll likely find that you 
accomplished more than you would have 
in an hour of multitasking. 

You write in your book that the Internet is 
killing productivity.

One of my favorite studies shows that we 
spend 47% of our time on the Internet 
procrastinating. Just as we leave half of our 
attention on the table when we multitask, 
the same is true of the Internet. We burn 
half of our time doing pointless, low-return 
tasks such as repeatedly checking e-mail, 
looking at social media — you name it. The 

Internet can absolutely obliterate your 
productivity if you’re not careful. I found 
disconnecting from the Internet really 
raised my productivity level.

But people expect you to respond to 
their e-mails right away these days. Are 
you saying that’s a bad practice?

It derails your attention from work that’s 
more important. I recommend scheduling 
pockets of time over the course of the day 
to check your e-mail. I personally check 
e-mail once a day, though I have some 
VIPs that get flagged and looked at more 
frequently. E-mail is both terrible and 
amazing at the same time.

You have a chapter called “Working 
Less.” Conventional wisdom is that 
the longer your workday, the more 
productive you are. 

As a rule, people work fewer hours than 
they think. They tend to equate the 
number of hours they put in at the office 
with how important they are. I actually 
alternated between working 90 and 20 
hours a week as one of my experiments. 
What’s interesting is that I found your 
work expands to fit how much time you 
have available for it. There’s also a curious 
relationship between your time and your 
energy. Shrinking how much time you 
spend on something allows you to expend 
more energy on that task, rather than more 
time. You shut off the distractions around 
you and hunker down on the task at hand. 
This lets you accomplish the same amount 
of work in less time. 

What was the biggest surprise you 
uncovered from all of your productivity 
experiments?

That waking up early to get a fresh start 
on the day doesn’t necessarily let one get 
more done. I discovered that every person 
has a biological prime time, or point in the 
day when they naturally have more energy. 
For me, that was between 10 am and noon 
and 5 pm and 8 pm. Granted, it is hard to 
accommodate everyone’s individual needs 
in a structured work environment, but if 
waking up early doesn’t fit your natural 
rhythm, it will impede your productivity. g

To read more interviews from 
our author series, please visit 
thecapitalgroup.com/pcs.
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“The neuroscience 
behind meditation 
is resoundingly 
conclusive. It shows 
that meditation 
allows us to bring 
more focus to what’s 
in front of us.”

- Chris Bailey



Important 2016 Tax Planning Dates 

January 15
•   Fourth installment of 2015 tax due

 
March 15

• Corporate tax returns due (for calendar year taxation)
 
April 18

• Individual income and partnership tax returns due
• Individual and partnership extension requests due
• Gift tax returns due
• Deadline to make 2015 IRA contributions
• First installment of 2016 estimated tax due (individuals)

 
May 16

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

 
June 15

• Second installment of 2016 tax due (individuals)
• Individual income tax return due for U.S. citizens living  
 and working abroad (with automatic extension)

 
September 15 

• Third installment of 2016 estimated tax due  
 (individuals)
• Deadline for corporate tax returns (with extension)
• Deadline for partnership or trust income tax returns 
 (with extension)
• Deadline for SEP contributions (with extension) 
 if partnership

 
October 17

• Deadline for individual tax returns (with extension)
• Last day to re-characterize a 2015 Roth IRA conversion
• Deadline for SEP contributions (with extension) if sole  
 proprietor

 
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 2016

Sources: IRS News Release IR-2015-119, IRS Rev. Proc. 2015-53, IRS Publication 509,IRS Publication 590-A and 590-B, IRS Publication 560, IRS Special Edition Tax Tip 2015-21, IRS Form 8606, www.irs.gov
The information on this page 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, 2016, and is subject to change without notice. © 2016 Capital Group Private Client Services. All rights reserved.

Trusts, Estate and Gift Tax

Estate, gift and generation-skipping transfer tax exclusion $5,450,000
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 a SEP (or 25% of compensation) $53,000
Maximum annual compensation considered $265,000
Defined Benefit Plan
Annual benefit limit under plan $210,000

Individual Retirement Account Contribution Limits

Traditional and Roth IRA $5,500
Catch-up (50 years of age and older) $1,000

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

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 (lesser of):
• Undistributed net investment income for tax year
• Excess of AGI (adjusted gross income) above $12,400

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).

Rates Single Married Filing Jointly Head of Household Married Filing Separately Estates and Trusts

10% $0 to $9,275 $0 to $18,550 $0 to $13,250 $0 to $9,275 —

15% $9,276 to $37,650 $18,551 to $75,300 $13,251 to $50,400 $9,276 to $37,650 $0 to $2,550

25% $37,651 to $91,150 $75,301 to $151,900 $50,401 to $130,150 $37,651 to $75,950 $2,551 to $5,950

28% $91,151 to $190,150 $151,901 to $231,450 $130,151 to $210,800 $75,951 to $115,725 $5,951 to $9,050

33% $190,151 to $413,350 $231,451 to $413,350 $210,801 to $413,350 $115,726 to $206,675 $9,051 to $12,400

35% $413,351 to $415,050 $413,351 to $466,950 $413,351 to $441,000 $206,676 to $233,475 —

39.6% $415,051+ $466,951+ $441,001+ $233,476+ $12,401+
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CLOSING SHOT

   As discussed in the Equity 
Roundtable, Asia’s strong demand 
for travel is likely to benefit certain 
cruise companies. Pictured below: a 
luxury ship sailing through Hong 
Kong at night.
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