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A firsthand look at global economic growth

Having just returned from a trip to Europe, I witnessed firsthand both the impact 
of the strong dollar and the emerging signs of economic improvement over there. 

As the travel agent warned, our flights to and from Europe were packed with 
Americans looking to capitalize on their increased buying power overseas. 
When I arrived, I encountered people from all parts of the globe, and they were 
clearly spending freely.

Local merchants on the Continent are benefiting in much the same way as 
European exporters, who have seen increased demand from corporations 
buying equipment and services at competitive prices thanks to the favorable 
currency conditions.

Such strong consumer and corporate outlays from around the world are one 
reason we continue to see improving economic numbers, including in the 
eurozone, despite recent challenges in Greece.

In this issue of Quarterly Insights we talk about what’s happening in Europe and 
elsewhere based on observations from Capital Group analysts worldwide, and we 
explain how that research is factoring into our investment thinking. We also discuss 
a question that clients often bring up: Does investing in one’s passions — be it art, 
wine or jewelry — make good financial sense? (The answer is, it depends, though it 
needs to be kept in the proper context of one’s overall portfolio allocation.)  

You’ll notice that we’ve given the publication a slight makeover. As usual, you’ll 
find articles about interesting investment themes in client portfolios, along with 
wealth planning advice, market commentary, portfolio manager profiles and one 
of our most popular features, author interviews. But we’ve enhanced our look, in 
an endeavor to continue improving the value and readability of every issue.

In that same spirit of improvement, I want to thank all of you who completed our 
recent client survey. We were gratified to see such high levels of overall satisfaction, 
but also welcomed your feedback on ways we can serve you even better. One 
thing we heard loud and clear is that you’d like us to enhance your online account 
experience. To that end, we’re in the process of completely revamping our website 
and client portal, which we intend to unveil in the fourth quarter.

As always, we welcome your feedback on this publication or anything else that’s on 
your mind. Don’t hesitate to email us at quarterlyinsights@capgroup.com.

With best regards,

John S. Armour 
President 
Capital Group Private Client Services
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It might seem unlikely that a country smaller than the 
state of Alabama could throw a monkey wrench into 
equity markets around the world, especially when its 
financial woes had been in the news for months. But 
such was the case with Greece in the closing days of the 
second quarter. Despite a litany of warning signs, the 
market was still taken aback when the Mediterranean 
nation rejected an extended bailout package and 
defaulted on a government loan. In a larger sense, 
Greece’s travails were the punctuation mark on a 
forgettable quarter in which the stock and bond 
markets struggled amid shifting economic tides and 
the specter of a Federal Reserve rate hike.

Aside from Greece, the other major storyline during the quarter 
was volatility in the bond market, with rising yields causing many 
areas of the fixed income market to dip into negative territory. 
The gyrations were modest overall, and interest rates remain 
extremely low by historical standards. The volatility also needs to 
be kept in perspective. The quarter-end yield of 2.35% on 10-year 
Treasury notes put it back to roughly where it was in November. 
Still, the swing in bond prices had investors wondering what 
might be in store as the Fed prepares to nudge short-term 
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Q2 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 (Non-U.S. Stocks); MSCI Emerging Markets IMI (Net) Index 
(Emerging Markets). Index results are presented in US$ unless otherwise noted.
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interest rates up to more-normalized levels. As we detail below, 
our fixed-income team believes that future increases will be very 
gradual, and they have taken a series of steps to position client 
portfolios for that eventuality.

As for equities, it was a lackluster quarter. In the U.S., share 
prices flatlined as investors tried to gauge the true direction of 
the economy. In what has become an oddly familiar pattern in 
recent years, the economy appeared to regain its composure in 
the second quarter after a lethargic start to the year. Vigorous 
employment growth is starting to be accompanied by long-
awaited wage gains. That has spurred consumer spending and 
put existing home sales on their best pace since 2007. Heavy 
corporate merger activity, especially in the health care sector, 
also was a positive force.

In Europe, stocks registered minimal gains following their strong 
showing in the first three months of the year. However, the 
European economy appeared to gain steam thanks to the weak 
euro, low oil prices and the European Central Bank’s quantitative 
easing (QE) program. Progress in countries that had been 
economic laggards, including Italy and Spain, sparked hope that 
the upturn will extend to other eurozone members later this year. 
Even though the showdown between Greece and its creditors may 
persist in coming months, the ECB has taken extensive measures 
to prevent the country’s economic distress from seeping into the 
rest of the Continent.

In Asia, Japanese stocks added to gains made earlier this year as 
the economy was propelled by strong exports and a continuation 
of the central bank’s QE program. Meanwhile, Chinese equities 
did a virtual somersault, as the blistering rally that began late last 
year hit a wall toward the end of the quarter. Stocks ended with 
gains overall, but share prices pulled back sharply in the final two 
weeks amid growing concerns that the market had gotten ahead 
of itself. Volatility was most pronounced in so-called A shares, 
which are largely available only to Chinese investors and are not 
held in client portfolios.

Stocks have fared well historically following periods of 
Federal Reserve tightening.

Depending on how developments unfold in Greece, it seems 
likely that the Fed will boost interest rates twice this year, starting 
in September. But the central bank stressed at its meeting in June 
that it will move very cautiously. In fact, the Fed’s governing body 
has consistently lowered its own forecast for the magnitude of 
coming rate hikes. Even its reduced estimates may be too high 
given current market projections.

A study by Capital Strategy Research, our in-house economics 
team, shows that stocks have tended to move higher after the 
Fed begins to boost rates. In the 13 times since 1954 that the Fed 
tightened, the S&P 500 index rose, on average, in the following 
two years. This dynamic is shown in the chart on page 4. Of 

course, it’s never possible to predict how markets will react and 
there have been instances when share prices declined after rate 
hikes. Still, it’s a hopeful sign for stock investors. 

In client equity portfolios, some managers have adopted a 
more defensive posture. Even though the longer-term outlook 
remains favorable, they want to guard against the risk of a pick-
up in inflation and a potential cooling of the economy as the Fed 
raises rates. On the margin, exposure to economically sensitive 
companies has been reduced in favor of defensive holdings in 
areas such as food, financial services and health care, where 
consumer demand is likelier to hold up if economic conditions 
change. In some cases, stocks with high valuations were pared 
back in favor of companies that are more attractively priced. 

Across our equity services, portfolio managers continue to be 
interested in companies with strong financial underpinnings that 
appear to be well positioned for a rising-rate environment. For 
example, they have identified opportunities among financial 
companies, including those providing asset management and 
other consumer-oriented services. These organizations are poised 
to benefit from growing demand for savings and investment 
products as the global economy gains steam. Some are even 
restructuring their operations to emphasize these higher-margin 
lines of business.

Q2 Fixed-Income Index Returns
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Some managers favor cable operators, as a fundamental shift in 
consumer viewing habits transforms the TV industry. It’s a trend 
we’ve delved into more deeply in past issues of this publication. 
Widespread merger activity has pushed up the shares of 
companies seen as potential takeover targets, while acquirers 
have been able to expand their geographic reach. Through 
extensive investments in infrastructure and other assets, cable 
providers are expected to benefit as usage of broadband Internet 
escalates in the coming years.

Bonds are feeling the impact of higher rates.

In fixed income, the rise in bond yields caused most segments 
of the market to decline during the quarter. Though municipal 
returns remain positive year-to-date, the declines underscore the 
risk that Fed rate hikes could weigh on bonds moving forward. 
Although newly issued securities would boast better yields, any 
rise in rates would erode the principal value of those with lower 
coupons.  

Our portfolio team has taken a variety of steps to limit the 
potential impact of higher rates. Throughout this year, managers 
have shortened duration, which is a broad gauge of a bond 
portfolio’s sensitivity to shifting interest rates. Managers are 
holding securities they believe are most likely to fare relatively 
well in an expanding economy. Municipal portfolios have broad 
exposure to revenue bonds, which fund the construction of public-
works projects such as roads and bridges. Taxable portfolios hold 
high-quality corporate bonds and asset-backed securities tied to 
mortgages and credit cards. Strong economic growth enhances 
the credit quality of revenue bonds and asset-linked securities 
because it gives municipalities and consumers greater financial 
wherewithal to pay off their debts.

More recently, managers have increased holdings of Treasury 
Inflation-Protected Securities (TIPS). As the name implies, TIPS 
guard against the risk that inflation could spike as the economy 
gathers momentum. A more detailed explanation of the benefits 
of TIPS can be found on page 14.

Despite Puerto Rico’s announcement that it may not be able 
to pay off its debts, municipal bonds finished the quarter with 
only a slight decline. Fortunately for the sector, most municipal 

borrowers are in far better financial condition than Puerto Rico. 
Client fixed-income portfolios have limited exposure to Puerto 
Rico, and holdings are tempered through bond insurance or other 
means in some instances. 

The process by which the Fed will raise interest rates is likely 
to unfold very slowly, potentially minimizing pressure on bond 
prices. It’s important to understand what the Fed seeks to 
accomplish. Its goals today are significantly different from those 
in previous tightening cycles. In the past, the central bank raised 
rates to tamp down rapid economic growth that threatened to 
unleash inflation. Today, by contrast, the Fed is cognizant that 
even moderate tightening could choke off the economy. Instead, 
it simply wants to move rates away from the artificially low levels 
that have been in place since the 2008 financial crisis. Other 
factors also suggest that rates will not move up quickly. Central 
banks in other countries will almost certainly keep their rates 
low for an extended period to stimulate their own economies, 
thus helping to temper the size of increases in the U.S.

Looking forward, heightened volatility in the fixed-income 
market can create opportunities to enhance yield. As prices 
fluctuate, managers are able to acquire securities that have been 
oversold. This is one of the key benefits of active management. 
For example, if inflation rises at a slightly faster pace than the 
market now expects — which is very possible given the Fed’s 
determination to nudge up consumer prices — holdings of TIPS 
would likely increase in value. Also, as rates rise, managers 
will be able to selectively purchase securities whose higher 
yields can benefit client portfolios over the long term.

Despite the specter of higher rates, fixed-income securities remain 
a central element of client portfolios. Bonds tend to generate 
steady income and provide a crucial counterbalance to stocks. 
Volatility in bonds almost always occurs on a far smaller scale than 
the wide gyrations that can afflict stocks during fitful periods. As 
always, the best strategy for long-term investors is to maintain a 
well-balanced portfolio that is positioned to withstand temporary 
market fluctuations. g
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U.S. Stocks Before and After Fed Rate Hikes

Source: Data provided by Standard & Poor’s. Calculation from Capital Strategy Research. 
Illustrates the return of the S&P 500 Index prior to and after 13 past federal funds rate 
tightening cycles since 1954. Indexed to 100 at date of initial tightening.
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What is the research portfolio? 

Essentially, it’s a grouping of the favorite stocks of our analysts. 
Of the many companies that analysts follow, these are their 
highest-conviction recommendations — the relative handful 
that they deem to have the best long-term prospects. I help 
to aggregate each analyst’s best ideas into one portion of the 
overall portfolio.

Our investment process, The Capital Systemsm, is designed to 
enable investment professionals to act autonomously, while 
limiting the risk associated with isolated decision-making. Each 
of our equity portfolios is divided into portions. You might 
think of it as a pie that’s sliced into several pieces. Each piece, 
except for one, is managed by an individual portfolio manager. 
That final piece is the research portfolio. This allows investment 
analysts the opportunity to have an influence on the companies 
held in client portfolios.

Research is really the engine of our investment process at 
Capital Group. We have investment analysts around the globe 
who meet with companies, dig into financials and use an array 
of resources to understand the fundamentals. Many of our 
analysts have followed their industries for decades. They’ve seen 
companies go through multiple economic cycles, management 
changes and business strategies. As a result, they’re well 
positioned to assess the likelihood that a company can build 
shareholder value in the future.

What is the purpose of the research portfolio? 

There are several objectives. The most important is to ensure 
that clients directly benefit from the expertise of our analysts. 
There’s not enough room within portfolios for managers to 
purchase every stock recommended by an analyst. That’s where 
the research portfolio comes in. It ensures that there is still a 
place for an analyst’s views within client portfolios.

The research portfolio also acts as an incubator for new 
investment ideas. Inclusion in the portfolio shines a light on a 
company and raises its visibility with the portfolio managers. 
Over time, as managers become more familiar with a company, 
they often invest along with the analyst. It’s not unusual for a 
stock to grow from a small holding favored by a single analyst 
to a significant position held by several managers in a client’s 
portfolio. 

What are some of the themes favored by analysts at the 
moment? 

One area is financial services. We have more than a dozen 
analysts covering various aspects of this sector. A great deal of 
restructuring has occurred, particularly in Europe and the U.S., 
and companies look very different than they did before the 
global financial crisis. The regulatory environment has changed 
in almost every region of the world, and technology is constantly 
advancing. Many companies have had significant management 
changes, recapitalized their balance sheets and streamlined 
their businesses. With such disruption comes opportunity, and 
that’s what we are finding today.

Global demographics are playing an important role. As the 
population ages in the developed world, there is a younger 
generation with rising income levels in some parts of the 
emerging markets. Both groups have a strong need for 
credit and debit cards, online banking, savings products and 
investment vehicles. 

The health care industry is also undergoing changes. What are 
analysts finding there? 

Broadly speaking, analysts are recommending companies 
that I think of as solution providers. In a world of rising health 
care costs and aging demographics, this has probably never 
been more important. Companies do this in two main ways: by 
improving patient outcomes or assisting providers — hospitals, 
practitioners, HMOs — in controlling costs. This encompasses a 
wide range of companies in many specialties, but the common 
theme is innovation and technological advancement. 

That’s the case with implantable devices for cardiovascular use. 
Devices can now be implanted in high-risk cardiac patients to 
monitor their condition and wirelessly transmit data in real time to 
physicians. They can tell days in advance if the patient is exhibiting 
symptoms that typically presage another heart attack. But there will 
be less demand for commodity products offering no new benefits. 
The winners will be those companies bringing genuine innovation 
to this field. Our analysts’ understanding of these dynamics will 
continue to be essential as we work to find the best investment 
opportunities for our clients. g
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Q&A

Jan Inscho is a research portfolio coordinator at Capital 
Group Private Client Services, based in our New York office. 
In this interview, she discusses the role of the research 
portfolio and some of the investment opportunities that 
Capital International Investors analysts are finding today.

  Years in profession                          Years with Capital Group36 14



Few images are more iconic than that of 
a freight train speeding along the tracks 
from one end of the country to the other. 
It’s a scene etched in American history, 
alongside stagecoaches and saloons. 
But it’s also very much a picture of today. 
Far from being a relic of a bygone era, 
the freight rail industry is undergoing 
a powerful renaissance. After years of 
operating in the shadow of the trucking 
industry, improved performance and 
dependability have made the freight 
rail sector a growing force in the U.S. 
commercial transportation system. Though 
railroads face near-term challenges, the 
long-range outlook is very promising.

Railroads endured a punishing contraction 
in the 1960s and 70s as the expansion 
of the interstate highway system allowed 
trucking companies to seize significant 
market share. Trains were slow, costly 
and prone to frequent breakdowns. 
Just one disabled train could bottleneck 
the entire system, delaying shipments 
for scores of customers. But thanks to 
deregulation in 1980 and a new generation 
of forward-thinking management teams, 

railroad companies have spent much 
of the past three decades reinventing 
themselves. Faster locomotives, more-
efficient use of track space and better 
labor relations have improved the 
industry’s image and made cargo shippers 
much more willing to use trains.

Railroads are also benefiting from 
problems bedeviling the rival trucking 
industry. Though truckers have been 
helped by the sharp drop in gasoline 
prices, their industry is grappling with a 
severe shortage of drivers willing to work 
the long-distance routes that compete 
most directly against railroads. The average 
salary for a long-haul trucker is $46,000 
a year, or a mere $7 an hour when away 
from home because of the 70-hour weeks 
that cross-country trips require. Trucking 
companies are being forced to raise pay 
— one just boosted it 26% — and pass the 
added costs to customers. Not surprisingly, 
employee turnover tops 90%, meaning 
companies must constantly recruit new 
drivers. That’s becoming increasingly 
difficult as aging baby boomers retire. 
The average driver is 55 years old, and 
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By Matt Wilson
Capital Group Equity Analyst

Matt is an equity analyst covering 
the railroad industry. Based in 
Los Angeles, he has seven years 
of investment experience and 
has been with Capital Group 
since 2013.
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finding younger replacements is 
tough given the grueling lifestyle and 
modest compensation. By one estimate, 
there is a current shortage of 30,000 
drivers, which is expected to worsen to 
nearly 240,000 within seven years.

Railroads have built-in advantages 
that bode well for the long term.

One of the most attractive attributes of 
railroads is that they don’t face many of 
the risks common to other industries. For 
example, in an increasingly globalized 
world, railroads have no foreign 
competition. Likewise, the huge cost 

of laying and maintaining tracks deters 
domestic rivals from encroaching on 
one anothers’ turf. Rail companies also 
face little threat from new technology, 
whose disruptive effects have upended 
other industries. Finally, railroads have 
neither product cycles that lead to sharp 
earnings volatility nor retail-oriented 
brand names that are vulnerable to 
shifting consumer sentiment.

Certainly, the railroad industry faces 
challenges, especially in the short term. 
After several years of strong results, 
volume growth has recently weakened 
significantly, with key sectors such as coal 
and shale oil declining on a year-to-year 
basis. That’s partly due to comparisons 
with a robust period last year, when 
the freight business was snapping back 
from a frigid winter that brought the 
East Coast to a standstill. The weakness 
in rails is likely to be temporary given 
that aggregate volumes have declined 
only six times in the past quarter-century 
and then bounced back sharply. Also, 
railroads have a diverse customer base, 
preventing one end market from weighing 
excessively on the overall business. 

Longer-term, railroads always contend 
with two issues: the need for large capital 
expenditures (capex) and the threat of 
government regulation. Rail is one of 
the most capital-intensive industries, 
with nearly one-fifth of revenue going 
toward capex, as operators maintain 
rail networks that stretch for tens of 
thousands of miles. The privately funded 
rail industry spends nearly $30 billion 
on capex, a considerable sum given 
that federal and state governments 
devote only $100 billion combined to 
the entire U.S. highway system. While 
highways are underfunded and suffering 
from crumbling infrastructure, the U.S. 
freight rail network is at its strongest 
point in more than a century. Even 
so, significantly more investment is 
needed to alleviate growing congestion 
along heavily trafficked rail lines.

Rail providers also face the ever-present 
risk of regulation, especially given 
recent concerns about train safety and 
environmental issues. The derailments 
of several trains hauling crude oil have 
prompted federal regulators to require 
costly improvements, including the 

installation of electronically controlled 
brakes to prevent speeding trains from 
jumping the tracks. Railroads could also 
be affected by any rules that restrict the 
use of coal as an electricity source, as the 
coal industry is a profitable rail customer.

After many years of decline, railroads 
are slowly gaining market share.

Still, the positives of the rail industry 
greatly outweigh the challenges. For 
one thing, shippers are using railroads 
for ever-shorter routes. Though trains 
have long been cheaper and more fuel-
efficient than trucks, manufacturers once 
shunned rail for jobs of fewer than 1,000 
miles. But with improved reliability and 
faster delivery times, they now turn to 
trains for trips of half that distance. Such 
heightened demand has translated into 
increased pricing power, especially as 
rail lines become more congested. Price 
hikes by trucking companies are also 
giving railroads more leeway to boost 
revenues. Rail companies should raise 
prices between 4% to 5% this year.

There are other reasons for optimism. 
Rail companies are experiencing strong 
growth in the so-called intermodal sector, 
in which freight-filled truck containers 
are loaded onto trains and shipped 
long distances. Furthermore, it’s unlikely 
that the regulatory environment will 
change materially. State and federal 
regulators understand that railroads’ 
huge capital expenditures boost 
employment, spur local economies and 
reduce the number of trucks on their 
roads. The appeal of railroads should 
only grow as concerns about climate 
change intensify. Trains use only one-
fourth the fuel of trucks, burnishing the 
image as an environmentally friendlier 
mode of transport. Also, Congress is 
growing more concerned about truck 
safety and limiting the number of hours 
drivers can spend on the road.

After years of losing market share to trucks, 
railroads have slowly begun to reclaim it. 
Despite the advantages that trains hold 
in long-haul routes, trucks now capture 
eight times as much freight revenue. 
I expect the balance to slowly shift as 
railroads target the trucking industry’s 
most profitable routes. That should 
help rail companies achieve steady and 
durable growth well into the future. g

Railroad companies 
have spent much 
of the past three 
decades reinventing 
themselves.

Quarterly Insights      Summer 2015      7



Not long ago, it was difficult to eat healthy 
when going out for a quick bite. Fast food 
chains were ubiquitous and inexpensive, 
but no one could mistake mass-produced 
burgers and fries for something nutritious. 
Even family-style dining chains with 
broader menus offered relatively few 
options. People typically had to choose 
between nibbling a heavily processed 
meal or waiting until they could get home 
to make something better.

That dynamic is quickly changing amid the 
rapid growth of fast casual restaurants. Fast 
casual is a broad category encompassing 
everything from trendy hamburger 
eateries to upscale Mexican food to salad 
shops dishing up kale and edamame. 
The unifying theme is a focus on high-
quality food with fresh ingredients and 
premium taste. In some ways, fast casual 
is an upmarket version of fast food, 
except with greater customization of 
orders, more-stylish décor and a generally 
elevated customer experience. Prices are 
moderately higher than fast food, but well 
within reach for consumers who feel they’re 
getting a better value.

A key feature of fast casual restaurants 
is their attention to environmental 
conservation and animal-welfare practices. 
Their food is often locally sourced and 

free of pesticides and added hormones. 
Recently, several companies have 
announced plans to eliminate controversial 
ingredients such as artificial preservatives 
and genetically modified organisms. Even 
though fast casual chains vary considerably 
in their business models and menu items, 
they’re all trying to tap into consumers’ 
growing desire for food that’s simple and 
sustainable.

Fast casual restaurants are benefiting 
from a permanent shift in eating habits.

I believe that fast casual restaurants offer 
compelling investment opportunities. At a 
time when the overall restaurant industry 
is growing slowly, the fast casual segment 
is expanding at a rapid clip. Its potential 
became evident in the last recession, 
when fast casual chains grew impressively 
while other restaurants suffered. I expect 
that dynamic to continue. Fast casual 
restaurants are projected to expand at 
double-digit rates over the next several 
years, while the overall industry will eke out 
growth of less than 1% annually, according 
to industry research firm NPD Group.

To be sure, the fast casual industry 
faces challenges, including the risk that 
consumer trends could shift in coming 
years. Fast casual restaurants already 
have been criticized for not being healthy 

By Jason Karam
Capital Group Equity Analyst

Jason is an equity analyst covering 
the restaurant industry. Based 
in New York, he has 14 years of 
investment experience and has been 
with Capital Group since 2010.
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A move toward 
wholesome food 
is boosting fast 
casual dining
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enough. Though an improvement over fast 

food, critics say fast casual chains must go 

further to slash calories, ease up on salt 

and improve nutritional value.

Even so, I believe fast casual restaurants 

are at the forefront of a burgeoning trend 

toward healthier eating. The industry has 

clearly benefited from the perception that 

its fare is more wholesome than fast food. 

That view will only be cemented in the 

future as restaurants continue to do away 

with questionable ingredients. Awareness 

of health and environmental issues is 

especially pronounced among younger 

customers who are forming lifelong 

dining habits. In a validation of the fast 

casual model, the push for simpler food is 

being mimicked across the restaurant and 

grocery industries.

Within this sector, I favor companies with 
superior management and excellent 
growth prospects. The best-run companies 
have proven that they can open new stores 
rapidly and efficiently, allowing them to 
quickly recoup upfront costs and grow 
long-term profits. There is also plenty of 
room to expand into new markets across 
the country. 

As important, the top chains have 
steadily boosted same-store sales, in 
part by siphoning customers from fast 
food establishments. Given the modest 
prospects for the restaurant industry 
overall, taking market share from rivals is 
critical. That sales growth is coming partly 
from fast casual chains getting better 
at handling customer traffic — basically, 
reducing peak-hour bottlenecks so they 
can serve more people. Beyond that, some 
of the better-known fast casual companies 
have opened an additional avenue of 
growth by licensing their brands on items 
in grocery stores.

Time-pressed consumers are willing to 
pay for premium food.

The fast casual concept emerged in the 
early 1990s when restaurants around the 
country began experimenting with hybrid 

models that mixed elements of traditional 
fast food with those of family-style, or 
casual dining, chains. The newcomers were 
more wholesome than fast food and more 
stylish than the utilitarian layouts of casual 
dining. A typical fast casual meal ranges 
from roughly $8 to $13, compared with 
about $5 to $7 for fast food.

The timing was fortuitous, as important 
economic, demographic and cultural 
trends were taking shape. A rising number 
of dual-income households, which have 
ample disposable income but limited 
time to prepare their own meals, created 
a ready customer base. These customers 
were willing to spend more on so-called 
affordable luxuries that they viewed as 
adding convenience to their time-pressed 
lives. The fast casual concept has caught 
on most powerfully among the millennial 
generation, whose members are now 
about 18 to 34 years old and busy starting 
families. The industry’s environmental 
focus is especially appealing to millennials, 
who have grown up in an era of skepticism 
toward factory-model food production. 
Millennials’ embrace of fast casual could 
propel growth for a number of years. 

Fast casual is part of a cultural shift toward 
greater appreciation of food, which has 
raised the standards for how ingredients 
are grown, shipped and prepared. In other 
words, heightened awareness is having 
the same effect on quick-service eating 
that it has had on deluxe coffee, craft beers 
and neighborhood farmers’ markets. Not 
surprisingly, the trends propelling fast 
casual chains are weighing heavily on fast 
food companies, which are casting about 
for ways to respond. Some have tried to 
emulate the fast casual model by rolling 
out healthier dishes, but that has bloated 
their menus and irritated some longtime 
customers and franchisees.

Despite the growth of fast casual, I 
believe there is room for further 
expansion. Compared with the overall 
restaurant industry, the fast casual sector 
is still small. Even a minimal loss of 
market share by large fast food chains 
— which I believe is likely — would go 
a long way toward fueling the upward 
trajectory of fast casual restaurants. g
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After years of soaring growth, the gaming 
industry has endured a difficult stretch. 
A downturn in the Chinese territory of 
Macau, the world’s biggest gambling 
market, has weighed on the earnings and 
share prices of global casinos that operate 
there. Meanwhile, Las Vegas rebounded 
slowly from the last recession. Despite 
these challenges, I believe the long-
term prospects for gaming companies 
are encouraging. The outlook for Vegas 
is brightening and the issues affecting 
Macau will likely dissipate over time. 
Recent weakness in certain casino stocks 
has created compelling values that should 
benefit client portfolios holding these 
companies as growth returns in the future. 

For more than a decade, the gaming 
sector was paced by the rapid growth of 
Macau. Its emergence as an international 
gaming center paralleled the expansion 
of China itself, including a surge in the 
number of wealthy Chinese. Even as the 

recession following the 2008-09 financial 
crisis tripped up Las Vegas, Macau 
continued to flourish. At one point, its 
gambling revenue expanded by the total 
amount of the Las Vegas Strip each year. 
Even now, Macau’s $44 billion in annual 
revenue is seven times that of Las Vegas. 

In the last year, Macau has been pressured 
by multiple forces that struck nearly 
simultaneously. The biggest was an anti-
corruption campaign undertaken by the 
Beijing government. Designed to root 
out abuses among high-ranking officials 
and businesspeople, the effort has been 
longer and more aggressive than initially 
expected. That has scared away many 
legitimate gamblers, especially VIPs who 
don’t want to be seen wagering large sums 
for fear they may come under scrutiny. The 
crackdown has also strained an underlying 
system in which private operators funneled 
gamblers to Macau by arranging their 
transportation, lending them money 

By Jim Kang
Capital Group Equity Analyst
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to play the tables and collecting their 
debts afterward. Macau’s troubles were 
exacerbated by the imposition of tighter 
visa restrictions and a ban on smoking 
in most casino areas. Topping it off, the 
clampdown on fraud came just as the 
Chinese economy was slowing and its real 
estate market was softening, which cut into 
demand from mass-market gamblers.

New casinos and attractions will draw 
visitors to Macau.

Despite the near-term obstacles, I believe 
there are several important factors going 
Macau’s way. The most significant is 
that China supports gaming in Macau. 
It’s important to point out that the anti-
corruption crusade stretches across all of 
China. It doesn’t target Macau or gambling 
itself. In fact, betting has long been an 
accepted part of Chinese culture and social 
life. Rather than do away with gaming, the 
Chinese government would like Macau 
to diversify its economy and lessen its 
reliance on the industry to avoid the type 
of volatility that has occurred lately. That 
would follow the paradigm set by Las 
Vegas, which has transitioned into a broad 
tourist destination that gets a significant 
share of its income from entertainment, 
nightclubs, restaurants and shopping. 

Another reason for optimism is an 
expected rise in the number of hotel 
rooms and gaming tables in Macau over 
the next few years. The six licensed casino 
operators are developing more than  

$20 billion in new projects that will boost 
the number of hotel rooms by nearly 50%. 
Though it may seem risky at a time when 
gambling activity has been hampered, 
I believe that supply will drive demand. 
Even with Macau’s troubles, the average 
hotel occupancy rate is close to 99% 
on many nights. The additional rooms, 
combined with the introduction of more 
non-gaming attractions, such as a half-
scale replica of the Eiffel Tower, will lure 
new visitors. Gaming has historically been 
a supply-driven market, and additional 
supply should spur demand. In other 
words, build it and they will come. This 
dynamic took place in Las Vegas, where 
visitor traffic and revenue expanded 
as new casinos were constructed.

Certainly, there are risks going forward, 
especially the uncertainty of Chinese 
government policy. It’s unclear when 
Beijing will begin to ease off its anti-
corruption drive and gambling activity will 
pick up. Also, licenses for all six Western 
gaming companies will be up for renewal 
between 2020 and 2022. I expect that 
the government will require them to pay 
one-time fees and pledge to build out their 
non-gaming activities. But it’s impossible 
to know what will be required, especially 
if the renewals come at a moment of 
heightened political tension between the 
U.S. and China. 

Over time, Macau will probably follow a 
trajectory similar to Las Vegas. Even as the 
anti-corruption campaign runs its course 

and high rollers return, the mass market 
will become increasingly important as 
Macau matures. Mass-market gamblers 
generate less revenue per person, but 
profit margins are three times higher 
because casinos don’t have to offer 
free rooms and other perks that are 
commonplace with VIP gamblers. That 
should result in a steadier level of growth 
in the future.

Las Vegas is benefiting from a pickup 
in the national economy.

As for Las Vegas, the outlook is improving. 
The city emerged slowly from the 
recession as the sluggish recovery in the 
national economy suppressed consumer 
confidence and discretionary spending. 
Until its own downturn last year, the 
expansion of Macau also siphoned 
off VIP gamblers who previously had 
jetted to Las Vegas. However, rising U.S. 
employment and lower gas prices are 
helping Las Vegas turn the corner, with 
the city reaching new highs in tourist 
traffic. Renewed confidence in the city’s 
prospects is demonstrated by a recent 
pickup in the building of new casinos.

Las Vegas is undergoing a fundamental 
shift in which it is becoming less 
dependent on gambling as demographic 
patterns evolve. Younger visitors, 
especially millennials in their 20s and early 
30s, are less interested in blackjack and 
roulette than in nightclubs, day spas and 
restaurants. Though they don’t gamble 
as much, younger visitors tend to spend 
heavily on other forms of entertainment, 
providing a more stable income stream for 
casino and resort companies. That trend 
will become more pronounced as the 
U.S. economy gains steam and the Vegas 
convention business continues to grow.

Moving forward, the gaming sector will 
not turn around immediately. However, 
the long-term prospects are favorable, 
and I believe that select companies will 
experience significant sales and earnings 
growth over the next three to five years. 
Beyond that, the industry will generate 
significant cash flow as it continues 
to mature, which it can pass on to 
shareholders in the form of dividends. 
That should reward investors who have 
taken a long-term perspective. g
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As a research analyst in India, I’ve spent 
many years observing the economic and 
cultural transformation sweeping the 
world’s second-most-populous country. In 
visits to both large cities and small towns, 
I’ve been especially struck by the changes 
affecting women. In some ways, women are 
held back by decades-long discrimination 
that has limited their educational and 
professional opportunities. However, a 
once-in-a-lifetime shift is under way as 
India becomes an ever-larger presence in 
the global economy. Women are steadily 
gaining access to education and to jobs 
in coveted fields such as finance and 
technology. I expect these changes to 
accelerate rapidly over the next decade 
and beyond, giving women a pivotal role 
in the growth of India and its economy.

In addition to improving the quality of life 
for millions of women, this evolution will 
bring significant investment opportunities 
across a range of sectors. As women enter 
the workforce, household income will grow 
and consumption patterns will change. 
This is a trend we have seen in many 
other countries. For example, demand for 
quality health care will rise as families have 
greater financial wherewithal to afford it. 

Likewise, the need for financial services 
will expand as higher-earning women 
seek credit cards, savings accounts and 
personal loans. Travel and tourism will 
grow as disposable income rises. The 
same is true for products that can save time 
or bring small luxuries to suddenly time-
pressed families. Thus, I expect demand 
to be strong for packaged foods, beauty 
products, apparel and childcare facilities.

The emergence of women is significant 
in part because of the sheer size of the 
population. India is home to 586 million 
women, or slightly more than 17% of the 
global total. India has 173 million girls 
below the age of 15, about one-fifth 
of the worldwide total. Some studies 
estimate that if women were to achieve 
the same workforce participation rate 
as men, the country’s gross domestic 
product could rise by as much as 27%. 

Progress toward equality will be 
gradual as obstacles are overcome.

Of course, all this progress will not 
come overnight. Throughout India’s 
history, the status of women in society 
has been mixed. In some ways, girls and 
women have held eminent positions of 
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power, both in mythology and real life. 
For example, the mythological gods 
of learning, wealth and power are all 
women. Indian mythology is replete with 
references to princesses and queens who 
embodied valor, bravery and wisdom.

In real life, India has produced some of 
the world’s most powerful female political 
leaders, most notably Indira Gandhi. The 
same is true in the corporate world. In 
recent years, many of the largest financial 
institutions, both in the private and public 
sectors, have been led by female CEOs, 

a record that is globally unprecedented. 
None of these women inherited their 
positions through nepotism or societal 
connections. Instead, they all climbed 
the corporate ladder in an industry 
that is dominated by alpha males. 

However, women still face hardships 
in everyday life. For example, female 
participation in the workforce is only 
29%. That compares with 51% for women 
worldwide and 81% for Indian men. The 
literacy rate for Indian women is only 66%, 
versus 82% for men. The adverse gender 
ratio stems partially from centuries-old 
customs, including mistaken beliefs about 
the costs of bringing up a daughter. 
Though illegal, the practice of a bride’s 
family paying a dowry to the groom or his 
parents remains widespread. For poor 
families, such expenses can be financially 

crippling. Similarly, many families cling 
to the erroneous belief that sons alone 
will take care of their parents in old age 
because daughters’ attention will shift after 
they marry and have their own children. 
Hence, parents stretch to give their sons 
the best possible education, in hopes 
of boosting their earning potential.

Women’s lives are getting better as 
attitudes change and educational 
opportunities improve.

Fortunately, many of these backward 
attitudes are breaking down for 
good. In fact, we are on the cusp of a 
generational shift in the perception and 
treatment of women of India. Steadily 
increasing access to education is 
helping women gain newfound power 
and respect. Undoubtedly, education 
will be the single biggest driver of 
change for girls and women over the 
next decade, helping to narrow and 
eventually eliminate the gender gaps in 
literacy and workplace participation.

Education is doing more than opening 
new career choices. It’s also giving women 
greater insight into the world at large, 

making them aware of their rights and 
steeling them with the courage to stand up 
for themselves. These long-overdue forces 
are slowly giving women near, if not fully, 
equal opportunities. For example, women 
are landing more jobs than ever in white-
collar managerial and technical positions. 
It’s clear that girls and young women today 
are far more informed and confident than 
were their mothers. Most encouraging, 
these patterns extend beyond people 
who live in large cities or were born into 
affluent families. Increasingly, they’re 
becoming prevalent across society.

The more I travel across the country 
and interview people from all walks 
of life, the more convinced I am that a 
monumental change is under way. The 
role of women in Indian society has been 
evolving over many years, but the pace of 
change has accelerated noticeably. Over 
the next decade, it will vastly improve 
the lives of millions and have profound 
economic and investment effects. g

This article is adapted from Dutta’s recent book, 
Half a Billion Rising: The Emergence of the 
Indian Woman, which examines the progress 
of women in India.
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For most of the past decade, fixed-income 
investors have benefited from extremely 
low inflation. Consumer prices rose less 
than 1% last year and have topped 3% only 
twice since 2005. That’s helped to push 
down bond yields and boost the value of 
fixed-income portfolios. While inflation 
is unlikely to skyrocket, consumer prices 
could begin to move higher as the U.S. 
and global economies improve.

The potential for higher inflation 
underscores the need to safeguard 
portfolios. Even moderately rising prices 
can erode the purchasing power of savings 
that have been carefully built over many 
years. Regardless of economic or market 
conditions, it makes sense to hold some 
inflation protection within a portfolio.

In the portfolios that I manage, I allocate 
a certain percentage to bonds that guard 
against inflation called Treasury Inflation 
Protected Securities, or TIPS. These 
securities are issued by the U.S. Treasury 
Department and their value moves in 
lockstep with inflation. The principal value 

of TIPS, and their semiannual coupon 
payments, are both adjusted for changes 
in the U.S. consumer price index (CPI). 
For example, if a newly issued five-year 
TIPS bond was bought at par ($100) and 
inflation rose 5% in each of those five years, 
the value of the bond at maturity would be 
a little more than $125.

Loose monetary policy has increased the 
threat of inflation.

I believe the need for vigilance is especially 
important given the Federal Reserve’s 
unprecedented steps in recent years to 
spur the economy. The flip side of the 
Fed’s generous monetary policy is a 
heightened risk of inflation. Simply put, 
I think the probability of an unexpected 
pickup in consumer prices is rising. Indeed, 
inflation expectations have ticked up in 
the last few months as oil prices have 
partially rebounded from their lows. Even 
though some economic reports have 
been weaker than expected, that’s had 
the counterintuitive effect of adding to 
inflationary fears. The market is concerned 
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that a further Fed delay in raising interest 
rates could intensify underlying inflationary 
pressure that will flare up down the road.

To understand how TIPS work, let’s 
compare them to conventional Treasuries. 
With a traditional bond, investors pay 
a fixed amount upfront. They receive 
regular interest payments during the life 
of the security and get back their original 
principal when the bond matures. A 
benefit is that investors know precisely how 
much they will receive in coupon payments 
and how much they’ll get back at maturity. 
However, if consumer prices move 
higher during that period, an investor’s 
purchasing power could be greatly 
reduced in inflation-adjusted terms. 

TIPS preserve purchasing power by 
paying a guaranteed return in addition 
to the rate of inflation. They are widely 
used by large institutions that need to 
hedge against long-term inflation risk. 
Insurance companies, pension funds and 
endowments all rely heavily on inflation-
indexed securities to help them meet 
future obligations. A great TIPS feature 
is that if the unexpected occurs, and 
consumer prices fall into a deflationary 
pattern for an extended period of time, 
investors get back the full value of their 
original investment. In other words, if 
inflation strikes, the principal of a TIPS 

bond moves up alongside it. If deflation 
occurs, the principal remains at par and 
does not go down. 

There are some potential risks with TIPS. 
As with all fixed-income investments, 
inflation-indexed bonds are sensitive 
to shifting interest rates, and their value 
would decline in a rising-rate environment. 
In such a scenario, however, inflation-
indexed securities are likely to fare 
better than conventional bonds. Also, 
because a majority of the benefit from 
TIPS comes in the form of rising principal, 
coupon payments are lower than those of 
traditional Treasuries.

The relative appeal of TIPS versus 
traditional Treasuries is determined by a 
figure known as the break-even rate, which 
measures the yield differential between 
TIPS and conventional bonds of the same 
maturity. The break-even rate basically 
gauges what the world thinks inflation 
will be. If inflation exceeds the threshold 
in coming years, then TIPS will have 

benefited those who hold them relative 
to traditional Treasuries. The current 
break-even rate for 10-year Treasury 
notes is 1.86%. If actual inflation is closer 
to the Fed’s intended target of about 
2% growth in CPI, then inflation-linked 
bonds would be a better investment than 
conventional bonds of the same maturity.

TIPS offer explicit inflation protection.

Some other asset classes — primarily 
equities — offer a potential refuge from 
inflation. Over time, stocks have been a 
viable hedge, partly because the rising 
prices that consumers pay at the cash 
register translate into higher revenue on 
corporate income statements. However, 
there are drawbacks to relying on equities. 
Stocks are usually far more volatile than 
fixed-income, increasing the risk for people 
in or near retirement who may need 
access to their money in the short-term. 
Also, stocks sometimes don’t cushion the 
blow of inflation. Contrary to conventional 
economic theory, there have been periods 
when consumer prices spiked despite 
lackluster growth and sluggish corporate 
earnings. In those instances, inflation rose 
so sharply that it stunted economic growth 
and pushed down stock prices. TIPS have 
historically had a low, and sometimes 
even negative, correlation with other asset 
classes, making them an attractive hedge.

An added appeal of TIPS at the moment is 
attractive valuations. Investors have pulled 
money from inflation-linked securities in 
the last two years as soft global growth 
has kept a lid on consumer prices. The 
resulting valuations have provided the 
opportunity to acquire securities at 
favorable prices.

I believe that TIPS are an important 
building block that can help clients round 
out their fixed-income portfolios. As with 
most investments, it’s best to establish an 
allocation long before a trend becomes 
widely apparent to the market. It’s all-too-
easy during periods of modest inflation 
to forget about the damage that rising 
consumer prices can inflict on a portfolio. 
But history has shown that consumer prices 
can spike quickly and with little advance 
warning. Investors who safeguard their 
portfolios well in advance would be better 
positioned to withstand damage from 
rising inflation. g

TIPS preserve 
purchasing power by 
paying a guaranteed 
return in addition to 
the rate of inflation.
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Investing in art, wine or any other 
cherished hobby would seem to blend 
the best of two worlds: You engage in a 
heartfelt pursuit while building a collection 
that can grow in value over the years. It’s 
often referred to as passion investing, 
and it’s become increasingly popular. 

There are many good reasons to collect 
wine, acquire art, buy jewelry or even 
dabble in sports memorabilia. People 
typically don’t set out to become 
collectors, but what begins as a childhood 
fascination with dolls or baseball cards 
can segue into a lifelong interest in other 
forms of collecting. There are often 
intangible reasons, such as personal 
enjoyment or cachet, for investing in 
luxury items. The appeal of passion 
investments among ultra-high-net-worth 
individuals ticked up after the financial 
crisis. One study found 61% have become 
more interested in collecting items 

such as art, wine or classic cars. And, 
indeed, these pursuits can be lucrative 
when market conditions are favorable. 

However, investing in your passions carries 
risks, and should not be relied upon as 
a way to build wealth. The collectibles 
markets can be volatile and it’s easy to 
overlook the costs of insurance, storage 
and other necessities that dampen 
long-term returns. As a result, in our 
view, passion investments should not be 
central elements of an overall portfolio. 

Instead, it’s important to have a well-
rounded asset allocation along the lines 
of our wealth strategy pyramid, which is 
designed to build and preserve wealth 
over the long term. The bottom of the 
pyramid is the base: money invested in 
cash or short-term securities representing 
up to two years of expenses that can 
serve as a financial and emotional 
safety net. Next is the core, a diversified 
mix of stocks, bonds and diversified 
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alternatives tailored to your financial 
goals and long-term growth objectives, 
with a lower level of certainty than the 
base. Once your base and core holdings 
are established, anything beyond that, 
known as the surplus, can be viewed as 
a complement and earmarked for other 
interests. We believe that investments in 
art or wine should generally be made from 
this surplus portion of your portfolio.

A decline in the wine market 
demonstrates the risk of passion 
investing.

To understand the risks of passion 
investing, consider the recent history 
of the wine market. Not long ago, wine 
appeared to be an unbeatable investment. 
After several strong years, demand for 
fine wine really took off in 2010. The 
Liv-ex Fine Wine 100 index, which tracks 
the prices of highly sought-after wines, 
soared while stocks were still recovering 
from the financial crisis. Driven by 
expanding global wealth, particularly in 
China, wine seemed to be on the verge 
of an extended run. And it was — but in 
the wrong direction. Almost as quickly as 
it had surged, the index peaked in mid-
2011 as demand from China fell sharply, 
and it has continued to lag ever since. 

More recently, the art market has been 
on a tear. Global art sales surged to a 
record high last year, and there have 
been a number of high-profile purchases. 
Earlier this year, a Gauguin reportedly 
sold for close to $300 million — believed 
to be one of the highest prices ever paid 
for a painting. In May, a Picasso went 
for nearly $180 million. And the world’s 
most expensive sculpture ever sold at 
auction recently changed hands for more 
than $141 million. On a smaller scale, the 
number of art sales exceeding 
$1 million has risen as more people 
have been drawn to this pursuit.

On the other hand, the trade-offs involved 
in passion investing garner much less 
attention. For example, art, wine and other 
collectibles do not generate cash flow, 
and the markets for them are typically 
highly illiquid. In fact, the exact value of a 
specific bottle of wine or work of art can 
be difficult to gauge. The only precise 
way to determine the worth of an object is 
to try to sell it. Given the unpredictability 

of collectibles markets, a seller may not 
attain a hoped-for price when the market 
is weak or when a once-prized item has 
simply fallen out of vogue. For example, 
except for a relative handful of renowned 
artists, it’s virtually impossible to assess 
whether a painting that’s highly coveted 
today will stand the test of time financially. 

Costs can add up when investing in 
collectibles.

It’s also important to consider the 
substantial costs for mundane but critical 
needs such as insurance, storage and 
general maintenance. To protect the long-
term value of precious assets, insurance is 
typically advisable. Proper storage is also 
important. Especially for rarer or more 
expensive pieces of art, it’s critical to guard 
against damage from sunlight or dust. The 
same goes for wine. Despite the enjoyment 
of stowing bottles in a personal wine 
cellar, it’s far better from an investment 
standpoint to keep them in a professional 
storage facility that carefully modulates 
temperature and humidity. The value 
of even the most diligently assembled 
collection may suffer if bottles are housed 
in a personal cellar. For both art and wine, 

professional facilities can help attest to the 
authenticity of a specific bottle or piece 
of fine art when it comes time to sell. 

Depending on the type of collectible, 
there can be additional expenses for 
shipping, installation or appraisals. Also, 
if you purchase art at an auction, there’s 
a fee, known as a buyer’s premium, that 
must be paid to the auction house. The 
fee varies, but often can range from 10% 
to 25% of the purchase price. Finally, note 
that collectibles are taxed at a maximum 
long-term capital gains rate of 28% at 
the federal level and are also subject to 
the 3.8% net investment income tax.

To avoid the administrative burdens and 
mitigate the risks of owning individual 
works of art or bottles of wine, investment 
funds have been established to provide 
diversification and access to professional 
management. Through the end of June, 
there were an estimated 72 art funds 
globally. However, these vehicles present 
various risks, and the current number of 
funds is down considerably from its peak 
of 115 in 2012, reduced in part by stricter 
government regulation.

Many of our clients have significant 
collections of passion investments that 
are deeply meaningful to them and 
have appreciated in value over time. 
However, when choosing to invest in 
art, wine or other personal passions, it’s 
important to consider these holdings in 
the context of your broader portfolio, not 
to mention your own unique goals. g
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While sitting on a New York City bus several years ago, 
author Gretchen Rubin began to reflect on what she 
wanted from her life. Above all, she realized she had a 
strong desire to be happy. Seems simple enough, but 
she soon discovered that uncovering the true key to 
happiness wasn’t that easy. Thus began a research 
project, followed by two books on the topic, including 
her bestselling The Happiness Project, in which she 
reflects on the year she spent trying to unearth what 
leads to personal contentment. 

Among her conclusions was that having the right 
habits results in greater happiness. Gretchen focuses 
exclusively on this topic in her latest book, Better Than 
Before: Mastering the Habits of Our Everyday Lives.

In the following interview, the former lawyer shares 
strategies for developing the kinds of habits that bring 
us greater fulfillment, while teaching us how to let go 
of those that cause disappointment.  

Why are habits such an important contributor to happiness?

As I talked to people about happiness over the years, 
I realized that a big challenge many faced was a certain 
problem or habit that was holding them back. For instance, 
someone said to me, “I’m exhausted all the time.” The truth 
was they had a habit of not going to bed early enough. It turns 
out that habits are a huge force in our lives. If we have good 
habits, we’re much more likely to be happier, healthier and 
more productive. Regardless of your goals — whether you 
want to be out in nature more, write a novel or eat better — 
it starts with forming the right habits. 

What’s the best way to do that?

In my book, I identify 21 strategies to help. That seems like a 
lot, and you probably won’t need to use all of them, but 
everyone has personal tendencies. One of the strategies is 
scheduling. This means that you lock in and anchor 
expectations for yourself. Instead of saying, “I’m going to start 
exercising,” write down the day and time you’re going to the 
gym on your calendar and stick with it.
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Do certain habits instill more happiness 
than others?

The happiest people have wildly different 
habits. But one thing that ties them 
together is they’ve all figured out what 
works best for them, and they stick to it. If 
they know they need to get to bed early, 
they do it. If they like to run to clear their 
head, they make it happen even when it’s 
not convenient. If they want to avoid sugar, 
like me, they never have it around. 

One of the things you write about, which 
seems counterintuitive, is that rewards can 
be dangerous when tied to your habits.

Yes, they actually undermine the process 
because you teach yourself that the only 
reason you’re doing something is to be 
rewarded. The goal of a habit is to end the 
process of decision making. If you tell 
yourself you get to eat a cookie after you 
take a run, for instance, it leaves a lot of 
ambiguity. If you only run half way, do you 
still get the cookie? If you don’t feel like a 
cookie, does that mean you don’t have to 
run today? The only rewards that really 
work are those that take you deeper into a 
good habit. As one example, if you decide 
to do yoga regularly, you could reward 
yourself with a new yoga mat, because that 
helps you stick to it.

What about the idea of treating yourself, 
either when you’ve done something great 
or feel really bad and need a boost?

It’s important to have treats, but they 
should be healthy ones. Unhealthy treats 
are things like eating and drinking, or 
shopping. People do it to get a boost, but 
it ends up making them feel worse. That’s 
why I suggest planning your rewards in 
advance. Know what you’re going to do if 
you have a bad day at work so that it’s 
something you can anticipate and plan, 
rather than making decisions in the spur of 
the moment. A nice test about whether 
something is healthy is whether you feel 
good about doing it the next day. If you are 
the kind of person who wants to have a 
glass of wine on days when you’re down, 
know that this is what you’re going to do, 
and don’t change it to something like 
eating junk food instead. 

So it’s about anticipating in advance 
how you’re going to get through 
challenging times?

Yes, and here’s a tip about treats: Think 
about what you did for fun when you were 
10 years old. Maybe it was arts and crafts, 
going on a bike ride or dancing around 
while listening to music. Chances are that’s 
something you would enjoy now as well.  

Why do we have such a hard time breaking 
what we know to be bad habits?

This is one of the great mysteries that I set 
to find out. You can warn someone that if 
they eat certain foods they’ll get type II 
diabetes or cancer and it doesn’t seem to 
matter. Some studies suggest that up to 
50% of adult Americans don’t take 
prescription medication for chronic health 
conditions. Why? I think it’s partly due to 
the struggle between the now and your 
future self. The future seems vague and 
nebulous. We are good at coming up with 
loopholes, like vowing to start eating 
healthfully tomorrow. A lot of times we 
don’t even acknowledge that what we’re 
doing is bad, and we’re great at making 
up excuses.  

How can you keep good habits when 
you’re around people who don’t share 
the same discipline?

That’s an important question because we 
catch habits from others, for better or 
worse. The important thing is you’ve got to 
be completely committed to the good 
habit. And don’t be afraid to be out of step 
with others.

Based on all the research you’ve done, 
what’s the most important determinant 
of happiness in one’s life?

If I had to boil it down to one thing, people 
who have meaningful relationships tend to 
be happier. Self-knowledge is also 
important. This means knowing your 
nature, values and interests. That’s not as 
easy as it sounds, since figuring out what 
you want your life to look like requires a lot 
of work and thought.

Does being wealthy lead to greater 
happiness?

Research shows that people with more 
money do tend to be happier. A lot of that 
has to do with the fact that they have 
control over their lives. Wealth enables you 
to decide how you spend your time and 
energy. Plus, one of the greatest luxuries of 
wealth is it buys you the ability of not 
having to worry about money. g

Through her research, author 
Gretchen Rubin found that people 
generally want to foster the kinds 
of habits that allow them to:

Eat and drink more 
healthfully1

Exercise regularly2

Save, spend and earn wisely3

Rest, relax and enjoy4

Accomplish more and 
stop procrastinating5

Simplify, clear, clean 
and organize6

Engage more deeply 
in relationships — with 
other people, with God 
and with the world

7

The “Essential Seven” Habits
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With consumer spending 
up and the employment 
picture continuing 
to improve, the U.S. 
does not appear to be 
headed for a recession.

Recessions are typically 
triggered by a major 
shock in the system and 
a significant reversal 
of investor sentiment. 
Importantly, such shocks 
must be perceived as 
long-lasting, such as the 
financial crisis of 2008, 
which sent interest rates 
down, weakened the 
dollar and brought wage 
growth near zero.   

More than 2 billion people 
without traditional bank 
accounts are beginning 
to conduct financial 
transactions electronically. 

Thanks to the explosive use 
of mobile devices in the 
developing world, many in 
Africa and other developing 
economies are moving 
directly from using cash to 
mobile banking. 

Internet penetration in 
India is likely to reach 
the same level as China 
by 2020. 

Interestingly, almost all 
Internet usage in the country 
is mobile. At the same time, 
most web content is now in 
English. Merchants that can 
offer goods and services in 
native tongues stand to gain 
market share given how few 
Indian citizens speak English 
as a first language.

Global economic growth 
is positive overall, led by 
an upward GDP revision 
for the Eurozone, to 1.5%. 

Expectations for U.S. GDP 
growth have come down 
a little, but 2015 growth 
is expected to come in at 
2.2%. Meanwhile, China’s 
GDP is expected to grow 
6.8%, slightly below the 
7.4% forecast for India.  

Chinese e-commerce 
companies have 
significant growth 
prospects.

They have a huge cost 
advantage compared to 
China’s highly fragmented 
offline retail industry. They 
also offer superior value in 
terms of price, selection 
and convenience. 

Privatized training in 
English is a fast-growing 
industry in China.

English is an important 
personal skill in the 
globalized Chinese 
economy. While English 
is taught in schools, 
learning tends to focus on 
vocabulary and grammar, 
so conversational skills tend 
to be weak. That creates an 
opportunity for companies 
providing such education 
in what is projected to 
be a $6 billion industry.
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clOsing shOt

   A scene from inside 
the Venetian Macao. 
(For more on our 
outlook for the gaming 
industry, please see the 
article on page 10.)
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