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Investment Value Is in the Eye of the Beholder
As the equity markets continued to hit new highs over the past quarter, clients began to ask such familiar questions 
as “Are stocks ripe for a correction?” and “Is the bull market too long in the tooth and about to end?” Despite a strong 
showing for international stocks so far in 2017, I also heard “Does investing outside the United States still make sense?” 

These are all good questions, and not surprising following a period of such strong gains, particularly for U.S. markets. 
My answers: corrections are always a possibility; this is the second-longest bull market in history, but length alone isn’t 
a reason for it to end; and, to my mind, investing outside the U.S. makes more sense than ever. 

Based on what we know today, if we examine the typical signs that lead to major market corrections or even end 
bull runs, few seem to be present (see the chart on page 3). Although the Fed has begun to raise rates, its tightening 
strategy is measured and not aggressive. Inflation is a concern, but not really evident in the numbers. And while 
investor sentiment has been rising of late, we’re not seeing the kind of euphoria present during the dot-com boom. 
(Back then, I remember, everyone seemed to be day trading stocks on the side!) 

In terms of investing internationally, not only does that give you the opportunity to find best-in-class companies 
regardless of geography, but stocks outside the U.S. are considerably cheaper on a valuation basis. Our global equity 
portfolio manager Steve Watson delves into this further on page 5.

Incidentally, Steve will talk more about the opportunities we’re finding around the world at our upcoming client 
luncheon series, “Journey to China and Beyond,” in May. He’s based in Hong Kong and will be joined live by our China 
economist, Andrew Dougherty. The two will offer a firsthand look at what’s really happening in Asia and share some of 
the most promising investments we’ve uncovered throughout the region and beyond. 

Importantly, while these macro factors are always something our investment team keeps in mind, for us it’s all about 
finding attractive opportunities at the right price, one at a time. As our portfolio managers continually remind me, there 
are always compelling values to be discovered in every market environment if you know where to look.

A key characteristic of Capital Group’s research process is contemplating the future and understanding how societal 
shifts might impact our investments. To that end, I’d like to draw your attention to our fascinating cover article by 
Capital Group analyst David Penner on page 10. David makes the case that automobile travel will change dramatically 
over the next decade. Instead of owning a vehicle, he believes, we’re going to start using self-driving, on-demand car 
services. That would transform our lives in ways large and small, from the look of our homes and cities to how we take 
vacations and spend our leisure time.

Finally, did you know there’s a best time of day to do just about everything — from going to bed to winning an 
argument? The ideal time for you depends on what psychologist Michael Breus calls your unique “chronotype.” He 
explains this in his new book, The Power of When: Discover Your Chronotype — and the Best Time to Eat Lunch, Ask 
for a Raise, Have Sex, Write a Novel, Take Your Meds, and More. We feature an interview with Dr. Breus on page 18. 
Incidentally, he’ll be the featured speaker at our upcoming live CapitalTalks author series. These events will take place 
around the country in July. To reserve a spot, just contact your Investment Counselor.

John Armour 
President 
Capital Group Private Client Services

Although the Fed has begun to raise rates, its tightening 
strategy is measured and not aggressive. Inflation is a 
concern, but not really evident in the numbers. And while 
investor sentiment has been rising of late, we’re not seeing 
the kind of euphoria present during the dot-com boom.
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Despite the many positive trends in the equity market over the past few years, 
the relative underachievement of foreign stocks has been highly unusual. 
Even as U.S. equities segued from one new high to the next, overseas 
markets have been dogged by numerous ailments, including erratic growth 
and wilting commodities prices. That dynamic may now be shifting. Stocks 
throughout Europe and the developing world have spearheaded a global 
equity advance so far this year, even outpacing continued gains in the U.S.

The unifying theme in the overseas rally has been visible economic improvement. In 
Europe, the unemployment rate dipped to its lowest point in nearly eight years while a 
closely watched measure of economic activity swung to its highest level in six years. Some 
countries are experiencing notable improvement. For example, Spain’s 3.2% rise in GDP 
last year nearly doubled that of the eurozone as a whole.
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Above: View of Gran Via and Callao Square, 
one of the main streets and most famous 
landmarks in Madrid. As the European 
economy gains steam, Spain is growing at 
nearly twice the rate of the broad eurozone.



Meanwhile, emerging markets are 
benefiting as livelier growth around the 
world bolsters demand for commodities. 
In China, a mix of infrastructure spending 
and monetary stimulus has rejuvenated 
an economy that appeared to be losing a 
step last year. All of this is coming against 
a backdrop of compelling valuations 
that has heightened the appeal of 
international shares.

Foreign stocks have been aided by 
continued acceleration in the U.S. 
economy. The domestic expansion is 
now the third longest on record, thanks 
to vigorous hiring, firmer wage growth 
and surging optimism among both 
consumers and corporate executives. 
Stocks were boosted early in the year 
by post-election hopes for tax cuts 
and infrastructure spending — the so-
called reflation trade. The likelihood of 
immediate action on these has dimmed, 
but the market has been carried recently 
by hopes that the economy is gaining 
sufficient momentum on its own. That 
optimism was underscored by the stock 
market’s decidedly calm reaction to the 
Federal Reserve interest rate hike in 
March, the first of what is expected to be 
three quarter-point moves this year.

The red flags that normally end bull 
markets do not seem to be present.

The rally has left U.S. stock prices extended 
compared with underlying corporate 
earnings, but history has shown that pricey 
valuations aren’t necessarily a cause 
for concern. Despite the length of the 
economic upturn and the magnitude of 
gains in stock prices, the U.S. has flashed 
few of the warning signs that historically 
have preceded bear markets. For example, 
stock fund inflows, corporate mergers 
and initial public offerings are all subdued 
compared with market peaks in 2000 and 
2007. Other measures are sending mixed 
signals. For example, investor borrowing 
has reached a record high in absolute 
terms. But when measured in relation to 
the market capitalization of the New York 
Stock Exchange, such margin debt is 
roughly on par with its level in 2013.

Capital Group economists believe that 
rising incomes and a potential rebound 
in industrial production may underpin the 
economy into the first half of next year. If 
capital spending and productivity pick up, 
growth could reach 3%, something the U.S. 

hasn’t achieved on an annual basis since 
2005. However, economic and political 
risks have become more pronounced, 
especially the possibility of external shocks. 
That includes political upheaval abroad 
and the threat of protectionist policies in 
the U.S. sparking a trade war with China. 
And though the Fed is likely to tighten only 
gradually, rate hikes could come faster 
than the market expects.

Europe may finally be breaking out of 
its slump.

After a number of false starts, the 
European economy appears to be gaining 
sustainable momentum. Europe has 
beaten economic forecasts for the past 
several months, and at a greater rate 
than other major regions. Its 1.7% GDP 
growth last year slightly exceeded that of 
the U.S. — the first time that’s happened 

since the 2008 financial crisis. Though 
the upturn remains fragile, the region’s 
prospects have brightened so much that 
the European Central Bank is hinting at 
the possibility of dialing back its enormous 
stimulus efforts. 

Aside from improvement in their home 
countries, overseas companies are 
benefiting from the interconnected nature 
of global markets, as many European and 
Japanese companies generate the bulk of 
their earnings in other nations. European 
bank HSBC, for example, does much more 
business in Asia than at home.

The potential monkey wrench in the 
European upturn is escalating political 
uncertainty, especially in France and 
Germany, which are holding elections 
this year. Capital Group economists and 
political analysts are closely following 
these developments. Though it is difficult 
to predict election outcomes, a voter 
rejection of populist and anti-immigrant 
parties could propel a further rebound in 
European markets.

Prospects also appear to be turning up 
in China. In addition to encouraging data 
from the government, Capital Group 
portfolio managers and analysts saw 
positive developments during a recent trip 
to Beijing and Shanghai. In particular, the 
visit showed that China is making progress 
toward its goal of transitioning from an 

OVERSEAS COMPANIES ARE 
BENEFITING FROM GLOBAL 
DIVERSIFICATION, AS MANY 
EUROPEAN AND JAPANESE 
BUSINESSES GENERATE THE 
BULK OF THEIR EARNINGS 
IN OTHER NATIONS.
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FEW SIGNS OF A BEAR
Almost none of the warning flags that typically foreshadow a sharp equity drop are 
evident today based on these usual leading indicators:

2000 2007 CURRENT

Heavy Inflows into Equities 4 4

Big Pickup in IPO and M&A Activity 4 4

Increased Margin Debt 4 4 4

Rapidly Rising Interest Rates 4 4

Widening Credit Spreads 4 4



industrial-led economy to a consumer-
focused one paced by rising wages. During 
a tour of a department store, for example, 
one manager said sales are up 30% this 
year, partly because increasing consumer 
affluence is boosting demand for high-end 
products such as vacuum cleaners and cell 
phones. A similar trend was reported at 
auto dealerships. As wages and spending 
power rise, the team noticed that many 
consumer products are being outfitted 
with upscale features, such as refrigerators 
that remind consumers of the expiration 
dates for various foods. 

Bond yields have stabilized since their 
run-up late last year.

One of the biggest worries heading 
into 2017 was the outlook for long-term 
interest rates following their post-election 
surge. However, yields have moderated 
as investors wait for clearer signs about 
President Trump’s legislative strategy 
for enacting tax cuts and boosting 
infrastructure spending following the 
aborted effort to repeal the Affordable 
Care Act. The benchmark 10-year Treasury 
note finished the first quarter at 2.38%, in 
line with its 2.45% level at the end of 2016. 
Our fixed-income team believes that global 
economic and political undercurrents 
make it likely that rates will remain low by 
historical standards even if global growth 
picks up.

Slight adjustments have been made 
to client portfolios based on financial 
or other conditions. For example, we 
have maintained an overweight position 
in health care but lightened exposure 
because ongoing uncertainty in the sector 
could lead to increased volatility.

Our municipal bond managers have been 
drawn to tax allocation and tax assessment 
bonds, which fund construction 
projects such as single-family housing 
developments. These securities offer 
attractive risk-adjusted returns, and many 
are insured to safeguard creditors if a 
planned project doesn’t materialize. These 
are complex securities, so Capital Group’s 
extensive research capabilities, including 
visits to many of these sites, provide 
an advantage in identifying attractive 
opportunities.

As for taxable portfolios, we have reduced 
holdings of Treasury Inflation-Protected 
Securities, or TIPS, following the sector’s 

robust gains in recent months.  We 

continue to favor asset-backed securities 

because of their ability to add incremental 

yield without adding undue volatility.  

One area where we have found value 

is auto loans. The credit worthiness of 
these securities tends to be strong in an 
economy marked by rising job growth and 
wage gains. g
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FEATURED SPEAKERS

ATLANTA Monday, May 15

PALM BEACH Tuesday, May 16

CHICAGO Wednesday, May 17

NEW YORK Thursday, May 18

SANTA BARBARA Monday, May 22

SAN FRANCISCO Tuesday, May 23

LOS ANGELES Wednesday, May 24

BEVERLY HILLS Thursday, May 25

EVENT DATES AND LOCATIONS

STEVE WATSON is a global equity 
portfolio manager for Capital 
Group Private Client Services. He 
has nearly 30 years of investment 
experience and is based in our 
Hong Kong office.

ANDREW DOUGHERTY is an 
economist at Capital Group who 
specializes in China. He is based 
in our Beijing office and has been 
with Capital since 2004.

At our upcoming spring client luncheon, we’ll take you on a trip 
across Asia. You’ll tag along with Capital Group’s research team 
and learn firsthand why having a local presence provides such an 
important edge. You’ll also hear directly from our China economist 
and a Hong Kong–based portfolio manager, both of whom will join 
us live for the event and share the myriad of compelling investments 
we’ve recently uncovered across the region.

SPACE IS LIMITED. For more information, and to reserve a seat for you and a guest at one 
of these events, please contact your Investment Counselor.



What has caused international stocks to 
lag behind U.S. shares, and what do you 
expect moving forward?

To be frank, international diversification 
has not served investors very well for 
the past seven to eight years. The S&P 
500 has significantly outpaced the rest 
of the world. Why? A big reason is that 
while the U.S. was hit hard by the 2008 
financial crisis, the policy response was 
swift. America applied a fair amount of 
stimulus and got its economy going again 
relatively quickly. Europe and Japan did 
not respond as quickly or forcefully, and 
that has taken a toll.

The rest of the world has also been beset 
by its own problems. Great Britain voted 
to leave the European Union. Right-
wing populist parties have asserted 
themselves in Europe, and there’s a 
two-speed economic recovery there, 
with Germany humming along while 
other countries struggle with low growth 
and high unemployment. Beyond that, 
China experienced a slowdown as global 

demand for its goods declined. And 
Japan’s record of turning around its 
economy is spotty.

Given these challenges, why do you 
find international stocks attractive?

Several reasons, including historical 
precedent and current valuations. There 
have been a number of periods when 
U.S. stocks have beaten international 
stocks, and vice versa. In fact, it’s typical 
for the baton to be passed back and 
forth between the U.S. and the rest of the 
world. Generally, the baton doesn’t stay 
in one place that long. This is a very long 
stretch relative to history for the U.S. to 
have done so much better. But that has 
created a dramatic valuation gap between 
the U.S. and the rest of the world. There 
are many attractively priced foreign 
companies with global footprints that sell 
at significant discounts to their U.S. peers. 
And the developing world is trading 
at a notable discount to other parts of 
the world.

Would it be better for investors to shy 
away from foreign stocks until those 
markets have clearly turned the corner?

It’s impossible to successfully time 
markets. It’s also important to realize that 
shares of good companies can do very 
well in the face of discouraging headlines. 
For example, there was a lot of concern 

last year about the supposed coming 
collapse of China — debt problems, 
political uncertainty and a property 
bubble that was going to end in tears. 
It seemed very bad, but lots of Chinese 
stocks are up 50% or more over the past 
year. Why? The economy is doing much 
better than predicted, and shares of some 
companies just got too cheap. 

Are you worried that political upheaval 
in the U.S. and elsewhere will threaten 
globalization and international trade?

We need to be open to the possibility that 
we will see a hit to global trade volumes. 
But there is more to globalization than the 
trade in physical goods. As international 
companies have grown over time, many 
have opened offices and factories in 
markets around the world. Globalization 
often means finding companies that are 
not only shipping goods around the world 
but growing on a very localized basis.

I’d also point out we’ve seen protectionist 
movements before. In the 1970s and 
early 1980s, there was a lot of sparring 
among countries. For example, the U.S. 
put restraints on auto imports from Japan. 
Several countries put import restrictions 
on steel to protect their domestic markets. 
Those tariffs and non-tariff barriers 
certainly affected those industries, but 
they did not keep the world from growing, 
nor did they prevent us from finding good 
global investments. The bottom line is that 
globalization is alive and well.

Where are you finding attractive 
opportunities?

One area is banks and financial services 
companies. Low interest rates create 
opportunities around the world. Some 
European insurance companies offer 
value. In another part of the world, there 
are some very well-managed banks in 
India. They have been great investments 
both recently and over the very long term. 

Broadly speaking, there is a lot of 
legitimate concern about political stability 
and economic growth in many corners 
of the world. But there are also many 
opportunities for patient, long-sighted 
and value-focused global investors, 
particularly relative to what we’re finding 
in the U.S. g
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Years in Profession

Years with Capital Group

Steve Watson is a global equity 
portfolio manager for Capital 
Group Private Client Services, 
based in Hong Kong. In this 
interview, he explains why he 
is particularly optimistic about 
international stocks and provides 
an overview of the topics he will 
address at our upcoming client 
luncheons in May.
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Asian shoppers have a growing affinity for 
products such as skin creams and diapers, 
particularly for higher-end items that 
are now within their financial reach. This 
attention to personal care is being paced 
by demographics, as people of all ages 
focus on physical well-being and want 
products perceived as safe, authentic and 
high quality. 

“The desire to have a better life is definitely 
benefiting the beauty and personal care 
segment,” says Qiuwei Lin, a Capital Group 
analyst who covers the Chinese consumer 

sector. “Attention to personal happiness 
is likely to grow over time.”

There is an increasing awareness 
among all age groups of the need to 
take care of themselves. For example, 

many older consumers have switched 

from basic moisturizers to anti-wrinkle 
creams. Meanwhile, the sway of pop 
culture and ubiquity of social media have 
made younger people highly attuned 
to even the slightest shifts in beauty and 
fashion trends. Millennials also place a 
much greater emphasis on health-related 
concerns than did their parents. Hence, 
they’re willing to pay slightly higher prices 
for face creams or other products deemed 
better for their skin.

Many of these financial and demographic 
trends are still at an early stage in China 
and other emerging markets, such 
as Indonesia, Thailand and Vietnam. 
This presents opportunities for both 
international companies, whose 
penetration in some of these markets is 
low, and smaller Asian-based companies 
that have keen insight into customer 

The years-long rise in living standards in China and other Asian emerging markets 
is having a transformative impact on consumer buying habits. As the ranks of the 

middle class have expanded, so have their wages and disposable income. 
And as with their counterparts elsewhere in the world, emerging market 
consumers are increasingly interested in quality-of-life issues, such as the 

healthiness of the food they eat and quality of the medical care they 
receive. This dynamic is especially pronounced in personal 

care, a broad category that ranges from household 
goods to cosmetics. 
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preferences. Indeed, the region’s 
roughly $225 billion personal care 
market has been expanding at a robust 
pace in recent years. 

It’s notable that this growth has come 
at a time when economic expansion 
in China has begun to moderate. This 
illustrates the defensive nature of the 
sector and its tendency to be resilient 
during rough economic periods. That’s 
due partly to the “lipstick effect,” or 
the habit of consumers to cut back 
on expensive purchases during lean 
economic times while continuing to 
spend on small-ticket items seen as 
affordable luxuries.

Consumers are willing to pay up for 
better quality.

One of the more notable trends in the 
personal care sector is the embrace of 
higher-end products. In fact, half of the 
sector’s recent growth stems from a rise 
in average sales prices as consumers 
have traded up to more expensive 
brands. This is most evident in China, 
where there is a sharp divergence 
in the growth rates of premium and 
low-end products. Consumption at the 
high end is being propelled by middle- 
and upper-middle-class consumers. 
Conversely, demand for down-market 
goods is weaker because lower-income 
jobs are more tied to old-economy 
industries such as manufacturing, which 
are suffering greater fallout from China’s 
economic slowing.

The interest in higher-end goods stems 
partly from millennials, whose zeal for 
beauty products has helped turn that 
segment into a fast-growing slice of the 
personal care industry. Sales of premium 
cosmetics, for example, are growing 4% 
to 5% a year — one of the few categories 
in the high-end product world to 
experience that type of global growth. 

Large and small companies are 
competing for market share.

These dynamics are not only helping 
local firms, but also U.S. and European 
multinationals that have long had a 
presence in China and Southeast Asia. 

“Innovative companies with strong R&D 
and proven marketing expertise are in 

a good position to gain market share 
globally,” says Saurav Jain, a Capital 
Group analyst who covers household 
and personal products in Europe. “And 
companies that own a broad collection 
of small- to medium-size brands can 
target multiple product segments 
without running into the type of 
consumer fatigue that sometimes 
affects big brands.”

The rising demand for personal 
products in Asia is also favorable for a 
handful of small but fast-growing Korean 
and Japanese brands that are pursuing 
aggressive expansion. These smaller 
companies are especially skilled in the 
use of social media and quick to react 
to rapidly changing consumer tastes. 
The newer entrants are benefiting from 
e-commerce, which has made it easier 
to penetrate new markets by reducing 
distribution barriers. These companies 
are also getting a hand from the current 
popularity of boutiques that carry goods 

from only 
one brand, 

and from 
specialty shops, 

which are devoted to specific segments 
such as infants or cosmetics.

There is enormous potential in the 
personal care sector in the coming 
decade. China is a $100 billion-a-year 
market that is likely to grow quickly. 
The prospects there are stoked by an 
increase in global travel by Chinese 
citizens that has raised awareness of 
foreign brands. 

Over a longer period, India also offers 
a big opportunity thanks to its young 
and expanding populace. For example, 
India’s diaper market is only 5% the 
size of China’s even though India’s 
infant population is almost twice as 
big. Currently, many Indian parents 
use diapers only when they leave their 
homes. Per capita diaper usage in India 
is on par with that of China 15 years ago. 
As Indian incomes grow, demand is 
expected to follow an upward trajectory.

In the near term, the potential for all 
these markets will depend partly on 
global economic conditions. Though 
the personal care sector is relatively 
resilient during soft economies, stronger 
growth would boost sales even further. 
Over the long run, this sector is poised 
to benefit from the promising economic 
and demographic trends taking hold 
throughout Asia. g
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HALF OF THE PERSONAL 
CARE SECTOR’S RECENT 
GROWTH STEMS FROM A 
RISE IN AVERAGE SALES 
PRICES AS CONSUMERS 
HAVE TRADED UP TO 
MORE EXPENSIVE 
BRANDS.



Walk down almost any street and you’re 
bound to see people who look like they’re 
headed to a yoga studio, spin class or 
specialty gym — whether they are or not. 
This is part of a trend in which athletic 
wear is becoming a fixture in mainstream 
fashion and apparel. From running gear 
and workout clothes to yoga pants and 
leggings, sportswear is growing ever 
more popular in the U.S. and increasingly 
taking hold in the developing world. This is 
creating opportunities for athletic apparel 
and footwear companies, especially those 
capable of pairing sought-after designs 
and innovation with the marketing and 
distribution muscle needed to stand out in 
a crowded field.

The rising popularity of athletic wear is 
being driven by a variety of social and 

demographic factors, starting with greater 
health consciousness. More people in 
the U.S. and Europe are attuned to their 
physical well-being, while an expanding 
middle class in the developing world is 
signing up for gym memberships and 
boosting its sports participation. That’s 
contributing to so-called athleisure, 
in which sports-influenced attire is 
increasingly versatile and worn in everyday 
settings. As with so much of fashion, this 
dynamic is driven partly by cachet. Just 
as personal trainers and designer barre 
classes have become status symbols, so 
have sports-inspired garments.

Growth is also being spurred by product 
innovations, such as advanced materials 
that make sports shoes lighter and more 
form-fitting, and ongoing specialization 
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in which consumers buy activity-specific 
shoes for running, tennis, hiking and so 
on. Looking ahead, the emergence of 
wearable technology — in which digital 
devices such as fitness trackers are woven 
into pants, shorts and sneakers — is likely to 
spark consumer interest in coming years.

Athletic wear is a bright spot in the 
otherwise troubled apparel sector.

The encouraging outlook for sports-related 
clothing stands in contrast to the dimmer 
prospects for the general apparel business, 
which is confronting numerous headwinds. 
Given the relative ease in designing and 
manufacturing basic apparel, there are 
low barriers to entry. The result is a highly 
fragmented industry in which even leading 
brands garner only low-single-digit market 

share. Most apparel makers have little 
pricing power and have had to grapple 
with deflationary pressures for the past 
decade. That could worsen in coming 
years as profit margins are squeezed by 
rising labor costs in Asia, where most 
global manufacturing takes place.

Apparel manufacturers also face the 
perennial challenge of fickle consumer 
tastes. Countless brands have skyrocketed 
as consumers grew infatuated with 
their designs, only to suffer later when 
the market became oversaturated and 
shoppers moved on to the next big thing. 
Even some well-respected brands have 
fared poorly as capricious fashion trends 
went against them. Companies that miss 
a trend are saddled with excess inventory, 
which can mean profit-draining sales 
promotions and long-term damage to 
brand reputation.

Meanwhile, apparel retailers — those with 
storefronts in shopping centers and strip 
malls — are facing their own existential 
threat in the form of e-commerce. Similar 
to trends in electronics, media and office 
products, consumers are increasingly 
buying apparel online. The result has been 
steadily declining mall traffic and ongoing 
margin compression. It’s likely that only the 
strongest brands will be able to adapt to 
the evolving e-commerce world.

Achieving scale is a key advantage in the 
sportswear business.

Athletic apparel, by contrast, has far higher 
barriers to entry, giving prominent brands 
an edge over lower-quality competitors. 
Sportswear and shoes typically are high-
performance products requiring extensive 
research and development, which makes 
it difficult for knockoffs to gain traction. 

Footwear manufacturing, in particular, 
is a highly technical and labor-intensive 
process; there are only about 30 large 
footwear producers worldwide. That’s an 
advantage for established brands, whose 
extensive volume helps to secure limited 
production capacity. 

In the same vein, leading companies 
typically have sizable marketing and 
advertising budgets, which are critical in 
building brand awareness and loyalty. 
Athletic-clothing companies earmark 
an average of three times as much for 
marketing as their general apparel peers. 
This need to spend heavily on league 
sponsorships and athlete endorsements 
makes it hard for newer companies to 
establish crucial brand recognition.

Athletic brands are also far better 
positioned than traditional apparel retailers 
to sell directly to consumers over the 
Internet or through their own stores, where 
profit margins are much higher. Add up 
the collective advantages of sportswear 
makers, and they tend to have greater 
pricing power, faster growth and better 
returns on capital than the rest of the 
apparel industry.

The opportunities are brightest in 
underpenetrated emerging markets, 
where there is a high correlation between 
economic growth and consumer 
spending on apparel. Although there are 
cultural and social differences among 
individual countries, there is significant 
room for growth overall. Well-known 
brands are extremely popular overseas, 
where sportswear makes up a smaller 
portion of total apparel sales than in the 
developed world.

Over the long term, athletic wear is 
likely to play an increasing role in 
consumer wardrobes. Among other 
social and demographic trends, the 
millennial generation has shown a clear 
preference for casual attire that could 
propel sportswear in coming years. While 
established brands have key advantages, 
up-and-coming companies with clear 
visions and disruptive concepts can also 
be promising opportunities. Given the 
challenges facing the apparel industry, 
it’s essential to be selective when picking 
investments. That provides the best 
opportunity to identify companies with 
superior long-term potential. g
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THE RISING POPULARITY 
OF ATHLETIC WEAR IS BEING 
DRIVEN BY A VARIETY OF 
SOCIAL AND DEMOGRAPHIC 
FACTORS, STARTING 
WITH GREATER HEALTH 
CONSCIOUSNESS.



Ever since the days of Henry Ford, few 
things have been as central to our cultural 
DNA as the act of buying a car. After 
all, America’s fabled love affair with the 
automobile is premised on the notion 
that each of us actually owns one. But 
futuristic as it may sound, this century-
old practice may be heading the way 
of the Model T. I expect that within a 
decade, advancing technology will start 
to transform our car-buying culture into a 
car-renting one. Instead of purchasing an 
automobile, people will be transported by 
self-driving electric vehicles operated by 
ride-sharing companies. Drivers — if they 
can still be called that — will simply tap their 
smartphones to summon an immediate 
ride. We won’t pump gas, get tune-ups or 
circle crowded parking lots. We might not 
even get driver’s licenses.

This paradigm shift is the result of three 
interlocking trends — the advent of self-
driving cars, electric vehicles and Uber-style 
ride sharing — and I believe the collective 
impact will be far-reaching. Virtually every 
facet of the transportation industry will 
be affected, from airlines to trucking to 
auto dealerships. The impact will extend 
to many businesses with seemingly little 

connection to automobiles, such as housing 
and insurance. On a personal level, the 
daily rhythms of our lives will change 
markedly as we gain mobility, free time 
and disposable income. Put all of these 
together and I believe that driverless ride 
sharing could have the most profound 
effect on the economy and society since the 
development of the Internet.

Although this new world will not dawn 
immediately, my colleagues and I 
are studying the potential investment 
implications. As with any disruptive 
technology, there are likely to be 
significant winners and losers. For instance, 
automakers and rental-car companies 
could suffer, while electronic-sensor 
manufacturers and home-improvement 
stores might benefit. The combination 
of lower costs, improved productivity 
and other factors could result in annual 
economic gains topping $2 trillion in the 
U.S. and $10 trillion globally.

Self-driving cars are inching closer to 
prime time.

To varying degrees, driverless cars, electric 
vehicles and ride sharing already have 
made dramatic strides, which are only 
likely to intensify in coming years. There’s 
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no doubt that each faces obstacles to 
widespread adoption. Driverless cars must 
overcome technological and regulatory 
hurdles, while electric vehicles need battery 
prices to keep dropping. But progress 
is coming fast. For example, all major 
carmakers are ramping up their electric 
vehicle efforts to meet emissions standards 
and capitalize on expected declines in 
battery costs. In fact, electric engines are 
likely to become cheaper to produce than 
traditional internal combustion models 
within a few years. Such price reductions 
will ultimately spur consumer acceptance. 
Driverless cars, for instance, will slash 
the cost of ride sharing, a self-reinforcing 
dynamic that will help both become 
mainstream.

This evolution highlights a simple truth: 
owning a vehicle is expensive and 
inefficient. Far from the romantic notion of a 
carefree driver zipping along an open road, 
a more accurate picture of the American 
automobile might be an oversize vehicle 
parked in a driveway. On average, drivers 
use their cars only 6% of the time. Even at 
rush hour, usage tops out at 12%. What’s 
more, the typical car seats five people even 
though 70% of rides are single-occupant. 
American families pay a hefty price for all of 
this, with transportation eating up 17% of 
the average household budget.

Contrast that with the convenience and 
lower costs of renting a driverless vehicle 
whenever you need it. Instead of idling in 
traffic, employees could do work during 
their morning commute. Or watch TV on 
their way home. Or sleep overnight while 
being whisked to a weekend getaway. 
Beyond quality-of-life improvements, 
transportation costs could shrink because 
ride sharing would require many fewer 
cars and much smaller ones. People could 
use some of the cost savings for home 
renovation. If we don’t own cars, we won’t 
need garages — at least, not in their current 
form. The median single-family home is 
1,500 square feet with an additional 500 
square feet for a garage. Of the 80 million 
U.S. homes, four in five have garages. Many 
could be remodeled into living space.

Of course, there would be downsides. 
Suburban sprawl could worsen if people 
live farther from their jobs. Still, driverless 
ride sharing would elevate society in broad 
ways, increasing mobility for the elderly 
and disabled while reducing collisions, 

DUIs and traffic-related deaths. The 
environment would benefit through lower 
emissions, as many vehicles would likely 
have only one or two seats, to match actual 
passenger counts.

The transportation industry will undergo 
jarring changes. 

As with any transformation of this 
magnitude, the advent of driver-free 
ride sharing would jolt much of the 
transportation world. Given that each ride-
sharing vehicle could transport dozens of 
people a day, the U.S. might need as few as 
40 million cars rather than the 240 million 
on the road today. That could slash car-
maker revenue by 40%. Because large fleet 
companies would purchase and maintain 
vehicles, retail-oriented businesses such as 
dealerships, repair shops and auto-parts 
stores would slowly vanish. So would gas 
stations, because electric vehicles could 
drive themselves to charging stations. 
There would be no need for consumer auto 
insurance or rental cars. Airlines could see 
a drop-off in short-haul flights.

On the flip side, trucking companies, which 
are grappling with severe driver shortages 
and pinched profit margins, would benefit 
from the introduction of self-driving 

vehicles. Meanwhile, the increasing use 
of technology in automobiles would be a 
boon for companies that develop sensors 
and other advanced equipment.

There would no doubt be a significant 
impact on residential and commercial real 
estate. The remodeling of garages could 
weigh on builders if fewer owners traded 
up to bigger homes. But a renovation 
boom might help contractors and home-
improvement stores. As for commercial 
real estate, prime street corners that 
previously had gas stations likely would 
be redeveloped. Ditto for parking lots at 
shopping malls and sports stadiums.

From an investment perspective, the ability 
to foresee trends is critical. There are 
bound to be many beneficiaries, but given 
the upheaval, it will be just as essential to 
avoid potential trouble spots that have 
secular forces going against them. 

Needless to say, much is unknown and 
there are sure to be countless surprises in 
the years ahead. One thing that’s likely: 
future generations will probably scratch 
their heads at the quaint inefficiency of a 
world where people bought cars. To them, 
it’ll feel like the days of horses and buggies 
do to us. g
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THE BIGGEST EFFECT ON THE ECONOMY SINCE THE INTERNET
The economic benefits of driverless ride sharing could top $2 trillion annually.
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The most serious threat we face is the 
exposure of sensitive data such as financial 
or medical records. This can leave you 
susceptible to credit card fraud or identity 
theft, both of which are burdensome 
to clean up. Another major concern is 
“ransomware,” a form of malware that 
allows hackers to lock you out of your own 
computer until you pay a fee to regain 
access. The constantly evolving nature 
of cyber threats makes it impossible to 
ensure your complete digital protection. 
Nevertheless, there are steps you can 
take to significantly improve your digital 
defenses regardless of the type of device 
you have. Here are some basic tips:

Begin by checking that automatic 
updates on your computer and cell 
phone are turned on. This ensures that 
you’re running the latest version of an 
operating system, with the most current 

electronic protections. It’s a quick process. 
On an iPhone, for example, click Settings, 
then General, then Software Update and 
follow the steps. You should also make 
certain that third-party browsers such as 
Google Chrome and applications such as 
Adobe Flash are kept up-to-date.

Next, double-check that you have 
the latest antivirus software, which is 
essential in guarding against malware 
that hackers use to gain illicit entry to 
our devices. Among the better-known 
purveyors of antivirus packages are 
Symantec and McAfee. There are many 
free offerings from providers such as AVG, 
Avast and Avira.

By now, it’s well known that passwords are 
essential for devices, e-mail and websites. 
Passwords should be complex and 
difficult to guess. That means no names, 
birth dates or easily identifiable strings of 

It goes without saying that we’re more digitally connected than ever via 
e-mail, smartphones and the Internet. But while technology has made our 
lives easier in countless ways, it’s exposed us to an array of digital threats 
that seem to grow bolder and more sophisticated by the day. The headline-
grabbing cyber attacks over the past year underscore the lengths to which 
hackers will go to steal our personal and financial information.
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letters or numbers. Make passwords long — ideally at least 
a dozen characters — and never use the same password on 
more than one site.

Keep careful track of passwords.

It doesn’t matter how good your memory is — it’s impossible 
to remember every password. So you need a reliable way to 
store them. There are three options, each with virtues and 
drawbacks. 

The first is an online password manager, which is a website 
that stores passwords. You type in a master password to 
gain access to other passwords. Some of the more popular 
offerings are 1Password, Dashlane and LastPass.

Of course, the risk of a cloud-based system is that the site 
itself could be hacked. To avoid that, you can store passwords 
in an encrypted program that sits directly on your phone 
or computer. The downside is that passwords kept on, say, 
a home desktop computer can’t be accessed when you’re 
elsewhere. Still, I prefer this option for its safety. Among the 
better-known offerings is Password Safe. 

Finally, you can always jot down passwords on paper. But 
it’s easy to misplace slips of paper, so keep your list in a safe 
location.

Be careful about your digital behavior.

Beyond these measures, it’s important to develop good 
digital habits. Do not share extensive personal details on 
social media. Also, be alert to phishing scams, in which 
an e-mail purporting to be from a friend or legitimate 
company contains links or attachments that unleash malware. 
Unfortunately, these imposter e-mails have come to look ever-
more authentic. Always exercise caution with unexpected 
e-mails from any source. If an e-mail directs you to a website, 
hover over the link with your cursor to see whether it matches 
the supposed destination. Even better, disregard the link 
altogether in favor of directly signing on to the website itself.

If you use public Wi-Fi, install a virtual private network app 
on your mobile device to encrypt your communications. 
There are a number of VPN options, including Private 
Internet Access and TunnelBear. As a further precaution, 
delete the public Wi-Fi network from your phone after you’ve 
disconnected. You can remove individual networks on 
Android devices, but iPhones only allow you to expunge all 
networks at once. At home, make sure your wireless service is 
secured with a strong password.

Always back up important files.

In addition to all these precautions, be sure to back up your 
data offline on a thumb drive or external hard drive, perhaps 
supplemented by a cloud-based service. This can guard 
against several problems, including a sudden glitch in an 
internal hard drive. The importance of backing up has been 

Enter your username or e-mail address at 
haveibeenpwned.com to determine if 
your information has ever been exposed 
in a data breach. If so, immediately change 
affected passwords.

Check the reputation of a website and 
whether it may be infected with malware at 
urlvoid.com or virustotal.com.

To avoid spam from websites that demand 
your e-mail, set up a temporary e-mail 
address at 10minutemail.com. Use it at 
sites you may visit only once.

Install a browser plug-in to block ads 
and online trackers. Options include 
adblockplus.org, ghostery.com and 
eff.org/privacybadger.

ONCE YOU HAVE IMPLEMENTED BASIC SECURITY 
MEASURES, CONSIDER THESE ADVANCED TOOLS AND 
TECHNIQUES TO PROTECT AGAINST CYBER CRIME:

heightened by the emergence of ransomware. In a worst-case 
scenario, a ransomware scam could block a user from cherished 
files such as family photos.

As you can see, these measures can go a long way toward 
boosting your digital defenses. Most of them take only a few 
minutes to implement. Given the potential cost and inconvenience 
that a security breach can pose, it’s wise to make your devices as 
safe as they can be. g
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Corporate executives at all levels 
frequently receive a significant portion of 
their compensation in equity, often in the 
form of stock options. The prevalence and 
complexity of these company-issued 
instruments make it important to have a 
well-conceived game plan in place for 
handling them. From our extensive 
experience working with executives, we 
understand the range of personal and 
professional considerations that are 
inherent in the options-planning process. 
As a result of new research we’ve 
conducted, we have developed an 
advanced approach to help maximize the 
value of options within the context of a 
broad investment portfolio.

Options, which typically vest over four 
years and expire a decade from the grant 

date, are one of the more common forms 

of equity-related pay. Two other types, 

restricted stock and restricted stock units, 

have grown in popularity, partly because 

options have come under increased 

shareholder scrutiny and tighter financial 

regulation. Still, options remain a central 

element of equity-related packages, and 

many executives continue to hold grants 

issued in the past.

The basic decisions facing options holders 

are when to exercise and whether to cash 

out or hold the underlying stock when they 

do. Conventional decision-making centers 

on such factors as the intrinsic value of an 

option or the tax consequences of 

exercising. People also tend to base their 

choices on mental shortcuts. For example, 

executives wanting to diversify their 

portfolios typically cash out at vesting, 

whereas those seeking to delay taxes often 

wait until shortly before expiration. 

The problem with following such broad 

rules of thumb is that they can lead options 

holders to either cash out too quickly or 

hold on too long, thus running the risk of 

leaving money on the table or letting their 

options expire worthless. According to a 

recent article in the Wall Street Journal, 

that’s exactly what happened to some 

executives at Bank of America, as options 

issued before the 2008 financial crisis 

expired worthless because the shares now 

trade well below their pre-downturn peak.

Although diversification and taxes are 

important considerations, our research 

reveals another factor that’s just as 

essential — the relationship between a 

stock’s dividend yield and its expected 

volatility. We examined companies in the 

S&P 500 over a 10-year period and placed 

stocks into one of four categories, or 

quadrants: those with high dividends and 

low volatility; low or no dividends and high 

volatility; high dividends and high volatility; 

and low or no dividends and low volatility. 

Traditional options models tend to 

overlook dividends entirely. But our 

research shows that each of these 

quadrants has unique characteristics that 

can signal when and how to proceed 
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based on an executive’s personal 
objectives. Below are some rules of thumb 
for each set of characteristics.

HIGH DIVIDENDS/LOW VOLATILITY

Executives of companies in this quadrant 
who are looking to build a position in the 
underlying stock can potentially benefit by 

converting options well before expiration 
and holding the actual shares in order to 
collect the dividends. The reason is simple: 
unlike stockholders, individuals with 
options don’t receive any of the dividends 
that are paid out on the underlying shares. 
For options holders at companies with 
generous payouts, that can mean forgoing 
sizable amounts over time.

Another reason for exercising well before 
expiration is that low-volatility stocks are, 
on average, relatively unlikely to plummet 
or surge in price. Thus, the upside of 
continuing to hold the option can be 
modest compared with the potential 
benefit of collecting dividends over time. 

Executives who plan to cash out can also 
benefit from exercising early. By their 
nature, options become increasingly risky 
over time. That dynamic occurs earlier in 

this quadrant than in the other three. Those 
who exercise early avoid the risk of holding 
too long.

LOW OR NO DIVIDENDS/HIGH VOLATILITY

Many companies in this quadrant either 
don’t offer a dividend or have such a low 
payout that it doesn’t meaningfully affect 

the value of the option. Therefore, it’s 
generally advisable for executives to hold 
their options for a greater number of years 
to gain from potential price appreciation in 
the stock.

However, there is a risk of holding for too 
long. As the expiration date nears, the 
value of the option becomes increasingly 
synchronized with the underlying stock. In 
some cases, the option value can swing 
even more dramatically than the stock 
price. That’s especially so in this quadrant, 
where stocks have high volatility but little 
or no dividend to cushion against an 
unexpected drop in share price. 

For that reason, it may be advisable to hold 
an option no longer than two years or so 
before expiration. Depending on the 
outlook for the company and the 
executive’s personal goals, it may make 

sense to cash out at that point given the 
limited time that the stock would have to 
recover from a sell-off. 

HIGH DIVIDENDS/HIGH VOLATILITY

For this quadrant, it’s necessary to weigh 
the potential benefit of collecting 
dividends against the heightened risk of a 
big drop in the share price. In general, it’s 
advisable to hold for a longer period of 
time. That’s because high volatility tends to 
have a larger impact on the value of an 
option than do dividends. 

However, decisions in this quadrant are 
highly dependent on circumstances, 
especially the outlook for the company and 
the personal goals of the options holder. 
There are times when it’s preferable to 
exercise early and times when it’s better to 
wait until the option is closer to expiration. 
Executives who choose to hold on to their 
options should reassess their situation no 
later than two years prior to expiration. It 
may be advisable to cash out at that point 
given the limited time for a stock to recoup 
a sizable loss.

LOW OR NO DIVIDENDS/LOW VOLATILITY

As with the high-dividend/high-volatility 
quadrant, there is a bit of a juggling act 
when volatility and dividends are both low. 
Depending on the specific stock and the 
executive’s financial circumstances, early 
exercise is advisable in some cases, but 
delaying until near-expiration is preferable 
in others.

In contrast to the first three quadrants, 
however, it’s typically best to exercise these 
stocks near the middle of their term. That’s 
because the low volatility in this quadrant 
reduces the chance of a big price spike in 
the second half of an option’s life span. In 
other words, there can be less benefit from 
holding an option until expiration.

Regardless of the quadrant a stock falls 
into, options-related decisions are always 
complex and involve a variety of factors. 
Options strategies must be made within 
the context of an overall investment 
portfolio and tailored to each executive’s 
financial circumstances and personal goals. 
We understand that executives often face 
certain constraints and conflicting 
objectives when making these decisions. 
Contact your Investment Counselor to 
arrange for a personal assessment of which 
strategy may be best for you. g
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Not long after being diagnosed with late-stage pancreatic cancer, Randy Pausch reflected 
on his life in a video. The 46-year-old Carnegie Mellon professor savored the dreams 
he’d achieved — such as walking in zero gravity — and chuckled at those that were never 
within reach — playing pro football. He spoke movingly about his love for his wife. And he 
encouraged his three young children, who would watch the recording when they grew 
older, to work hard, be thankful and always look for the best in people.

The video, which was filmed in an auditorium packed with students and faculty, drew 
widespread attention when it was posted to the Internet in 2007 and turned into a 
best-selling book, The Last Lecture. Pausch died a year later, but the video endures as a 
poignant memory for his family and friends. Of course, few people will ever memorialize 
their lives in such an elaborate way. But as Pausch demonstrated, creating an emotional 
remembrance in any form can be a powerful experience for those who do it and a lasting 
touchstone for family members throughout their own lives.
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April Bell, who owns a 
video production business, 
interviews a client during 
the filming of what is 
commonly referred to as an 
ethical will.

Additional tips and resources for creating ethical wills 
are available at thecapitalgroup.com/pcs/ethicalwills.



This is commonly done through what’s 
known as an ethical will. Despite the 
formality of the term, an ethical will is 
simply a personal letter or video for loved 
ones. Sometimes referred to as last letters 
or legacy letters, ethical wills are not legal 
documents, nor are they legally binding. 
They have no standard format, although it’s 
common to profess love, impart life lessons 
or underscore ethical values. Some people 
reveal innermost feelings that they’re 
uncomfortable expressing in person. As 
Pausch did, parents often recount snippets 
of their lives to give future generations 
insight into who they were as people and 
what forces shaped them.

Ethical wills date back several centuries 
and have long been used in the Jewish 
faith. They’ve historically been written 
documents, as brief as a paragraph or as 
long as 10 or 20 pages. Recently, videos, 
electronic slide shows and other forms of 
digital communication have also become 
popular, partly because they allow people 
to be seen and heard. Whatever format is 
used, the key is to speak from the heart.

“These are essentially love letters,” says 
Susan Turnbull, head of Massachusetts-
based Personal Legacy Advisors, which 
helps people compose ethical wills. 
“They’re intended for whoever reads them 
to stand in the shoes of the author and 
understand them from the inside out.”

You’re never too young to create an 
ethical will. 

Although last letters are typically 
associated with the end of life, it’s best 
to create them many years before that. 
Beyond their emotional impact on others, 

the letters can serve as guideposts to 
help the writers identify their own goals 
in life. At their most honest, ethical wills 
are a reality check for people to assess 
whether they’re following their dreams 
and living up to their ideals.

“It’s incredibly valuable to the writer, even 
if no one reads it,” Turnbull believes. “It’s 
an exercise in taking stock.”

The exercise is critical because it’s 
common for people nearing the end of 
their lives to feel deep regret, says Dr. 
VJ Periyakoil, a professor at the Stanford 
University School of Medicine who has 
cared for many dying patients. This regret 
comes in many forms: disappointment at 
lives not fully lived; remorse over strained 
relationships; guilt at the failure to convey 
love to spouses or children. Crafting a last 
letter, Periyakoil says, prevents an end-of-
life epiphany that can strike when it’s too 
late to do anything about it.

“I teach undergraduates, and I have 
my 18-year-olds writing these letters,” 
she says.

Legacy letters can improve family 
dynamics.

Many people choose to share ethical wills 
with loved ones while they’re alive to spur 
conversations about sensitive issues and 
reveal aspects of their lives, says April 
Bell, founder of Tree of Life Legacies, a 
California-based company that creates 
videos for clients.

“For some reason, we don’t tell all of our 
family story or all of our life stories to 
our kids,” observes Bell. “The kids or the 
spouse will say, ‘I never knew that about 
you.’ This creates deeper connections in 
relationships.”

In some cases, Bell says, parents offer 
advice that doesn’t immediately resonate 
with their children but might in the future. 
“There’s a disconnect between when the 
elder generation is ready to share and 
when the younger generation is ready to 
hear it,” she notes.

Beyond the emotional impact, ethical wills 
serve practical purposes, partly by easing 
tensions that can spark family arguments 
over money. Parents have the opportunity 
to explain the reasoning behind the strictly 

financial elements of their estate plans and 
elaborate on why they apportioned assets 
as they did.

Some parents tell stories of how they 
earned the money they’re passing on, 
such as the hardships and turning points 
they encountered. The goal is to prevent 
children from developing a sense of 
entitlement and inspire them in later years 
when they run into personal or professional 
roadblocks of their own.

Though there are no formal rules on how 
to write an ethical will, make sure yours is 
upbeat and loving, Turnbull says. Resist 
the urge to be manipulative or judgmental. 
And avoid the temptation to procrastinate.

“Don’t put it off until later and later,” 
Turnbull advises. “It feels really good to 
do it.” g
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BEYOND THE EMOTIONAL 
IMPACT, ETHICAL WILLS 
SERVE PRACTICAL 
PURPOSES, PARTLY BY 
EASING TENSIONS THAT CAN 
SPARK FAMILY ARGUMENTS 
OVER MONEY.

Let your thoughts and emotions 
flow naturally

Proceed slowly if you feel 
uncomfortable or self-conscious, perhaps 

starting with only a few sentences

Remember that you can add to 
or edit your document over time 

as additional thoughts occur

Consider writing individual letters 
to each family member

Put the document in a safe place, 
make digital and printed copies, and tell 

family members where to find it

If filming a video, compile a 
list of points you want to make before 

the camera starts rolling

Don’t delay!

TIPS FOR CREATING AN ETHICAL WILL:

WHERE THERE’S A WILL 
THERE’S A WAY



How did you first discover that we are 
all biologically programmed to have a 
perfect time for doing almost every task 
imaginable?

It began with a firsthand experience with 
one of my patients. I specialize in helping 
people with insomnia turn off their brains 
at night. One patient said to me, “Dr. Breus, 
I don’t have a problem falling or staying 
asleep, but I’m doing it at the wrong time.” 
I asked what she meant. She replied, “My 
body wants me to go to bed at 1 a.m. 
and wake up around 9 a.m. But I can’t do 
that because of my work schedule.” As I 
investigated further, I discovered there are 
more than 200 evidence-based studies 
looking at different types of chronotypes, 
giving us an indication of the best time 
for performing various tasks based on 
our biological makeup. In the case of this 
patient, once we got her boss to change 
her work schedule to accommodate the 
best time for her to sleep, all of her issues 
went away.

You determined that we generally fall 
into one of four chronotype categories, 
which you label as Wolf, Lion, Bear and 
Dolphin.

Yes, and you can easily figure out which 
chronotype you are by taking a short 
online quiz at thecapitalgroup.com/pcs/
quiz. I came up with these categories 
based on science, and I’ve found them to 
be about 80% accurate for most people. 
For instance, Dolphins tend to be highly 
intelligent occasional problem sleepers 
with a high level of perfectionism that can 
get in the way of one’s productivity. 

How did you proceed from defining 
these chronotypes to figuring out the 
optimal activity times?

Once I know your chronotype, I can 
pinpoint the exact distribution of your 
hormones and tell, for instance, when 
your cortisol is high and melatonin is low. 
I then take those values and match them 
with productivity. Let’s take sex as an 
example. To perform this act, men need 
testosterone, progesterone, adrenaline 
and cortisol to be high and melatonin to 
be low. For Lions, to pick one, that’s in the 
morning. Most people have sex late at 
night, which is the worst possible time from 
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You’ve no doubt heard that we all have an internal body clock that 
instinctively prompts us to, say, go to bed or eat our next meal. But did you 
know there’s actually an ideal time to do just about everything in life, from 
working out to winning an argument? 

That’s the conclusion of Michael Breus, a nationally recognized psychologist 
and sleep expert. He discovered that we all have a “chronotype” — a 
biological composition that makes us unique. Dr. Breus maintains that 
determining your chronotype and knowing how to properly apply it in 
every situation can help lead to a healthier and happier life.

He’s mapped out his plan for uncovering your full potential in a new book, 
The Power of When: Discover Your Chronotype — and the Best Time to Eat 
Lunch, Ask for a Raise, Have Sex, Write a Novel, Take Your Meds, and More.

Dr. Breus will cover this topic in greater depth as the featured author at 
our upcoming CapitalTalks events around the country this July. In this 
interview, he offers a preview of his approach and explains why knowing 
your when is so essential.
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a hormonal standpoint. If you determine 
your chronotype, you can then come up 
with the peak time for any activity, and it’s 
all based on science. 

Can you apply The Power of When to 
losing weight?

Sure. You begin by looking at two 
important factors: when your metabolism 
is ready to accept the food and process it 
at a quick rate, and the amount of time you 
spend eating during the day. The short 
version is that people should eat breakfast 
like a king, lunch like a prince and dinner 
like a pauper if they want to lose weight. 

You also show how to use these 
principles for such endeavors as  
asking your boss for a raise.

Yes, and to do that successfully, you need 
to look at chronotypes both ways. If you’re 
going to ask for a raise, or anything else 
where you want a positive response, you 
want to do it on a day of the week when 
people are generally in the best mood, 

which is almost always on Friday. We also 
found through research that people are 
even more positive later in the day on 
Friday because they are about to head 
off for the weekend. Then you need to 
determine the other person’s chronotype 
to determine when they as an individual 
will be in the most positive mood. You 
can get a good sense of where the person 
falls by matching up their characteristics to 
those of the four types. If your boss gets in 
to work at 7:30 a.m., before everyone else, 
he’s most likely a Lion. If he shows up late 
all the time, he’s probably a Wolf. 

According to your research, there’s even 
a best time of day to take your medicine.

And vitamins as well. Generally speaking, 
taking them with breakfast, assuming 
you follow my advice and make that your 
biggest meal of the day, is most optimal. 
Many vitamins are synthetic, so you want to 
pair them with foods that contain the same 
vitamin. That way, the enzymes can help 
them to be absorbed. But it’s a different 

story when it comes to other medicines. 
For instance, there’s a study showing that 
taking blood pressure medication at night 
can drop your chance of a heart attack by 
33%. I’ll go over more specifics on when 
to consider taking various medicines at my 
upcoming CapitalTalks live events around 
the country.

Since it’s your area of expertise, 
what’s your advice on how to get a 
good night’s sleep?

It begins by understanding how much 
sleep you need. Not everyone needs eight 
hours. That’s a myth. I’ve been a six-and-a-
half-hour sleeper my entire life! But timing 
is the most important element, which is 
where your chronotypes come in. I’m a 
Wolf, which means I like to stay up late. I 
usually don’t go to bed until 12:30 a.m., 
and I get up between 6:30 a.m. and 7:30 
a.m. Teaching people when to go to bed 
and how much sleep they need is the key 
to better sleeping habits. g
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To uncover more secrets about the best time to do just about anything in 
life, join Michael Breus for a live discussion at our next CapitalTalks event. 
Dr. Breus will provide additional insights into his new book and help you 
discover how to bring out the best in all you do. He’ll also give everyone 
a signed copy of The Power of When.

SPACE IS LIMITED. For more information, and to reserve a seat for you and a guest at 
one of these evening events, please contact your Investment Counselor.

EVENT DATES AND LOCATIONS

PASADENA MONDAY, JULY 17
LOS ANGELES TUESDAY, JULY 18
SAN FRANCISCO THURSDAY, JULY 20
CHICAGO TUESDAY, JULY 25
ATLANTA WEDNESDAY, JULY 26
NEW YORK THURSDAY, JULY 27

‘LION’
• 15%-20% of the population
• Rarely naps; most alert at 10 a.m.
• Conscientious, practical and optimistic

‘BEAR’
• 50% of the population
• Most alert midmorning/early afternoon
• Cautious, friendly and open-minded

‘DOLPHIN’
• 10% of the population
• Cautious, neurotic and intelligent
• Strives for perfection

‘WOLF’
• 15%-20% of the population
• Impulsive, creative and moody
• Most alert at 7 p.m.



CHINA IS A SUPERTANKER ECONOMY: IT 
TAKES TIME TO TURN.

But momentum appears to be rising. 
Infrastructure will dominate 2017 
spending, and earnings growth should 
be pretty strong in the first half. Real 
interest rates have fallen to zero, wages 
are rising, and so is consumption. 
And while the consensus on housing 
remains bearish, sales and starts are 
still growing and prices are stable.

THE ULTRA-LOW INTEREST RATE ENVIRONMENT IN RECENT YEARS HAS PUT BANK 
PROFITS UNDER PRESSURE. 

However, the increase in interest rates in recent months has sparked optimism that 
banks may see profit growth due to higher net interest margins. European, U.S. and 
Japanese bank stocks have all surged, registering double-digit percentage increases 
since Treasury yields touched bottom last July. An acceleration in global economic 
growth, accompanied by greater demand for banking services, could provide 
additional support for the sector. 

RETAIL SALES IN THE EUROZONE ROSE 
ABOVE PRE-RECESSION HIGHS IN 2016. 

Similarly, economic sentiment 
improved in the latter stages of the 
year and registered the highest level 
of optimism since 2011. This could 
lead to growth opportunities for 
companies that operate in Europe, and 
be especially beneficial for those well 
positioned to take advantage of rising 
consumer demand.

ASIA’S EXPORT CYCLE MAY FINALLY BE 
KICKING IN. 

Taiwan has broken out to the upside, 
while Indonesia is benefiting from 
greater commodity demand from 
China. All else being equal, the 
U.S. and eurozone should support 
moderately faster Asian export growth 
in 2017.

HOW LONG UNTIL THE NEXT U.S. RECESSION? 

It could be further away than many might think. Some worry that the current 
economic recovery is long in the tooth, but several countries have enjoyed 
significantly longer expansions in the past. Although the U.S. is likely closer to the 
end of this cycle than the beginning — and political uncertainty remains — there 
are few signs of imbalances building in the economy and reason to believe the 
momentum of upward economic growth can continue.

ECONOMIC CONDITIONS IN INDIA 
ARE REBOUNDING AFTER A MASSIVE 
CURRENCY RECALL IN LATE 2016 THAT 
LEFT CONSUMERS AND BUSINESSES 
STRAPPED FOR CASH. 

The worst appears to be over, however, 
and business in India should hit its 
stride again within the next three to six 
months, barring any further surprise 
disruptions.
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   Yoga lovers strike a 
pose at a class in Milan, 
Italy. Find out why the 
clothes they’re wearing 
are increasingly popular 
in the article on page 8.



Office Locations 

Atlanta 
1230 Peachtree Street, NE 
Atlanta, GA 30309 
(800) 800-5349

Chicago 
10 South Dearborn Street 
Chicago, IL 60603 
(888) 421-7064

Los Angeles 
333 South Hope Street 
Los Angeles, CA 90071 
(866) 421-2166

West Los Angeles 
11100 Santa Monica Boulevard 
Los Angeles, CA 90025 
(800) 421-8511

New York 
630 Fifth Avenue 
New York, NY 10111 
(800) 421-4280

San Francisco 
Steuart Tower  
One Market Street 
San Francisco, CA 94105 
(800) 421-4273

thecapitalgroup.com/pcs




