
FOR MORE INFORMATION 
To learn more about how 
American Beacon Funds may fi t 
in your clients’ portfolios, visit 
americanbeaconfunds.com or 
call 800-679-7759 today. 

QUALITY IS IN THE EYE
OF THE BEHOLDER

As we reviewed the academic 
literature and strategies described 
by “quality oriented” investment 
managers, we found that there 
is no single defi nition of quality. 
Among the criteria that fund 
managers use:

NOW IS THE TIME
Quality stocks have a lengthy history as a potentially profi table choice for the long-term investor. 
But today’s economic and market conditions may make quality stocks even more important 
than they normally are.

QUALITY HAS OUTPERFORMED IN THE LONG RUN
To illustrate the long-term returns of quality stocks and funds, American Beacon Advisors 
compiled a Quality Fund Composite. This index was created using Morningstar Direct’s 
Scorecard function to sort all funds in the Morningstar U.S. Domestic fund universe by return
on equity (ROE) and debt to capital (DTC), on an equally weighted basis. Funds with the highest 
ROE and lowest DTC are ranked highest, and the top 25% are represented in the composite. 

Source: Morningstar Direct
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INVESTMENT GROWTH (1/1/1974 to 12/31/2013)

QUALITY MAY STILL HAVE ROOM TO RUN
While the track record for quality stocks has been good, that’s not the end of the story. The 
current economic landscape – the latter half of an economic recovery – may be an especially 
good time for quality stocks. As the chart on the next page shows, the characteristics of a 
slowly recovering economy tend to have a positive effect on the performance of quality stocks.

You should consider the investment objectives, risks, charges and expenses of the Fund carefully before investing. The 
prospectus and summary prospectus contain this and additional information regarding the Fund. To obtain a prospectus or 
summary prospectus, call 800-967-9009 or visit americanbeaconfunds.com. The prospectus and summary prospectus should 
be read carefully before investing. Please note that the recent growth rate in the stock market has helped to produce short-term 
returns that are not typical and may not continue in the future.

AMERICAN BEACON 

MAKING THE CASE
FOR QUALITY

Quality Fund Composite 13,629.3 S&P 500 TR USD 8,412.2

From the beginning of 1974 to December 2013,
the Quality Fund Composite has outperformed
the S&P 500 Index. And as the time frame
lengthens, the outperformance increases.



*High Quality Large Cap Composite Index is an equally weighted group of stocks made of companies with market capitalizations 
greater than $10 billion, reported ROEs greater than 15% and debt-to-common-equity ratios less than 60%. 

All investing involves risk including the possible loss of principal. Each of the Funds mentioned herein are subject to a variety of 
specific risks, details of which may be found in each fund’s prospectus. Please go to www.americanbeaconfunds.com to review 
each prospectus.
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QUALITY-FOCUSED FUNDS

 American Beacon 
Acadian Emerging Markets 
Managed Volatility Fund

 American Beacon Holland 
Large Cap Growth Fund

 American Beacon SGA 
Global Growth Fund

 American Beacon 
Stephens Mid-Cap 
Growth Fund

 American Beacon 
The London Company 
Income Equity Fund

 American Beacon 
Zebra Global Equity Fund

 American Beacon 
Zebra Small Cap 
Equity Fund

THE QUALITY CYCLE

Economic Phase Bottoming Recovery Expansion Late Expansion Contraction

Monetary Policy Easing Neutral Early Tightening Late Tightening Easing

GDP Growth Bottoming Modest Growth Strong Growth Slow Growth Declining Growth

Inflation Declining Stabilizing Increasing Increasing Declining

ST Interest Rates Low and Stable Low and Stable Rising Rising and Peaking Declining

LT Interest Rates Low and Stable Low and Stable Rising Stabilizing and Peaking Declining

Quality Stocks Underperform Underperform Outperform Neutral Outperform

Bottoming
Recovery

Expansion

Late Expansion

Contraction

Peak

Trough

We’ve been stuck in slow recovery for 4 years

Sources: Global Macro Advisors, Economic Cycle Research Institute, FactSet, American Beacon Advisors

THE NUMBERS LOOK GOOD FOR QUALITY
As 2014 begins, the economic cycle suggests that we have not yet reached the most 
advantageous time for quality stocks. We can see this in various metrics as well as in an 
economic landscape that has improved but still has room to grow.  

	 •		Quality	stocks	are	still	trading	at	below-market	PEs.	As of 12/31/13, the 
                 price-to-earnings ratio for the High Quality Large Cap Composite Index* was 
                 at 16.08, while the ratio for the S&P 500 as a whole was at 16.57.

	 •		Long-term	interest	rates	are	rising.	After 30 years of falling rates, the rate on 
                 the 10-year Treasury bond rose by 1.27% in 2013. 

	 •		Economic	activity	is	increasing.

       —  GDP in the third quarter of 2013 rose by 4.1%, the most since Q4 of 2011 
             and the second-strongest since the onset of the recession.

       —  The unemployment rate has declined to 6.7%, as of December 2013. 

       —  Home prices were up more than 11% nationally in 2013.

       —  U.S. industrial production has returned to pre-recession levels.

American Beacon Quality Funds were 
identified by applying Morningstar 
Direct’s Scorecard function to all funds 
in the Morningstar U.S. Domiciled 
Domestic and Global Fund universes 
sorted by equal weighting to each 
fund’s return on equity and debt 
to capital. Those actively managed 
funds with a score in the top quartile 
for either its appropriate universe or 
Morningstar open-end fund category 
were selected for this list.


