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Global bond returns were mixed, with European bonds posting
strong positive returns while U.S. bonds were negative
High-yield corporate bonds underperformed. The U.S. dollar
continued to strengthen
Market volatility has declined from the peaks seen in August
Western Asset believes the Fed will start the monetary policy
normalization process in December
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MARKET
OUTLOOK
Western Asset’s view
remains that the global
recovery — though fragile
— will be ongoing.

Policy accommodation from central banks around the world will continue to
underpin growth given global inflationary pressures that remain very subdued
and show little sign of increasing. The decline in commodity prices should support
global growth by increasing real consumer incomes and corporate earnings in the
medium term.
In the U.S., our forecast remains for a 1.5% to 2.0% growth trend. U.S. labor
market conditions have improved, and although current inflation remains low,
both remain consistent with the Federal Reserve’s (Fed’s) dual mandate of full
employment and price stability. Western Asset believes the Fed will start the
monetary policy normalization process in December, but that it does not want to
upset the recovery or the markets. As such, Western Asset expects the pace of rate
increases to be very slow and gradual and that a sustained rise in long-term U.S.
bond yields is unlikely while inflation remains subdued. Western Asset expects
global bond yields to remain in relatively tight ranges over the next year
Europe
In Europe, the European Central Bank (ECB) is targeting an aggressive expansion
of its balance sheet via negative deposit rates, targeted lending operations and
sovereign debt purchases. Western Asset does not favour the euro, but has a
positive view of Italian government bonds. Western Asset continues to believe
structural reforms are required to raise the Eurozone’s potential growth rate.
However, growth should continue to improve modestly into 2016 helped by
the weaker euro, lower energy costs, higher real incomes, and the availability
of cheaper financing.
Despite massive monetary stimulus by the Bank of Japan (BoJ), growth has been
disappointing. Long-term market inflation expectations remain depressed and
Western Asset expects further stimulus by the BoJ. The divergence of policy
between the BoJ and the Fed should place further downward pressure on the
Japanese yen.
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China
Western Asset feels the recent slowdown in China is
Western Asset favors global corporate bonds where the
a necessary consequence of the ongoing shift from an
fundamental outlook and management of companies
investment- and export-led growth model to a more
remain positive, particularly in the financial sector where
sustainable consumption- and service-based economy.
the complementary processes of deleveraging, capital
The authorities have again demonstrated their willingness
rebuilding and regulatory constraint remain credit positive.
to ease policy to support growth as well as to liberalize
Western Asset sees select opportunities in the higherfinancial markets. With the recent commodity price
yielding corporate bond and bank loans sectors, which
declines, many Emerging Market (EM) countries face a
traditionally do well in an improving growth environment.
more challenging environment. In Western Asset’s opinion,
current valuations reflect many of these problems and
present an opportunity to add value in select countries,
such as Mexico and India. Longer term, Western Asset
believes EM countries will benefit from the recovery
in global growth.

Western Asset believes the Fed will start the monetary
policy normalization process in December.
Western Asset
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MARKET
REVIEW
Volatility in global bond markets
continued in November. U.S.
yields rose and the yield curve
flattened as market expectations
of a December fed funds rate
hike increased.

Despite modestly stronger Eurozone economic data, European yields fell and
peripheral markets outperformed as expectations increased that the ECB would
announce a further reduction in the deposit rate as well as an expansion of its
asset purchase program in December. In Japan, Consumer Price Index inflation
remained negative and consumer spending surprised significantly to the
downside, but on a positive note unemployment declined to a 20-year low.
Diverging rate expectations between the U.S. and other developed markets
pushed the U.S. dollar higher versus the euro and the Japanese yen. The
International Monetary Fund agreed to include the Chinese yuan in its currency
reserve Special Drawing Rights basket from October 2016 alongside the U.S.
dollar, euro, British pound and Japanese yen.
The sharp widening of credit spreads over the past few months has pushed
valuations of many securities past where Western Asset sees fair value.

The sharp widening of credit spreads over the past
few months has pushed valuations of many securities
past where Western Asset sees fair value.
Western Asset
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Figure 1: Bond sector total returns1
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Source: Bloomberg, as of November 30, 2015. Past performance is no guarantee of future results. This information is provided for illustrative purposes only and does not reflect the
performance of an actual investment. Indexes are unmanaged, and not available for direct investment. Index returns do not include fees or sales charges.

1

The Barclays European Treasury Index is the Treasury component of the Euro
Government index, which is part of the Barclays Euro-Aggregate Index. The Barclays
Euro-Aggregate Index consists of bonds issued in the euro or the legacy currencies
of the 16 sovereign countries participating in the European Monetary Union (EMU).
All issues must be investment grade rated, fixed-rate securities with at least one year
remaining to maturity. The Euro-Aggregate Index excludes convertible securities,
floating rate notes, perpetual notes, warrants, linked bonds, and structured products.
German Schuldscheine (quasi-loan securities) are also excluded because of their trading
restrictions and unlisted status, which results in illiquidity. The country of issue is not
an index criterion, and securities of issuers from outside the Eurozone are included
if they meet the index criteria.
The Barclays European Corporate Index is the Corporates component of the
Euro-Aggregate Credit index, which is part of the Barclays Euro-Aggregate Index.
The Barclays Pan-European High Yield (Euro) Index covers the universe of
fixed-rate, sub-investment-grade debt denominated in euros or other European
currencies (except Swiss francs). This index includes only euro-and sterling-denominated
bonds, because no issues in the other European currencies now meet all the index
requirements. To be included, the bonds must be rated high-yield (Ba1/BB+ or lower)
by at least two of the following ratings agencies: Moody’s, S&P, Fitch. If only two of
the three agencies rate the security, the lower rating is used to determine index
eligibility. If only one of the three agencies rates a security, the rating must be high-yield.
Bonds must have at least one year to maturity and an outstanding par value of at least
EUR50 million. The index does not include non-rated bonds, and it excludes debt from
entities in countries that are designated as emerging markets.
The Barclays Sterling Gilts Index is the Gilts component of the Barclays Sterling
Aggregate Bond Index. The Sterling Aggregate Index contains fixed-rate, investmentgrade Sterling-denominated securities. Inclusion is based on the currency of the issue,
and not the domicile of the issuer. The principal asset classes in the index are Treasuries
(Gilts), Corporates, Government Related and Securitized. Securities in the index are all
eligible for the Pan- European Aggregate and Global Aggregate indices.
The Barclays Sterling Corporate Index is the Corporates component of the Barclays
Sterling Aggregate Bond Index.

The Barclays Pan-European High Yield (Sterling) Index is the sterling component
of the Pan-European High Yield Index.
The Barclays U.S. Treasury Index is the U.S. Treasury component of the U.S.
Government index, which is part of the Barclays U.S. Aggregate Bond Index. The Barclays
U.S. Aggregate Index represents securities that are SEC-registered, taxable, and dollar
denominated. The index covers the U.S. investment grade fixed rate bond market, with
index components for government and corporate securities, mortgage pass-through
securities, and asset-backed securities. These major sectors are subdivided into more
specific indices that are calculated and reported on a regular basis.
The Barclays U.S. Agency Mortgage Backed Securities (MBS) Index is the
U.S. MBS component of the U.S. Aggregate index. The MBS Index covers the mortgagebacked pass-through securities of Ginnie Mae (GNMA), Fannie Mae (FNMA), and
Freddie Mac (FHLMC).
The Barclays U.S. Corporate Index is the corporate component of the U.S. Credit
index, which is part of the Barclays U.S. Aggregate Bond Index.
The Barclays U.S. High Yield Index covers the universe of fixed rate, non-investment
grade debt, including corporate and non-corporate sectors. Pay-in-kind (PIK) bonds,
Eurobonds, and debt issues from countries designated as emerging markets are
excluded, but Canadian and global bonds (SEC registered) of issuers in non-emerging
market countries are included. Original issue zero coupon bonds, step-up coupon
structures, and 144-As are also included.
The JPMorgan Emerging Markets Bond Index Plus (EMBI+) is a total return
index that tracks the traded market for U.S. dollar-denominated Brady and other similar
sovereign restructured bonds traded in the emerging markets. Please note an investor
cannot invest directly in an index.
The JPMorgan Corporate Emerging Market Bond Index (CEMBI) Broad
Composite tracks USD denominated debt issued by emerging market corporations.
The JPMorgan Government Bond Index — Emerging Market (GBI-EM)
Global Diversified Composite tracks local currency bonds issued by Emerging
Market governments.
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Figure 2: Government bond yields (%) 10-year
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Source: Bloomberg, as of November 30, 2015. Past performance is no guarantee of future results. This information is provided for illustrative purposes only and does not
reflect the performance of an actual investment.

Figure 3: Sector spreads over U.S. Treasuries 2 (bps)3
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Source: Bloomberg, as of November 30, 2015. Past performance is no guarantee of future results. This information is provided for illustrative purposes only and does not
reflect the performance of an actual investment.
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A spread is the difference in yield between two different types of fixed income securities with similar maturities.
A basis point (bps) is one one-hundredth of one percent (1/100% or 0.01%).
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Investment risks
The opinions and views expressed herein are subject
to change and are not intended to be relied upon as
a prediction or forecast of actual future events or
performance, or a guarantee of future results,
or investment advice.
Past performance is no guarantee of future results.
An investor cannot invest directly in an index. Yields
represent past performance and there is no guarantee
they will continue to be paid.
Fixed income securities are subject to interest rate
and credit risk, which is a possibility that the issuer
of a security will be unable to make interest payments
and repay the principal on its debt. As interest rates rise,
the price of fixed income securities falls.
International investments are subject to special risks
including currency fluctuations, social, economic and
political uncertainties, which could increase volatility.
These risks are magnified in emerging markets.
U.S. Treasuries are direct debt obligations issued
and backed by the “full faith and credit” of the U.S.
government. The U.S. government guarantees the
principal and interest payments on U.S. Treasuries
when the securities are held to maturity. Unlike U.S.
Treasury securities, debt securities issued by the federal
agencies and instrumentalities and related investments
may or may not be backed by the full faith and credit
of the U.S. government. Even when the U.S. government
guarantees principal and interest payments on securities,
this guarantee does not apply to losses resulting from
declines in the market value of these securities.

Definitions
The Federal Reserve Board (“Fed”) is responsible for the formulation of U.S. policies
designed to promote economic growth, full employment, stable prices, and a sustainable
pattern of international trade and payments.
Gross Domestic Product (“GDP”) is an economic statistic which measures the market
value of all final goods and services produced within a country in a given period of time.
Emerging markets are nations with social or business activity in the process of rapid
growth and industrialization. These nations are sometimes also referred to as developing
or less developed countries.
The European Central Bank (ECB) is responsible for the monetary system of the European
Union (EU) and the euro currency.
Deleveraging refers to decreasing financial leverage; most often via paying off existing debt.
The federal funds rate is the interest rate that banks with excess reserves at a
U.S. Federal Reserve district bank charge other banks that need overnight loans.
A yield curve shows the relationship between yields and maturity dates for a similar
class of bonds.
The yield to worst is the lowest potential yield that can be received on a bond without
the issuer actually defaulting.
A spread is the difference in yield between two different types of fixed income securities.
Quantitative easing (QE) refers to a monetary policy implemented by a central bank in
which it increases the excess reserves of the banking system through the direct purchase
of debt securities.
The Consumer Price Index (CPI) measures the average change in U.S. consumer prices
over time in a fixed market basket of goods and services determined by the U.S. Bureau of
Labor Statistics.

Currencies and commodities contain heightened risk
that include market, political, regulatory, and natural
conditions and may not be suitable for all investors.
High yield bonds are subject to increased risk of default
and greater volatility due to the lower credit quality
of the issues.
Outperformance does not imply positive results.
Diversification does not guarantee a profit or protect
against a loss.
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IMPORTANT INFORMATION:
All investments involve risk, including possible loss of principal.
The value of investments and the income from them can go down as well as up and investors may not get back the amounts
originally invested, and can be affected by changes in interest rates, in exchange rates, general market conditions, political, social
and economic developments and other variable factors. Investment involves risks including but not limited to, possible delays in
payments and loss of income or capital. Neither Legg Mason nor any of its affiliates guarantees any rate of return or the return of
capital invested.
Equity securities are subject to price fluctuation and possible loss of principal. Fixed-income securities involve interest rate, credit,
inflation and reinvestment risks; and possible loss of principal. As interest rates rise, the value of fixed income securities falls.
International investments are subject to special risks including currency fluctuations, social, economic and political uncertainties,
which could increase volatility. These risks are magnified in emerging markets.

Western Asset

Commodities and currencies contain heightened risk that include market, political, regulatory, and natural conditions and may not
be suitable for all investors.

Legg Mason is a leading global
investment company committed
to helping clients reach their financial
goals through long term, actively
managed investment strategies.

Past performance is no guarantee of future results. Please note that an investor cannot invest directly in an
index. Unmanaged index returns do not reflect any fees, expenses or sales charges.

•O
 ver $672 billion* in assets
invested worldwide in a broad
mix of equities, fixed income,
alternatives and cash strategies
•A
 diverse family of specialized
investment managers, each
with its own independent
approach to research and analysis
•O
 ver a century of experience
in identifying opportunities and
delivering astute investment
solutions to clients
lmthoughtleadership.com

The opinions and views expressed herein are not intended to be relied upon as a prediction or forecast of actual future events
or performance, guarantee of future results, recommendations or advice. Statements made in this material are not intended
as buy or sell recommendations of any securities. Forward-looking statements are subject to uncertainties that could cause
actual developments and results to differ materially from the expectations expressed. This information has been prepared from
sources believed reliable but the accuracy and completeness of the information cannot be guaranteed. Information and opinions
expressed by either Legg Mason or its affiliates are current as at the date indicated, are subject to change without notice, and do
not take into account the particular investment objectives, financial situation or needs of individual investors.
The information in this material is confidential and proprietary and may not be used other than by the intended user. Neither
Legg Mason or its affiliates or any of their officer or employee of Legg Mason accepts any liability whatsoever for any loss arising
from any use of this material or its contents. This material may not be reproduced, distributed or published without prior written
permission from Legg Mason. Distribution of this material may be restricted in certain jurisdictions. Any persons coming into
possession of this material should seek advice for details of, and observe such restrictions (if any).
This material may have been prepared by an advisor or entity affiliated with an entity mentioned below through common control
and ownership by Legg Mason, Inc. Unless otherwise noted the “$” (dollar sign) represents U.S. Dollars.
This material is only for distribution in those countries and to those recipients listed.
ALL INVESTORS IN THE UK, PROFESSIONAL CLIENTS AND ELIGIBLE COUNTERPARTIES IN EU AND EEA COUNTRIES EX UK AND QUALIFIED
INVESTORS IN SWITZERLAND:
Issued and approved by Legg Mason Investments (Europe) Limited, registered office 201 Bishopsgate, London EC2M 3AB. Registered in England
and Wales, Company No. 1732037. Authorized and regulated by the Financial Conduct Authority. Client Services +44 (0)207 070 7444.
ALL INVESTORS IN HONG KONG AND SINGAPORE:
This material is provided by Legg Mason Asset Management Hong Kong Limited in Hong Kong and Legg Mason Asset Management Singapore
Pte. Limited (Registration Number (UEN): 200007942R) in Singapore.
This material has not been reviewed by any regulatory authority in Hong Kong or Singapore.
ALL INVESTORS IN THE PEOPLE’S REPUBLIC OF CHINA (“PRC”):
This material is provided by Legg Mason Asset Management Hong Kong Limited to intended recipients in the PRC. The content of this document
is only for Press or the PRC investors investing in the QDII Product offered by PRC’s commercial bank in accordance with the regulation of
China Banking Regulatory Commission. Investors should read the offering document prior to any subscription. Please seek advice from PRC’s
commercial banks and/or other professional advisors, if necessary. Please note that Legg Mason and its affiliates are the Managers of the
offshore funds invested by QDII Products only. Legg Mason and its affiliates are not authorized by any regulatory authority to conduct business
or investment activities in China.
This material has not been reviewed by any regulatory authority in the PRC.
DISTRIBUTORS AND EXISTING INVESTORS IN KOREA AND DISTRIBUTORS IN TAIWAN:
This material is provided by Legg Mason Asset Management Hong Kong Limited to eligible recipients in Korea and by Legg Mason
Investments (Taiwan) Limited (Registration Number: (98) Jin Guan Tou Gu Xin Zi Di 001; Address: Suite E, 55F, Taipei 101 Tower, 7, Xin Yi Road,
Section 5, Taipei 110, Taiwan, R.O.C.; Tel: (886) 2-8722 1666) in Taiwan. Legg Mason Investments (Taiwan) Limited operates and manages its
business independently.
This material has not been reviewed by any regulatory authority in Korea or Taiwan.
ALL INVESTORS IN THE AMERICAS:
This material is provided by Legg Mason Investor Services LLC, a U.S. registered Broker-Dealer, which includes Legg Mason Americas
International. Legg Mason Investor Services, LLC, Member FINRA/SIPC, and all entities mentioned are subsidiaries of Legg Mason, Inc.
ALL INVESTORS IN AUSTRALIA:
This material is issued by Legg Mason Asset Management Australia Limited (ABN 76 004 835 839, AFSL 204827) (“Legg Mason”). The
contentsare proprietary and confidential and intended solely for the use of Legg Mason and the clients or prospective clients to whom it
has been delivered. It is not to be reproduced or distributed to any other person except to the client’s professional advisers.
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