Webcast Q&A

LEGG MASON WESTERN ASSET
MACRO OPPORTUNITIES BOND FUND
Joe Filicetti believes global pressures are dampening the outlook for inflation. This Q&A is based on a webcast that
took place on 18 February 2015, in which Joe considered the implications for Fed policy and highlighted recent
changes to the portfolio.

KEY POINTS
•
•
•
•

Falling oil prices, US dollar appreciation, additional central bank easing and lower global inflation are likely to
keep US inflation levels low
This is likely to mean the Fed remains cautious on raising interest rates
The manager has taken the portfolio’s duration to its lowest possible level
The exposure to high yield debt has been increased to take advantage of last year’s sell-off

Q: What have been the major economic developments
since your last update a couple of months ago?

Q: What have been the implications for portfolio
positioning?

JF: A lot has happened for financial markets to digest in
the last two months. The Federal Open Market Committee
(FOMC) meeting in late December was extremely
important in terms of providing visibility on when the US
Federal Reserve (Fed) may raise rates. In addition, oil
prices have seen a tremendous decline, the pace and
volatility of which we did not anticipate. Furthermore, the
European Central Bank has made a historic move to effect
a formal quantitative easing and, of course, Greece has a
new Prime Minister and a new deadline with its creditors.
No wonder fixed income markets have been volatile.

JF: What has changed most in the portfolio over the past
two months is really our curve position.

Q: With US growth picking up, do you feel that the Fed
is moving closer to raising interest rates?

Considering all that we have just said about the challenges
to the Fed raising rates, it seems as though the long end
and short end of the US yield curve are telling us different
things – and they both can’t be right. 30-year US Treasury
bonds seem very expensive given our expectation of 2.5%
plus growth in 2015, as well as 1.4% inflation. At yields of
2.7%, they appear to be pricing in more global deflation
and no growth, rather than recovery. In contrast, at the
front end of the curve, the market has priced in about six
rate hikes at 25 basis points apiece by December 2016.

JF: No we don’t. After the FOMC meeting in midDecember, Janet Yellen was repeatedly asked about what
would make the Fed raise rates. Her response was that
participants would need to be “reasonably confident in their
expectation that inflation will trend back towards a 2%
target” in order to raise rates. So, to answer your question,
we need to focus on the outlook for inflation.

As a result, we have taken the opportunity to move some of
our duration from the back end of the curve, where we
think valuations are expensive, into the front end, which
has priced in significant rate rises. We ended January with
an overall duration of about -5 years, which is the lowest
duration exposure we can hold in the fund. During
February, this has been profitable as US Treasuries have
backed up quite a bit so far this month.

Our view is that there are material risks to the inflation
outlook, that those risks are global and to the downside.
Falling oil prices, US dollar appreciation, additional central
bank easing and lower global inflation are going to delay
the normalisation process and will mean that the Fed will
need to be very cautious when raising rates in 2015.

Additionally, we are taking more spread duration risk and
less interest rate duration risk. This reflects our view that
extraordinary monetary policy that we are living through will
eventually take hold, be it ever so slowly, and that global
growth, which is currently far slower by historical standards,
will over time inch its way towards health.
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Q: Can you elaborate on your emerging market
exposure?

have almost the opposite situation and, we believe, Brazil
is well positioned to benefit from a pick-up in global growth.

JF: At the end of January, we had about 25% in emerging
market bonds, with the bulk being local currency debt,
representing 17% of the portfolio.

Q: Have you been able to take advantage of the sell-off
in high yield at the end of 2014?

That exposure is country specific. For example, our
position in Mexican debt reflects the country’s structural
reforms and its proximity to the United States. Meanwhile,
Brazil is more of an opportunistic position. Three-year
notes are trading on yields of over 12%, so the carry and
roll-down can be very advantageous. Also, this is not a
position that we need to hedge, since the real is trading on
a lower level than it was in 2008 when Brazil’s exports
were curtailed by the global financial crisis. Today, you

JF: Yes, while our position in investment-grade debt
remains significant, at about a third of the overall portfolio,
during December, we added to our high-yield exposure
which now stands at around 20%.
Our high yield exposure is concentrated in financials and
three select energy names. The energy names were added
in late December, after the big sell-off, and are companies
that, we believe, have strong balance sheets and a good
ability to pay down debt.
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THIS INFORMATION IS ONLY FOR USE BY PROFESSIONAL CLIENTS, ELIGIBLE COUNTERPARTIES
OR QUALIFIED INVESTORS. IT IS NOT AIMED AT, OR FOR USE BY, RETAIL CLIENTS.
This is a sub-fund ("fund") of Legg Mason Global Funds plc (“LMGF plc”), an umbrella fund with segregated
liability between sub-funds, established as an open-ended investment company with variable capital, organised
as an undertaking for collective investment in transferable securities (“UCITS”) under the laws of Ireland as a
public limited company pursuant to the Irish Companies Acts and UCITS regulations. LMGF plc is authorised
in Ireland by the Central Bank of Ireland (the “Central Bank”).
It should be noted that the value of investments and the income from them may go down as well as up.
Investing in a sub-fund involves investment risks, including the possible loss of the amount invested. Past
performance is not a reliable indicator of future results. An investment in a sub-fund should not constitute a
substantial proportion of an investor’s investment portfolio and may not be appropriate for all investors.
Investors’ attention is drawn to the specific risk factors set out in a fund’s share class key investor information
document (“KIID”) and LMGF plc’s prospectus (the “Prospectus”).
This material is not necessarily a complete summary and is not intended, for example, as a complete analysis.
The information and data in this material (that may include without limitation research, forecasts, figures,
opinions, statements, trends, investment techniques and strategies) has been prepared from sources believed
reliable but is not guaranteed in any way by Legg Mason Investments (Europe) Limited nor any Legg Mason,
Inc. company or affiliate (together “Legg Mason”). No representation is made that the information or data is
correct as of any time subsequent to its date. Further there is no guarantee or assurance that funds will
achieve their investment objectives. Opinions expressed are subject to change without notice and do not take
into account the particular investment objectives, financial situations or needs of investors.
Bonds: There is a risk that issuers of bonds held by the fund may not be able to repay the bond or pay the
interest due on it, leading to losses for the fund.
Liquidity: In certain circumstances it may be difficult to sell the fund’s investments because there may not be
enough demand for them in the markets, in which case the fund may not be able to minimise a loss on such
investments.
Low rated bonds: The fund may invest in lower rated or unrated bonds of similar quality, which carry a higher
degree of risk than higher rated bonds.
Emerging markets investment: The fund may invest in the markets of countries which are smaller, less
developed and regulated, and more volatile than the markets of more developed countries.
Fund currency: Changes in exchange rates between the currencies of investments held by the fund and the
fund's base currency may negatively affect the value of an investment and any income received from it.
Hedging: The fund may use derivatives to reduce the risk of movements in exchange rates between the
currency of the investments held by the fund and base currency of the fund itself (hedging). However, hedging
transactions can also expose the fund to additional risks, such as the risk that the counterparty to the
transaction may not be able to make its payments, which may result in loss to the fund.
Interest rates: Changes in interest rates may negatively affect the value of the fund.
Derivatives: The Fund makes significant use of derivatives. Investment in derivatives may cause the fund to
lose as much as or more than the amount invested. Use of derivatives may also result in greater fluctuations of
the value of the fund.
Fund counterparties: The fund may suffer losses if the parties that it trades with cannot meet their financial
obligations.
Fund operations: The fund is subject to the risk of loss resulting from inadequate or failed internal processes,
people or systems or those of third parties such as those responsible for the custody of its assets, especially to
the extent that it invests in developing countries.
Before investing investors should read in their entirety LMGF plc’s application form and a fund’s share class
KIID and the Prospectus (which describe the investment objective and risk factors in full). These and other
relevant documents may be obtained free of charge in English, French, German, Greek, Italian, Norwegian and
Spanish from LMGF plc’s registered office at Riverside Two, Sir John Rogerson’s Quay, Grand Canal Dock,
Dublin 2, Ireland, from LMGF plc’s administrator, BNY Mellon Investment Servicing (International) Limited, at
the same address or from www.leggmasonglobal.com.
This material is not intended for any person or use that would be contrary to local law or regulation. Legg
Mason is not responsible and takes no liability for the onward transmission of this material.This material does
not constitute an offer or solicitation by anyone in any jurisdiction in which such offer or solicitation is not lawful
or in which the person making such offer or solicitation is not qualified to do so or to anyone to whom it is
unlawful to make such offer or solicitation.
Issued and approved by Legg Mason Investments (Europe) Limited, registered office 201 Bishopsgate,
London, EC2M 3AB. Registered in England and Wales, Company No. 1732037. Authorised and regulated by
the UK Financial Conduct Authority.
This information is only for use by professional clients, eligible counterparties or qualified investors. It is not
aimed at, or for use by, retail clients.
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