Webcast Q&A

LEGG MASON WESTERN ASSET
GLOBAL MULTI STRATEGY FUND
Ian Edmonds believes Europe is the main area of weakness within the global economy. This Q&A is based on a
webcast that took place on 8 October 2014, in which Ian considered the outlook for global bonds and discussed the
key themes underpinning the fund’s positioning.

KEY POINTS
•
•
•
•

The outlook for the global economy is benign.
There is a possibility that the ECB will announce outright QE in the first half of 2015.
Overall exposure to emerging market bonds has been reduced.
The manager has been tactically adding duration as a hedge against some of the credit positions in the fund.

Q: Can you elaborate on the fund´s recent
performance?

again feature in the fund. Poland, for instance, has been
cutting interest rates.

IE: It has been a positive year for most fixed income asset
classes and for the fund. This was despite a correction in
September, when we saw slightly higher US Treasury
yields as well as emerging markets coming under some
pressure due to the strengthening US dollar. High yield
bonds also suffered some technical outflows at this time.
As a result, our performance over the third quarter was
slightly negative. Nevertheless, year-to-date returns have
been positive, as has our performance in the first few days
of October.

This is very different to what happened last year when
emerging market debt was one of the asset classes that
really struggled. This year, it has actually been one of the
better performing asset classes, and has even beaten high
yield.

Q: Could you talk us through the recent market
environment?
IE: Following last year’s increase in US Treasury yields due
to the announcement that the Fed was going to start its
tapering programme, we have actually seen a dramatic
decline in US Treasury yields. 10-year US Treasury yields
have dropped by around 65 basis points since the start of
the year to around 2.35% today. This has led to a return of
just under 6% from US government bonds year-to-date.
With the European Central Bank (ECB) continuing with its
rate cutting stance and providing more monetary
accommodation, we have seen German government bonds
return 10%. Peripheral sovereign markets, meanwhile,
have been the star performer, with Italy returning 15%, an
area where we have some exposure. In combination with
this, we have also seen broad-based, positive returns
across all non-government sectors.
Turning to local currency emerging market bonds, we have
seen positive returns from Brazil and also Poland, which

Q: What have been the main themes in currency
markets?
IE: On the currency front, I would say the strong US dollar
has been the main theme so far in 2014. Certainly, the
Japanese yen and the euro, along with the Polish zloty,
which is very much aligned to the euro, have been weak
compared to the US dollar. As concerns about disinflation
have emerged, we have seen the ECB become
increasingly accommodative.
On the flipside, some emerging market currencies that
really underperformed last year, such as the Indian rupee
and the Brazilian real, have actually had positive returns so
far this year against the US dollar. We have actually been
increasing exposure to these currencies.
Q: How is the portfolio currently positioned?
IE: We have got about 9% of the fund allocated to
government bonds, which is predominantly a combination
of US Treasuries and Italian government bonds. Taking
into account the recent slowdown in the global growth
outlook, we have been tactically adding duration in the
fund, mainly as a hedge against some of the credit
positions within the portfolio.
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Within the fund’s investment grade exposure, we hold
some asset-backed securities, as well as corporate bonds
denominated in the euro, British pound and US dollar.
These corporate bond holdings are concentrated in
financials issuers, including US banks, UK banks and
insurance companies.
In addition, we think the correction we have seen in high
yield is starting to provide some more opportunities.
Therefore, we have started to look at some of the new high
yield issues in the US and Europe with a view to take
advantage of this set back and increasing our exposure to
high yield bonds.
In terms of emerging markets, we have actually reduced
the fund’s exposure recently, especially in Mexico, Poland
and South Africa. However, this was mainly a case of
taking profits following strong performance. The fund
retains a diversified local emerging market exposure, with
holdings in Brazil, Mexico, South Africa and Poland: in fact,
we have actually increased our exposure to Brazil.
On the currency front, we have got a large exposure to the
US dollar. It is a US dollar-based fund, so we don’t have
too much in the way of non-dollar currency risk. Where we
do have non-dollar currency exposure, it is in some of the
currencies that we think are the most undervalued but also
offer the best risk-adjusted returns going forward. A lot of
these are Asian currencies or Latin American currencies.
More recently we have cut our short position in the euro via
options, and also reinstated our short Australian dollar
position.
Q: Has your approach to duration become more
tactical than usual?
EI: Not more than usual. We did trim duration earlier on in
the year when yields came down. As they have moved
back up again, we have just tactically added to it: we felt
that the market was fully pricing in any potential interest
rate movements by the Federal Reserve (Fed), but we
were also looking at Europe and certain other parts of the
world and not seeing really strong growth. Adding to
duration was, therefore, an obvious hedge against a
slowdown. Likewise, if US Treasury yields decline much
further from here, while emerging market sectors do really
well, then we would look to tactically reduce duration.
Q: What are the key characteristics of the portfolio?
EI: At the end of the month, the portfolio was yielding 5.1%:
to put that in context, this is in line with US BB high yield
index. While duration was 5.9 years, this is not pure
interest rate sensitivity. There is a lot of diversification, both
in terms of asset classes and geographical exposure. In
terms of the high yield segment, which is just pure credit,
this gives us about 1.2 years of duration. Emerging
markets, meanwhile, contribute about 0.7 years’ duration.

That means the duration contribution is diversified within
the fund.
Q: What is your outlook for the months ahead?
EI: We have a fairly benign outlook for the global economy.
Growth is positive on a global basis, but the recovery
continues to be fairly slow. While the US economy has
picked up recently, with growth there in the 3% range, we
expect Chinese growth to be around the 7% mark. The
main weak spot at the moment is Europe.
In terms of interest rate expectations, we agree that the
Fed is likely to raise rates next year – probably sometime in
the spring to early summer. However, that is priced in, and
our belief is that, as long as inflation remains under control,
any rate increases are likely to be gradual.
We are therefore happy to own US Treasuries within the
portfolio as ballast against our credit positions. We feel
comfortable adding to US Treasury holdings on weakness,
as we have done more recently. But if we see US Treasury
yields fall much further and high yield spreads stabilise,
then we would be happy to take some of the interest rate
risk out of the portfolio.
In terms of global monetary policy, we would expect more
accommodation from the ECB, but this is dependent on
inflation expectations and growth, and how much eurozone exports benefit from a weaker currency. If we do get
outright quantitative easing from the ECB, it is likely to
come at some point in early to mid-2015.
On the emerging markets front, we still have round two of
the Brazilian elections on the horizon. The Brazilian real
came under a lot of pressure during September and yields
backed up as the market was concerned that the
incumbent would stay in place. However, rival presidential
candidate Neves did a lot better than expected in round
one of the elections, and he generally has a pro-business
stance. Whatever the outcome, the next round of televised
debates will focus on the economy and we expect that
positive reforms will come out of this. That could help bring
down inflation and improve confidence.
Q: How does the recent increase in geopolitical
concerns impact the fund?
EI: Some of our investments could be directly impacted by
rising geopolitical concerns, in particular the exposure to
US dollar-denominated Russian government bonds and
some Russian corporates. These bonds are pricing in a lot
of bad news surrounding the negative implications of
sanctions. Meanwhile, the corporate bonds are at cheap
valuations compared to similarly rated companies in the
same type of industry. Where necessary, we think that the
Russian government will help these companies in terms of
access to capital if they need it. A lot of them get a lot of
their revenues from day-to-day business activities anyway.
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We have cut back our Polish zloty exposure because we
felt that Poland is caught between a slowdown in Europe
and the crisis in Ukraine. This reinforces our approach of
considering each individual event around the world, seeing
where you are positioned, and making adjustments when
the need arises.
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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.
Asset-backed securities: The timing and size of the cash-flow from asset-backed securities is not fully
assured and could result in loss for the fund. These types of investments may also be difficult for the
fund to sell quickly.
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.
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.
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.
Annual management charge from capital: The fund’s annual management charge is taken from its
capital (rather than income). This may adversely affect the Fund’s overall growth.
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.
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